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Lesson 1- Compliance Framework 

INTRODUCTION- The board of directors and management must recognize the scope and implications of 

laws and regulations that apply to the company. 

A compliance management system manages the entire compliance process of the company. It includes 

the compliance program, compliance audit, compliance reporting etc. The compliance program consists 

of the policies and procedures which guide in adherence of the applicable laws and regulations on the 

company. Whereas the compliance audit is an independent testing of level of compliance with 

applicable laws and regulations on an Organization. 

CORPORATE COMPLIANCE FRAMEWORK -The Corporate compliance framework consists of three key 

components:  

 The Compliance Chart, 

  Compliance Advisory and 

  Compliance Scorecard 

 Compliance Dashboard- The compliance programme must provide a single enterprise-wide 

dashboard for all users to track and trend compliance events. External auditors, internal auditors, 

compliance officers can use the dashboards to make decisions on the compliance status of the 

organization. 

 Compliance Policy and Procedure- A well-designed document management system forms the basis 

of managing the entire lifecycle of policies and procedures within an enterprise. Ensuring that these 

policies and procedures are in conformity with the ever-changing rules and regulations is a critical 

requirement. 

Compliance Audit: Audits have now become part of the enterprise core infrastructure. Internal audits, 

financial audits, external audits, vendor audits must be facilitated through a real-time system. Audits are 

no more an annual activity and corporations offer appropriate audit capabilities 

Quality Management. A well-designed compliance management program incorporates and supports 

ongoing quality initiatives. Most quality practitioners agree that compliance and quality are two sides of 

the same coin. Therefore, it is critical to ensure that compliance management solution offers support for 

enterprise-wide quality initiatives. 

Compliance Training: Most compliance programs often require evidence of employee training. 

Sometimes lack of knowledge and in complete procedure lead to fines and penalties to the director and 

officers of the company. 

 Compliance Task Management: The company must create plan to manage and report status of all 

compliance related activities from a centralized data base. Automated updates from the various 

compliance modules should provide for up-to-the-minute status reporting that could be viewed by the 
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Board, compliance officer, entity compliance coordinators, quality offices and others as designated. 

Accordingly, for creating a Compliance Management Framework an organization need to perform 

activities relating to the Compliance Identification, Compliance Ownership, Compliance Awareness, 

Compliance Reporting and Periodical Compliance MIS for the company. 

 

PREPARATION OF COMPLIANCE CHART  

As referred in the introduction that the Corporate compliance framework consists of three key 

components: The Compliance Chart, Compliance Advisory and Compliance Scorecard and the 

Compliance Chart is a vital part of the Framework, the company should give more focus on the 

preparation of the compliance chart. The compliance chart of the company is prepared after considering 

the operations and the structure of the company as the compliance requirement for an organization is 

based on the type of company, activity of the company, Industry, Sector in which the company operates 

and laws which are specifically applicable to the company. 

 Broadly, the compliance chart is prepared by considering the following activities:  

 Identification of Compliance applicable Laws, Rules and Regulations  

 Risk Assessment 

 Risk Mitigation (includes Training and Education)  

 Compliance Monitoring (includes Action Tracking)  

 Compliance Reporting (includes Incident Management)  

CONTENT OF COMPLIANCE CHART 

 The Compliance Chart of any company must contain the complete information on compliance 

dashboard, which provide a detailed compliance procedure to the compliance executor, this 

information includes: 

 1. Reference to the key compliance-related laws, regulations, industry standards and compliance 

related policies and standards of the company ;  

2. Concise statements that capture the relevant internal and external compliance obligations and 

the risks arising from those obligations;  

3. Inherent and managed risk level (critical, high, medium, low) of the identified obligations; 

 4. The business processes or people to which the compliance obligations are linked or on which 

they have an impact; 

 5. Specific Compliance Risk mitigation activities and Compliance Risk tracking and monitoring for 

managing the compliance obligations;  

6. To whom and how frequently compliance-related results and findings are reported; 
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 7. Clear ownership of the processes, activities and obligations outlined in the Chart 

 Such Compliance Chart must be practical and concise as possible on the role and responsibilities of 

the management and of the Compliance officer who is specifically linked to existing and newly 

identified business activities. 

Role of Company Secretary in Creation of Compliance Chart 

1.Identification of applicable law, rules and 
regulations 

For preparation of such Compliance 
framework by a company secretary and 
to identify the Compliance &other 
requirements, it is necessary form him 
to get familiar with the business model 
of the company along with the 
environmental, health and safety 
aspects, and data security requirements. 
The Compliance Chart covering above 
applicable laws must be kept up to date 
and should also reflect the compliance 
obligations and associated risks that 
arise.  

 

2.RISK ASSESSMENT Risk assessments should be performed 
according to the changes in the business’ 
profile. Such changes may result because 
of new laws or regulations, new 
interpretations of existing laws or 
regulations.In the Risk Assessment 
process, the company identifies the 
inherent risk of each obligation as 
critical, high, medium or low. The 
outcome determines the type of risk 
mitigation strategy.There are two types 
of risk assessments that can be 
performed by the company,  

 high-level risk assessment  
  Detailed risk assessments 

 
 
 
 
 
 
 
 
 

3. Compliance Risk Mitigation 
 

If a Corporate policy does not 
encompass local obligations of any unit 
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of the company, a local policy to 
facilitate the effective management of 
the identified Compliance Risk must be 
developed. Framework components, 
policies and procedures must be 
developed and communicated and 
should be placed on the prominent 
places in the organization, so Employees 
understand their obligations (e.g. how to 
make a Whistleblower report, 
complaints handling process, gifts, 
entertainment and anti-bribery 
procedures. Maintenance of the 
material can be in the form of a manual, 
handbook or other physical or electronic 
means.  

 

4. Compliance Monitoring  
 

 The next important aspect of 
designing compliance framework is 
the compliance ownership. The 
ownership of the various 
compliances has to be described 
function wise and individual wise. 
Clear description of primary and 
secondary ownership is also very 
important. While the primary owner 
is mainly responsible for the 
compliance the secondary owner 
(usually the supervisor of the primary 
owner) has to supervise the 
compliance. The role of the various 
level of management for compliance 
ownership can is illustrated as under: 

 Top Management: 

 Legal Cell: 

 Senior Management& functional 
Heads: 

 Compliance Officer / Subordinate 
staff  

  
 
 

 

COMPLIANCE REPORTING 
 

Compliance reporting allows Management and 
the Compliance function to assess whether 
Compliance Risks exceed the risk appetite of 
Company. Compliance Reporting also allows for 
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communication and discussion of potential 
Compliance Risks. Management and the 
Compliance officer is responsible for gathering 
information, and then analysing and 
communicating the results so that informed, 
timely decisions can be made. At least quarterly, 
reports should be discussed at the Risk 
Management Committee meeting. Broadly, there 
can be two primary types of reporting : 1. Cyclical 
Reporting 2. Incident Reporting. 

 

 

COMPLIANCE RISK - REVIEW AND UPDATION  

Compliance Risk monitoring makes it possible for the business to test if its risk mitigation 

activities are working properly and to identify new or changed risks. The plan for monitoring 

must be documented and reviewed and, if necessary, updated annually and more frequently 

based on other Framework activities and monitoring results. The Compliance risk monitoring 

plan must include:  

• Critical and high Compliance Risks, focusing on inherent and managed risk levels;  

• Key Compliance Risk mitigation activities;  

• Routine business transactions to which compliance obligations or risks are associated; 

 • The implementation / embedding of the Framework and all policies issued by the corporate 

compliance department;  

• Compliance with the laws, regulations and standards included in the Chart, including the 

Company Values and  

• The obligations that have been delegated to the Compliance Function (e.g. Complaints 

Handling, Privacy related obligations).  

The plan for monitoring must include: 

1. Concise statements that capture the relevant internal and external compliance obligations 

and the risks arising from those obligations;  

2. The business processes to which the compliance obligations are linked or on which they 

have an impact; 

3. Specific Compliance Risk mitigation activities for managing the compliance obligations; 

4. The first line tracking (ongoing tracking as part of the normal course of business activities), 

second line monitoring (health check performed by the Compliance Function) and third line 

assurance (independent review performed by internal audit) for efficiency and / or 

effectiveness of first and second line activities);  

5. Brief description of how tracking and monitoring activities are performed;  

6. Frequency of tracking and monitoring activities; 

7. Recipient(s) of the tracking and monitoring report. 
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Program Design/Update: In this approach the review of the guideline documents that outline the 

reporting 10 PP-SACM&DD structure, communications methods, and other key components of the code 

of ethics and compliance program is accessed. This encompasses review of all aspects of the compliance 

program, from grass root policies to structuring board committees that oversee the program. 

Policies and Procedures: In this approach of compliance assessment, the company should review, 

develop or enhance the detailed policies of the program, including issues of financial reporting, 

antitrust, conflicts of interest, gifts and entertainment, records accuracy and retention, employment, 

the environment, global business, fraud, political activities, securities, and sexual harassment etc. 

Communication, Training, and Implementation: In this stage of Compliance assessment, the Company 

focuses on the articulation, communication and reinforcement of the various policies and procedure of 

the company along with the philosophy behind such policies. Further Training programme on such 

policies help in the adoption of such policies in day-to-day realities and helps in incorporate it into the 

attitudes and behaviors of the employees of the company. 

COMPLIANCE AUDIT  

Compliance audits may be planned, performed and reported separately to the Board, senior 

management or Regulators, the compliance audit is completely different from the audit of financial 

statements and from performance audits. The compliance audits may be conducted separately on a 

regular basis, as distinct and clearly-defined audits each related to a specific subject matter. As per CAG 

Auditing Standards, The Compliance audit is the independent assessment of whether a given subject 

matter is in compliance with applicable authorities identified as criteria. Compliance audits are carried 

out by assessing whether activities, financial transactions and information comply in all material 

respects, with the authorities who govern the audited entity. Compliance auditing may be concerned 

with 

 Regularity - adherence of the subject matter to the formal criteria emanating from relevant 

laws, regulations and agreements applicable to the entity  

 Propriety - observance of the general principles governing sound financial management and the 

ethical conduct of public officials.  

SIGNIFICANCE OF CORPORATE COMPLIANCE MANAGEMENT  
─ Companies that go the extra mile with their compliance programs lay the foundation for the control 
environment. 
 ─ Companies with effective compliance management programme are more likely to avoid stiff personal 
penalties, both monetary and imprisonment. 
 ─ Companies that embed positive ethics and effective compliance management programme deep 
within their culture often enjoy healthy returns through employee and customer loyalty and public 
respect for their brand, both of which can translate into stronger market capitalization and shareholder 
returns. 
 ─ Safety valve against unintended non compliances/ prosecutions, etc. 
 ─ Cost savings by avoiding penalties/fines and minimizing litigation ─ Better brand image and 
positioning of the company in the market 
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PROCESS OF SETTING UP CORPORATE COMPLIANCE FRAMEWORK 

Process for Setting up of Compliance Framework 

Stage-1 Stage-2 Stage-3 Stage-4 Stage-5 Stage-6 

Identification Preparation Historical Assessment of Assessment Compliance/ Action 

of of Compliance Historical of Reporting 

Compliance Compliance Assessment Compliance Compliance  

Obligations Chart  Audit Risk  

Applicability Setting up Assessment Assessment of Identification Report of Internal 

of the various Role and of Internal File/Report/Return of possible Auditor/Independent 

Act, Rules, Responsibiliti File/Internal Statements/ situations of agency/Regulator with the 

Regulations, es of Top Report/Retur Internal Auditor/ Non- possible consequence such 

Policies and Management, n Statements Independent compliance/In as 

Procedures Legal  agency/Regulator adequate disqualification/Suspension/lo 

covering Department,   Compliance ck out/License Cancellation 

Industry Senior   and  

Specific Management   development  

Sector and   of strategy for  

Specific, Compliance   Risk  

Specific executor   Mitigation/  

Activity,    Risk  

Specific    Monitoring/  

Entity,    Risk  

Specific State    Reporting  

Law, Local      

Laws      

 

SECRETARIAL AUDIT AND COMPLIANCE MANAGEMENT SYSTEM  

The compliance system and processes in a company are dependent mainly on the following factors:  

 Nature of business (es). 

 Geographical domain of its area of operation(s) 

 Size of the company both in terms of operations as well as investments, technology, multiplicity 

of business activities and manpower employed. 

 Jurisdictions in which it operates.  

 Whether the company is a listed company or not. 

 Regulatory authority (ies) in respect of its business operations.  

 Nature of the company viz., private, public, government company, etc. 

 ─ Enhanced credibility/creditworthiness that only a law abiding company can command 
 ─ Goodwill among the shareholders, investors, and stakeholders. 
 ─ Recognition as Good corporate citizen. 
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ROLE OF COMPANY SECRETARIES IN COMPLIANCE MANAGEMENT 

 Corporate Compliance Management can add substantial business value only if compliance is done with 

due diligence. A Company Secretary is the ‘Compliance Manager’ of the company. It is he who ensures 

that the company is in total compliance with all regulatory provisions. Corporate disclosures, which play 

a vital role in enhancing corporate valuation, is the forte of a Company Secretary. These disclosures can 

be classified into statutory disclosures, non-statutory disclosures, specifies disclosures and continuous 

disclosures. A Company  Secretary has to ensure that these disclosures are made to shareholders and 

other stakeholders in true letter and spirit.  The Advisory Services of the company secretaries impacts to 

all components and activities of the Compliance Framework, as the business receives one point 

specialized support and advice to help manage its Compliance Risks more effectively. The Compliance 

secretary play a proactive advisory role as he advise Management, local boards and committees, the 

compliance executor, and the Employees. The company secretary provide advice on Compliance Risk, 

responsibilities, obligations, concerns and other compliance issues that are suitable for the business’ 

practices and operational constraints of the company. 

 

RISK ASSESSMENT MATRIX 

  

LOW 
 

MEDIUM 
 

A moderate impact 

which could 

involve such things 

as: 

 Significant 

delays in 

providing 

services or 

achieving key 

organisational 

objectives. 

 Limited 

dissatisfaction 

of clients. 

 Exposure to 

minor criticism 

and/or adverse 

publicity. 

 Minor damage 

to reputation. 

 

HIGH 
 

A major impact 

which could 

involve such things 

as: 

 Major delays in 

providing 

services or 

achieving key 

objectives. 

 Significant 

dissatisfaction 

of clients. 

 Exposure to 

significant 

criticism and 

moderate 

adverse 

publicity. 

 Moderate 

damage to 

 

VERY HIGH 
 

An extreme 

impact: if the risk 

occurs,  the 

organisation would 

not be able to 

effectively perform 

core activities. It 

could involve such 

things as: 

 A critical 

business 

failure. 

 Extensive loss 

of clients. 

 Exposure to 

extensive 

criticism and 

adverse 

publicity. 

 Extensive 

damage to 

CONSEQUENCE A minor impact, 

which should be 

possible to be 

handled at the 

operational level. It 

could involve such 

things as: 

 
 Minor delays in 

providing 

services or 

achieving 

performance 

targets 

 
 Minor 

reductions in 

system quality 

 
 Minor 

dissatisfaction 

of clients 

 
  Minor adverse 

financial 
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 Impact 

 
 
 
 
 
 
 

 
LIKELIHOOD 

 Minor 

breach of 

accountabilit

y 

requirement

s. 

VERY HIGH 
(almost certain) 
It is almost certain that 
the event or described 
result will occur 

MODERATE 

HIGH 
(probable) 
There is a strong 
possibility that the event 
or described result will 
occur 

 

 

 

LOW 
MEDIUM 
(could happen) While
 it is
 not certain, the 
event or described result 
could occur. 

 

 

 

LOW 
 

LOW 
(unlikely) 
 
While it is still possible, it 
is unlikely that the event 
or described result will 
occur 

 

 

 

 

 

LOW 

 

TRAINING & IMPLEMENTATION: 

Why training & implementation? 

A strong Compliance training and education programme reinforces Company 

compliance culture. It builds awareness and understanding of Compliance standards, 

procedures, guidelines and issues. Specifically, it should build awareness and 

understanding of: 

 Company Framework, including the four conduct-related integrity risk areas; 

 Roles and responsibilities outlined in the policies and Framework; 

 Critical and high compliance obligations identified in the Compliance Chart; 

 The process for addressing compliance issues and reporting concerns and 

 Consequences of failing to meet compliance obligations. 
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What it should include? 

The plans for compliance training and education programme must include: 

1. Concise statements that capture the relevant internal and external compliance 

obligations and the risks arising from those obligations; 

2. The business processes to which the compliance obligations are linked or on which 

they have an impact; 

3. Brief description of the training or education activity; 

4. Target audience (refresher for existing Employees, induction for new Employees, or 

Adhoc when required); 

5. Frequency of training or education activity. 
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Lesson 2 Compliances 

INTRODUCTION 

Compliance management is the method by which corporate manage the entire compliance process. It 

includes the compliance program, compliance audit, compliance report etc. and in other words it is 

called compliance solution. Compliance management together with the Secretarial Audit is the routine 

tools for effective governance. 

Need for Compliance Management 

Corporate compliance is an ongoing process, and businesses especially ones that have incorporated 

under any statue need to make sure that they're following the rules set in place. Onerous responsibility 

to guide to the management for comply with the relevant laws casts upon the Company Secretaries. 

They have to advise companies in totality to provide full, timely and intelligible information. To enable 

companies to put in place an effective Compliance Management System, company secretaries should 

ensure that companies: 

  Adhere to necessary industry and government regulations, 

 Change business processes according to legislative change, 

  Realign resources to meet compliance deadlines, 

 React quickly and cost-effectively if regulations change. 

Benefits of Corporate Compliance Management 

 Better compliance of the law  

 Real time status of legal/statutory compliances  

 Safety valve against unintended non compliances/prosecutions, etc. 

 Real time status on the progress of pending litigation before the judicial/quasi-judicial for a  

 Cost saving by avoiding penalties/fines and minimizing litigation  

 Better brand image and positioning of the company in the market  

 Enhanced credibility/creditworthiness that only a law abiding company can command  

 Goodwill among the shareholders, investors, and stakeholders.  

 Recognition as Good corporate citizen.  
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Establishment of Compliance Management 

Any Corporate Compliance Management framework encompasses the various steps relating to 

Compliance Identification, Compliance Ownership, Compliance Awareness, Compliance Reporting and 

Periodical Compliance MIS. The Compliance Identification involves the identification of compliances 

under various legislations applicable to the company, in consultation with the functional heads The 

Compliance ownership of the various compliances has to be described function wise and individual wise. 

Clear description of primary and secondary ownership is also very important. While the primary owner is 

mainly responsible for the compliance the secondary owner (usually the supervisor of the primary 

owner) has to supervise the compliance. Ex: Secretarial Officer/Company Secretary may be primarily 

responsible. 

 The Compliance Awareness covers the establishment of the legal compliance management and creation 

of awareness of the various Legal Compliances amongst those responsible 

 

Scope of Corporate Compliance 

 • Corporate compliance management broadly include 

compliance of: 

 • Corporate& Economic Laws 

 • Securities Law 

 • Commercial Laws including Intellectual Property Rights 

Laws 

 • Labour Laws  

• Tax Laws  

• Cyber Law which is also known as The Information 

Technology Law 

• Pollution Control Laws  

• Industry Specified laws 

 • All other Laws affecting the company concerned 

depending upon the type of industry/activity 
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Process of Corporate Compliance Reporting (CCR) 

Under the various business structures, the actual process of compiling the information under the various 

laws vary from company to company and is dependent on various factors such as the number of units 

and scale of operations, size of the company, number of business activities etc. a brief process of the 

CCR mechanism is as under  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

• Functional heads for the reporting of various laws have to be identified. For example the 

Company Secretary would be the functional head for reporting of company law, listing 

regulations and commercial laws. 

• Similarly, the head of the Personnel Department could report the compliance of labour 

and industrial laws and the fiscal law compliance would be the domain of head of the 

finance/accounts departments. 

• Each of the functional heads may collect and classify the relevant information from the 

various units/locations pertaining to their department and consolidate them in the form 

of a report.  

 

• Each of the functional heads should forward their respective compliance reports to the 

Company Secretary/Managing Director. 

• The report shall carry an affirmation from the functional heads that the said report has 

been prepared based on the inputs received from the various units/offices and then 

list out the specific compliances/non-compliances, as already circulated to the 

functional heads 

 

• The Company Secretary would then brief the Managing Director and with suitable 

inputs from the Company Secretary, the Managing Director would consolidate and 

present, under his signature, a comprehensive CCR to the Board for its information, 

advice and noting. 
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ENTITY WISE COMPLIANCES 

The Companies Act, 2013, lays down the detailed provisions regarding incorporation, requirement of 

members, qualification, appointment, remuneration, removal, retirement of directors, conducting board 

and shareholders meetings, passing of resolutions, related party transactions, the maintenance of books 

of accounts and the preparation and presentation of annual accounts (matters to be reported upon in 

the boards reports of the companies), periodical filing of forms with the Registrar of Companies, etc.  

Every company incorporated under the companies Act need to perform the compliances as required 

under the law, the Companies Act, 2013 has provided the specific exemptions to the some class of the 

companies through the exemption notifications and through the further amendments in the Companies 

Act, 2013. 

ACTIVITY WISE COMPLIANCES 

 The activity wise compliances include the compliances relating to the Business Activities of the company 

such as Banking Company, Insurance Company, Housing Development Company, IFSC Company, NBFC, 

Section 8 Company, Producer Company, Chit Fund Company, Plantation Company etc. These companies 

are governed under the Companies Act, 2013 as well as the Laws, Rules, Regulations under which they 

have been registered. The Companies Act, 2013 provides the specific provision, exemptions to such 

companies, however the additional compliance requirement may be imposed on these companies.  

SECTOR WISE COMPLIANCES 

For the Sector wise compliances the Companies can be broadly divided in to the Agriculture & Allied 

Activities, Manufacturing, Construction, Power, Electricity; Gas & Water, Mining & Quarrying, Business 

Services, Real Estate and Renting, Trading, Community; personal & Social Services, Transport; storage & 

communications, Finance, Insurance etc. these companies are governed under the Companies Act, 2013 

along with the sector specific laws, Rules, Regulations, policies, procedures and State and Local laws 

applicable to the company . 

INDUSTRY SPECIFIC COMPLIANCES 

For identification of the industries specific compliance, it is necessary to correlate the business activity 

of the company with the various laws applicable to such business activity. For example if the company is 

dealing cement industry, which is related to the Construction sector & Real estate, Mining, Supply, 

Distribution and Trading of raw material, Bye product etc., The company may horizontally or vertically 

associated with such business activity or in multiple business activity relating to any industry and the 

sector. The some of the business activities along with the allied sub activity are provided as under: 

o Agriculture, forestry, fishing 

o Mining and quarrying, Mining Support Services activities. 

o Manufacturing: Food, beverages and tobacco products, Textile, leather and other apparel 

products, Wood and wood products, furniture, paper and paper products  

o Electricity, gas, steam and air condition  
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o Water supply, sewerage and waste management  

o  Construction  

STATE AND LOCAL LAWS COMPLIANCES   

The companies having nationwide and international operation need to comply with the various local 

laws and state laws as applicable to the each office and the every operation of the company. In India, 

the  typical corporate structure consist of the Registered Office, Corporate  Office, Regional Head offices,  

State office, Warehouse, Branch office etc. Every corporate structure is required to comply with some 

local and state laws applicable to the company. The company should have a reporting structure of the 

same to provide the compliance status of the company. 

COMPLIANCES REQUIREMENTS UNDER THE COMPANIES ACT, 2013   

1.  Private Limited Company. 

Sl.  
No.               Title 

 
Section & Rules 

 
Particulars of Compliances 

1.Disclosures by a Director of his 
Interest 

184 (1) & Rule 9(1) of Companies 
(Meetings of Board and its 
Powers) Rules, 2014 

(Form MBP-1) 

Every Director in first Board 
meeting held, should disclose his 
concern or interest in other 
entities which shall include the 
shareholding 

2. Disqualification of Directors 164(2) & 143(3)(g) & Rule 14(1) 
of Companies (Appointment of 
Directors) Rules, 2014  
(Form  DIR-8)  
 

Every director shall inform the 
company concerned about his 
disqualification under sub-
section (2) of section 164, if any, 
before he is appointed or re-
appointed.  
 

3. Annual  
Return  
  
 

92 (4) & (1) & Rule 11 (1) of 
Companies (Management and  
Administration) Rules, 2014  
(E-form  MGT-7) 

Every Company shall file its 
Annual Return within 60 days of 
holding the AGM or where no 
AGM is held in any year within 
60 days from the date on which 
the AGM should have been held 
together with the statement 
specifying the reasons for not 
holding the AGM.  
 

4. Extract of the annual return  
 

92(3) & 134(3)(a) & Rule 12(1) of 
the Companies (Management 
and Administration) Rules, 2014.  
Form  
MGT-9  
 

Every company is required to 
place annual return on the 
website of the company and the 
web address where annual 
return has been placed will be 
required to be mentioned in the 
Board's Report. 
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5. Financial  
Statements  
 
  
 

137 & Rule 12(1) of Companies 
(Accounts) Rules, 2014  
E-form  
AOC-4  
&  
E-form   
 

Company is required to file its 
financial statements, including 
consolidated financial statement 
along with all the documents 
required to be or attached to 
such financial statements, duly 
adopted at the AGM of the 
company with the Registrar 
within 30 days of the date of 
AGM . 

6. Certification of Annual Return 92 & Rule 11(2) of Companies 
(Management and 
Administration) Rules, 2014  
Form  
MGT-8  
 

The annual return filed by a 
listed company or a company 
having paid up share capital of 
Rs. 10 Crores or more or 
turnover of Rs. 50 crores or 
more shall be certified by a 
Company Secretary in Practice.  
 

7. Boards' Report 134 & Rule 8 of the Companies 
(Accounts) Rules, 2014 

Directors' Report shall be 
prepared in a manner which 
shall include all the information 
required under Section 134. It 
should be signed by the 
"Chairperson" authorized by the 
Board, and where he is not so 
authorized, by at least 2 
Directors one of whom shall be a 
managing director or by the 
director where there is one 
director.  
 

8. Circulation of Financial 
Statement & other relevant 
Documents  
 

136 Company shall send to all the 
members of the Company, all 
trustees for the debenture 
holders and to all persons being 
the persons so entitled, copy of 
the (approved) Financial 
Statements (including 
consolidated Financial 
Statements, if any, auditor's 
report and every other  
document required by law to be 
annexed/ attached to the 
financial statements) at least 21 
clear days before the Annual 
General Meeting.  
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9. Notice of AGM  
 

101 & Rule 18 of the Companies 
(Management and  
Administration) Rules, 2014 & 
SS-2  
 

Every Notice of Annual General 
Meeting shall be prepared as per 
Section 101 of Companies Act, 
2013 and Secretarial Standard - 
2.  
 

10. Sending of Notice of AGM  
 

101 & SS - 2 Notice of Annual General 
Meeting shall be sent to all the 
Directors, Members, Auditors, 
legal representative of any 
deceased member and the 
assignee of an insolvent 
member.  
 

11. Board  
Meetings  
 

173 & SS-1 Every Company shall hold a 
minimum number of 4 meetings 
of its Board of Directors every 
year in such a manner that 
maximum gap between two 
meetings should not be more 
than 120 days. Company should 
hold at least 1 Board Meeting in 
every quarter of each calendar 
year.  
 

12. Notice of  
Board  
Meeting  
 
 
 

173 (3) & SS-1  A meeting of the Board shall be 
called by giving not less than 7 
days' notice in writing to every 
director at his address registered 
with the company and such 
notice shall be sent by hand 
delivery or by post or by 
electronic means.  

13. Appointment of Auditor  
 

139(1) & Rule 4(2) of the 
Companies (Audit and Auditors) 
Rules, 2014  
E-form  
ADT-1  
 

Auditor shall be appointed for 5 
years in the AGM. The company 
shall inform the auditor 
concerned of his or its 
appointment, and also file a 
notice of such appointment with 
the Registrar within fifteen (15) 
days of the meeting in which the 
auditor is appointed in E-form 
ADT-1 

15. Register of members  
 

88 & Rule 3 of the Companies 
(Management and  
Administration) Rules, 2014.  
Form MGT.1 & Form MGT.2  

Company shall keep & maintain 
the following mandatory 
Registers:  
Register of Members,  
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 Register of debenture-holders,  
Register of any other security 
holders. 

 

2.  Small Companies under the Companies Act, 2013 

Sl. No.      Title  Section & Rules Particulars of Compliances 

1. Disclosures by a Director of his 
Interest  
 
 
 
 

184(1) & Rule 9(1) of Companies 
(Meetings of Board  
and its Powers) Rules, 2014.  
Form  
MBP-1  
 

Every director shall at the first 
meeting of the Board , disclose 
his concern or interest in other 
entities which shall include the 
shareholding.  
 

2. Disqualification of Directors  
.  
 
 
 
 

164(2) & 143(3)(g) & Rule 14(1) 
of Companies (Appointment of 
Directors) Rules, 2014  
Form  
DIR-8  
 

Every director shall inform to the 
company concerned about his 
disqualification under subsection 
(2) of section 164, if any, before 
he is appointed or re-appointed 
 

3. Annual  
Return  
 
 
 
 

92(4) & (1) & Rule 11 (1) of 
Companies (Management And 
administration) Rules, 2014 
E-form  
MGT-7  
 

Annual Return of every Small 
Company shall be signed by the 
company secretary, or where 
there is no company secretary, 
by the director of the company.  
 

4. Extract of the annual return  
 
 
 
 
 
 
 

92(3) & 134(3)(a) & Rule 12(1) of 
the Companies (Management 
and Administration) Rules, 2014.  
Form MGT- 9  
 
 
 
 

Every company is required to 
place annual return on the 
website of the company and the 
web address where annual 
return has been placed will be 
required to be mentioned in the 
Board's Report.  
 

5. Financial  
Statement  
 
 
 
 
 
 
 
 
 
 
 

137 & Rule 12(1) of Companies 
(Accounts) Rules, 2014  
E-form  
AOC-4  
&  
E-form AOC-4  
CFS  
 
 
 
 
 
 

Company is required to file its 
financial statements, including 
consolidated financial statement 
along with all the documents 
required to be or attached to 
such financial statements, duly 
adopted at the AGM of the 
company with the Registrar 
within 30 days of the date of 
AGM  
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6. Board's  
Report 
 
 
 
 
 
 
 
 
 
 
 

134 & Rule 8 of the Companies 
(Accounts) Rules, 2014  
 
 
 
 
 
 
 
 
 
 
 

Board's Report shall be prepared 
mentioning all the information 
required to be included in it for 
Small Company under Section 
134. It should be signed by the 
"Chairperson" authorized by the 
Board, where he is not so 
authorized by at least 2 Directors 
one of whom shall be a 
managing director or by the 
director where there is One (1) 
director.  
 

7. Circulation of Financial 
Statement & other  
 
 
 
 
 
 
 
 
 
 
 
 
 
 

136  relevant documents  
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Company shall send to all the 
members of the Company, all 
trustees for the debenture 
holders and to all persons being 
the persons so entitled, copy of 
the (approved) Financial 
Statements (including 
consolidated Financial 
Statements, if any auditor's 
report and every other 
document required by law to be 
annexed/ attached to the 
financial statements) at least 21 
clear days before the Annual 
General Meeting.  
 

8. Notice of AGM Every Notice of  
 
 
 
 

101 & Rule 18 of the Companies 
(Management and 
Administration) Rules, 2014 & 
SS- 2  
 

Annual General Meeting shall be 
prepared as per Section 101 of 
Companies Act, 2013 and 
Secretarial Standard - 2. 

9. Sending of Notice of AGM  
 
 
 
 
 
 
 

101 & SS -2 
 
 
 
 
 
 
 

Notice of Annual General 
Meeting shall be sent to all the 
Directors, Members, Auditors, 
legal representative of any 
deceased member and the 
assignee of an insolvent 
member.  
 

10. Board  Meetings 
 
 
 
 
 

173 (5) & SS-1 
 
 
 
 
 

Every Small Company shall hold 
at least one (1) meeting of the 
Board of Directors in each half of 
a calendar year and the gap 
between the two meetings shall 
not be less than 90 days.  
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11. Notice of  
Board  
Meeting  
 
 
 
 
 
 

173 (3) & SS-1 
 
 
 
 
 
 
 
 

A meeting of the Board shall be 
called by giving not less than 7 
days' notice in writing to every 
director at his address registered 
with the company and such 
notice shall be sent by hand 
delivery or by post or by 
electronic means.  
 

12. Appointment of Auditor 
 
 
 
 
 
 
 
 
 
 

139(1) & Rule 4(2) of the 
Companies (Audit and Auditors) 
Rules, 2014.  
E-form  
ADT-1  
 
 
 
 
 
 

Auditor shall be appointed for 5 
years in the AGM. The company 
shall inform the auditor 
concerned of his or its 
appointment, and also file a 
notice of such appointment with 
the Registrar within fifteen (15) 
days of the meeting in which the 
auditor is appointed in E-form 
ADT-1.  
 

 13. Register of members  
 
 
 
 
 
 

88 & Rule 3 of the Companies  
(Management and 
Administration) Rules, 2014.  
Form MGT.1 & Form MGT.2 
 
 
 

Company shall keep & maintain 
the following mandatory 
Registers:  
 • Register of Members,  
• Register of debenture-holders,  
• Register of any other security 
holders. 

 

3.  One Person Company (OPC) under the Companies Act, 2013 

Sl. No.      Title  Section & Rules Particulars of Compliances 

1. Disclosures by a Director of his 
Interest  
 
 
 
 

184(1) & Rule 9(1) of Companies 
(Meetings of Board  
and its Powers) Rules, 2014.  
Form  
MBP-1  
 

Every director shall at the first 
meeting of the Board , disclose 
his concern or interest in other 
entities which shall include the 
shareholding.  
 

2. Disqualification of Directors  
.  
 
 
 
 

164(2) & 143(3)(g) & Rule 14(1) 
of Companies (Appointment of 
Directors) Rules, 2014  
Form  
DIR-8  
 

Every director shall inform to the 
company concerned about his 
disqualification under subsection 
(2) of section 164, if any, before 
he is appointed or re-appointed 
 

3  
 

Meaning of AGM for the OPC means "Resolution passed for the Ordinary Business 
entered into the Minute Book. In case of OPC, there is no need to hold AGM because 
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 there is only one Member. 

4. Annual  
Return 
 
 
 
 
 

92(4) & (1) & Rule 11(1) of 
Companies (Management and  
Administration) Rules, 2014  
E-form  
MGT-7  
 
 

Annual Return of every One 
Person Company shall be 
signed by the company 
secretary, or where there is 
no company secretary, by the 
director of the company.  
 

5. Financial  
Statement  
 
 
 
 
 
 
 
 

137 & proviso 3 to Rule 12(1) 
of Companies (Accounts) 
 Rules, 2014  
E-form  
AOC-4 
 
 
 
  
 

One Person Company shall file 
a copy of the financial 
statements duly adopted by 
its member, along with all the 
documents which are 
required to be attached to 
such financial statements, 
within 180 days from the 
closure of the financial year.  
 

 6. Directors'  
Report  
 
 
 
 
 
 
 
 
 
 
 
 
 

134(4) 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

Directors' Report shall be 
signed by only one director, 
for submission to the auditor 
for his report thereon. In case 
of OPC, the report of the 
Board of Directors to be 
attached to the financial 
statement under section 134 
means a report containing 
explanations or comments by 
the Board on every 
qualification, reservation or 
adverse remark or disclaimer 
made by the auditor in his 
report. 

7. Board  
Meetings  
 
 
 
 
 
 
 
 

173 (5) & SS-1 
 
 
 
 
 
 
 
 
 

Every One Person Company 
shall hold at least one (1) 
meeting of the Board of 
Directors in each half of a 
calendar year and the gap 
between the two meetings 
shall not be less than 90 days.  
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8. Notice of  
Board  
Meeting  
 
 
 
 
 
 

173 (3) & SS-1 
 
 
 
 
 
 
 
 

A meeting of the Board shall 
be called by giving not less 
than 7 days' notice in writing 
to every director at his 
address registered with the 
company and such notice 
shall be sent by hand delivery 
or by post or by electronic 
means.  

9. Appointment of Auditor  
 
 
 
 
 
 
 
 
 

139(1) & Rule 4(2) of the 
Companies (Audit and 
Auditors) Rules, 2014  
E-form  
ADT-1  
 
 
 
 
 

Auditor shall be appointed for 
5 years. The company shall 
inform the auditor concerned 
of his or its appointment, and 
also file a notice of such 
appointment with the 
Registrar within fifteen (15) 
days of the meeting in which 
the auditor is appointed in e-
Form ADT-1. 

Notes:   
• In an OPC in which there is only one Director, Secretarial Standard- 1 will not apply.  
• OPC is not required to hold AGM so Secretarial Standard- 2 is not applicable to OPC.  
• Section 98 and Section 100 to Section 111 are not applicable on One Person Company.  
• No need of preparation of Cash Flow Statement, in case of OPC. 

 

Compliances by Limited Liability Partnership (LLP)  

As per section 3 of the LLP Act, 2008 a Limited Liability Partnership has the following 

characteristics:   

 ─ A limited liability partnership is a body corporate formed and incorporated under this Act and is 

a legal entity separate from that of its partners.   

 ─ A limited liability partnership shall have perpetual succession.  

 ─ Any change in the partners of a limited liability partnership shall not affect the existence, rights 

or liabilities of the limited liability partnership. Over the period of time a LLP has gained popularity 

due to the following:   

 ─ LLP provides limited liability status to its partners and offers the flexibility of internal 

arrangement through an agreement between the partners.   

 ─ It provides the flexibility of controlling the business operation in accordance with the 
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partnership agreement whilst enjoying the limited liability status compared to a company which is 

subject to strict compliance requirements under the Companies Act 1965 in most of its affairs.   

 ─ LLP is a business vehicle which offers simple and flexible procedures in terms of its formation, 

maintenance and termination while simultaneously has the necessary dynamics and appeal to be 

able to compete domestically and internationally. 

 

 

 

 

 

 

 

 

 

 

Exemption to Section 8 Companies 

Sl. No.  Provisions of the Act Exceptions/Modifications/Adoptions  

1 Section 2(24) The provisions of clause (24) of section 2 shall not apply.  
The Company Secretary of Section 8 Company need not 
be a member of the Institute of Company Secretaries of 
India  

2 Section 2(68) The requirement of Minimum paid up share capital shall 
not apply.  
 

3 
.  
 

Section 2(71) The requirement of Minimum paid-up share capital shall 
not apply.  
 

4 Section 96(2) In sub-section (2), after the proviso and before the 
explanation, the following proviso shall be inserted, 
namely:-  
Provided further that the time, date and place of each 

Compliances under Section 8 Company   

Any person or an association of persons intending to register a limited liability company for 

objects specified below can opt to apply for registration of Section 8 Company. The following have 

to be proved to the satisfaction of the Central Government that:   

 (a) its objects includes promotion of commerce, art, science, sports, education, research, social 

welfare, religion, charity, protection of environment or any such other object;   

 (b) the company after incorporation intends to apply its profits, if any, or other income in 

promoting such objects only; and   

 (c) the company intends to prohibit the payment of any dividend to its members.  
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annual general meeting are decided upon beforehand by 
the board of directors having regard to the directions, if 
any, given in this regard by the company in its general 
meeting. 

5 Section 101(1) In sub-section (1), for the words “Twenty one days” the 
words “Fourteen Days” shall be substituted.  
  

6 Section 118 The section shall not apply as a whole except that minutes 
may be recorded within thirty days of the conclusion of 
every meeting in case of companies where the articles of 
association provide for confirmation of minutes by 
circulation 

7 Section 136(1) In sub-section (1), for the words "twenty one days", the 
words "fourteen days" shall be substituted. 

8 Clause (b) and first 
proviso to Sub-section 
of Section 149 1) sub  
 

Shall not apply.  
 

9 Sub-sections (4), (5), 
(6), (7), (8), (9), (10), 
(11), clause (i) of sub-
section (12) and 
subsection (13) of 
section 149.  
 

Shall not apply 

10 Section 150 Shall not apply 

11  Proviso to subsection 
(5) of section 152  
 

Shall not apply 

12 Section 160 Shall not apply to companies whose articles provide for 
election of directors by ballot.  

13 Section165(1) Shall not apply.  
  

14 Section 173(1) Shall apply only to the extent that the Board of Directors, 
of such Companies shall hold at least one meeting within 
every six calendar months. 

15 Section 174(1) In sub-section (1),---  
(a) For the words "one-third of its total strength or two 
directors, whichever is higher", the words "either eight 
members or twenty five per cent. of its total strength 
whichever is less" shall be substituted;  
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(b) the following proviso shall be inserted, namely:-  
     "Provided that the quorum shall not be less than two 
members". 

16  Section177(2) The words "with independent directors forming a 
majority" shall be omitted.  
 

17 Section178 Shall not apply  

18 Section179 Matters referred to in clauses (d), (e) and (f) of sub-
section (3) may be decided by the Board by circulation 
instead of at a Meeting.  
 

19 Sub-section(2)of 
section 184  
 

Shall apply only if the transaction with reference to 
section 188 on the basis of terms and conditions of the 
contract or arrangement exceeds one lakh rupees.  
 

20 Sub-section (7) of 
section 186 

Modification in sec 186(7) The provisions with respect to 
minimum rate of interest shall not apply to a company in 
which twenty-six per cent. or more of the paid-up share 
capital is held by the Central Government or one or more 
State Governments or both, in respect of loans provided 
by such company  for funding Industrial Research and 
Development projects in furtherance of its objects as 
stated in its memorandum of association  
 

21 Section189 Shall apply only if the transaction with reference to 
section 188 on the basis of terms and conditions of the 
contract or arrangement exceeds one lakh rupees.  

 

Compliances under SEBI (LODR) Regulations. 2015  

a. Common Obligations to Listed Entity 

SI. No   
Compliance   
 

Regulation Time Period  Event 

1 Submission of a 
Compliance Certificate 
to the Exchange  
 

7(3) Within  one month of 
end of each half of the 
financial year,  
 

Submission of 
Compliance Certificate 
to Stock Exchange 
certifying that all 
activities in relation to 
both physical and 
electronic share 
transfer facility are 
maintained. 
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2 Appointment / 
Alteration of Share 
Transfer Agent  
 

7(5) Intimate to the Stock 
Exchange such 
appointment or 
alteration within 7 days 
on entering into 
agreement Shall be 
placed before the Board 
of Directors in 
subsequent Meeting. 

Company can manage 
in house Share Transfer 
Facility. But as and 
when the total number 
of holders of securities 
of the listed entity 
exceeds one lac, the 
listed entity shall 
appoint Share Transfer 
Agent.  
 

3 Grievance Redressal 
Mechanism  
 

13 Within 21 days of the 
end of the each quarter. 
Same statement shall 
be placed before the 
Board of Director 
quarterly.  
 

The listed entity shall 
file with the recognized 
stock exchange(s) a 
statement giving  
• The number of 
investor complaints 
pending at the 
beginning of the 
quarter,  
• Those received during 
the quarter,  
• Disposed of during 
the quarter and  

• Those 
remaining unresolved at 
the end of the quarter. 

 

Obligations of listed entity which has listed its specified securities i.e. equity or convertible 

securities. 

SI. No.  
Compliance   

Regulation Time Period  
 

Event  
 

1 Quarterly 
Compliance Report 
on Corporate 
Governance  
 

27(2) Within 15 days from 
the closure of 
quarter.  
 

• The listed entity shall submit a 
quarterly compliance report on 
corporate governance in the 
format as specified by the Board.  
• Details of all material 
transactions with related parties 
shall be disclosed.  
• Report shall be sign Either by 
Compliance officer or Chief 
Executive officer  
 

2 Prior Intimation to 
SE about Board 

29(1) At least 5 (Five) days 
in advance excluding 

Intimation about the Meeting in 
which Financial Results viz. 
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Meeting  
 

the date of 
intimation & date of 
board meeting.  
 

quarterly, half yearly, or annual, 
as the case may be due for 
consideration.  
 

3 Prior Intimation to 
SE about Board 
Meeting  

29(2) At least 2 working 
days in advance 
excluding the date of 
intimation & date of 
board meeting.  
 

Intimation about the Meeting in 
which following matters are due 
to consideration:  
Proposal for Buyback of 
Securities  
Proposal for voluntary delisting 
of Listing entity from the Stock 
Exchange(s)  
Fund raising by following ways  
Further Public Offer, Rights 
Issue, American Depository 
Receipts/Global Depository 
Receipts/Foreign Currency 
Convertible Bonds, qualified 
institutions placement, debt 
issue, preferential issue or any 
other method and for 
determination of issue price: 
[1]Declaration/Recommendation 
of Dividend  
Issue of Convertible Securities 
including convertible debentures 
or of debentures carrying a right 
to subscribe to equity shares or 
the passing over of dividend  
Proposal for declaration of 
Bonus Securities.  
 

4 Prior Intimation to 
SE about Board 
Meeting 

29(3) At least 11 working 
days in advance.  
 

Any Alteration in the form or 
nature of any of its securities 
that are listed on the stock 
exchange or in the rights or 
privileges of the holders thereof.  
Any Alteration in the date on 
which, the interest on 
debentures or bonds, or the 
redemption amount of 
redeemable shares or of 
debentures or bonds, shall be 
payable. 
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  5 General Meeting 
Intimation:   
 

  Intimation shall also be given in 
case of any Annual General 
Meeting or Extraordinary 
General Meeting or Postal Ballot 
that is proposed to be held for 
obtaining shareholder approval 
for further fund raising 
indicating type of issuance. 

 6 Outcome of Board 
Meeting  
 

Second Proviso to 
30(6)   
 

Made within 30 
Minutes (thirty 
minutes) of the 
conclusion of the 
board meeting.  
 

Disclosure with respect to 
events specified in sub-para 4 of 
Para A of Part A of Schedule III  
 

7 Disclosure of 
events or 
information  

30(6) As soon as 
reasonably possible 
and not later than 
twenty four hours 
from the occurrence 
of event or 
information. 

The listed entity shall first 
disclose to stock exchange(s) of 
all events, as specified in Part A 
of Schedule III, or information  
 

8 Holding of 
securities & 
Shareholding Pattern 
separately for each 
class of securities.  

31(1) 1 1 day prior to listing 
of its securities.  
  
2. Within 21 days 
from the end of each 
quarter.  
  
3. Within 10 days of 
Capital restructuring.  
 

All listed entities which have 
listed their specified securities, 
submit Statement of Share 
Holding  
 

9 Event of 
Reclassification  
 

31A(7)(c) within 24 hrs of 
occurrence of the 
event.  
 

The event of reclassification 
shall be disclosed to the stock 
exchanges as a material event in 
accordance with the provisions 
of these regulations  
 

11 Quarterly 
Financial Result  
 

33(3)(a) within 45 days of 
end of each quarter, 
other than the last 
quarter.  
 

The listed entity shall submit 
quarterly and year-to-date 
standalone financial results to 
the stock exchange  
 

12 Annual Financial 
Result  
 

33(3)(d) & (e) within 60 days from 
the end of the 
financial year 

The listed entity shall submit 
audited standalone financial 
results for the financial year 

13 Half Yearly 
Financial Result  

33(3)(f) Half yearly 
submission.  

submit as part of its standalone 
or consolidated financial results 
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  for the half year, by way of a 
note, a statement of assets and 
liabilities  
 

14 Annual Report 34(1) Within 21 working 
days of it’s being 
approved & adopted 
in AGM.  

Annual Report to RSE containing 
Audited Financial Statement, 
director’s report, MDAR.  
 

15Annual 
Information 
Memorandum  

35  The listed entity shall submit to 
the stock exchange(s) an Annual 
Information Memorandum in 
the manner specified by the 
Board from time to time. 

16 Draft scheme of 
Arrangement & 
Scheme of 
Arrangement.  

37(1) Before filling with 
Tribunal/ court as 
the case may be.  
 

listed entity desirous of 
undertaking a scheme of 
arrangement or involved in a 
scheme of arrangement, shall 
file the draft scheme of 
arrangement,  

17 Issue of Share 
Certificates  
 

39(3) Within 2 days of 
getting its 
information 

 
Information regarding loss of 
share certificates and issue of 
duplicate certificates.  
 

18 Certificate from 
Practicing Company 
Secretary (PCS) 

40(9)/(10) Within 1 month of 
the end of each half 
financial year.  

Certifying that all certificates 
have been issued within thirty 
days of the date of lodgment for 
transfer, subdivision, 
consolidation, renewal, 
exchange or endorsement of 
calls/allotment monies.  

19 Record Date  
 

42(2) At least 7 working 
days before the 
record date 
excluding the date of 
intimation & record 
date.  
 

Notice to Stock Exchange for the 
record date and specifying the 
purpose of record date.  
 

20 Intimation to 
Stock Exchange 
regarding result of 
General Meeting  
 

44(3) Within 48 hours of 
the conclusion of 
General Meeting   

Details regarding the voting 
results in the format specified by 
the Board. 
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Obligations of Listed Entity Which has Listed Its Non-Convertible Debt Securities or Non-

Convertible Redeemable Preference Shares Or Both 

SI. No. Compliance   Regulation Time Period Event  
 

1Interest/ 
Redemption due 

50(1) At least 11 working 
days before the date 
on which interest/ 
redemption amount 
of redeemable 
shares/ debentures 
shall be payable. 

The listed entity shall 
give prior intimation 
to the stock 
exchange(s) regarding 
interest due and 
redemption due  
 

2 Intimation to raise 
fund  

50(2) prior to the meeting 
of board of directors  

intimation to raise 
funds to the stock 
exchange(s) wherein 
the proposal to raise 
funds through new 
non convertible debt 
prior to the meeting 
of board of directors 
securities or 
nonconvertible 
redeemable 
preference shares 
shall be considered  

3 Recommendation to 
Board Meeting  

50(3) At least 2 working 
days before the board 
meeting excluding the 
date of the intimation 
and date of the 
meeting  
 

Intimation to stock 
exchange about the 
Board Meeting at 
which the 
recommendation or 
declaration of below 
given matter is 
proposed to be 
considered  
• issue of non 
convertible debt 
securities, or  
• any other matter 
affecting the rights or  
• interests of holders 
of non convertible 
debt securities or  
• non convertible 
redeemable 
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preference shares 

4 Half yearly Result  52(1) Within 45 days at the 
end of Half financial 
year  

The listed entity shall 
PREPARE and SUBMIT 
UN-AUDITED or 
AUDITED financial 
results on a half 
yearly basis in the 
format as specified by 
the Board  

5 Annual Result  52(2)(a) proviso Within 60 days at the 
end of financial year 

The listed entity shall 
PREPARE and SUBMIT 
UN-AUDITED or 
AUDITED financial 
results on a half 
yearly basis in the 
format as specified by 
the Board . 

6 Certificate 57(1) Within 2 days of 
interest due 

Certificate Regarding 
Payment of Interest 
And Principal.  

7 Record Date At least  
 

60(2) 7 working days before 
the record date 
excluding the date of 
Intimation & record 
date.  
 

The listed entity shall 
fix a record date for 
purposes of payment 
of interest, dividend 
and payment of 
redemption or 
repayment amount or 
for such other 
purposes as specified 
by the stock exchange  
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OBLIGATIONS OF LISTED ENTITY WHICH HAS LISTED ITS INDIAN DEPOSITORY RECEIPTS 

  

Obligations of Listed Entity Which Has Listed Its Securitised Debt Instruments 

SI. No. Compliance   Regulation Time Period Event 

1 Issue new securities 82(1) Prior to issue new 
Securitised Debt 
Instrument.  

its intention to issue 
new securitized debt 
instruments either 
through a public issue 
or on private 
placement basis  

2 Intimation 82(2) At least 2 working 
days before the board 
meeting excluding 
date of intimation & 
date of meeting  
 

the meeting of its 
board of trustees, at 
which the 
recommendation or 
declaration of issue of 
securitized debt 

SI. No. Compliance   Regulation Time Period Event 

1 Indian Depository 
Receipt holding pattern 
& Shareholding details  

69(1 Within 15 days at the 
end of each quarter 

The listed entity shall 
file with the stock 
exchange the Indian 
Depository Receipt 
holding pattern on a 
quarterly basis  

2 Financial Result 70(1) within such time as per 
the listing requirements 
of the home country  
 

The listed entity shall 
file periodical financial 
results with the stock 
exchange  

3 Annual Report  71(1) at the same time as it is 
disclosed to the security 
holder in its home 
country  

The listed entity shall 
submit to stock 
exchange an annual 
report  

4Corporate Governance  
 

72(2) within such time as per 
the listing requirements 
of the home country  
 

The listed entity shall 
submit to stock 
exchange a comparative 
analysis of the 
corporate governance 
provisions that are 
applicable in its home 
country  
 

5 Record Date 78(2) At least 4 working days 
before the record date.  
 

Notice to stock 
exchange regarding 
record date. 
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instruments or any 
other matter affecting 
the rights or interests 
of holders of 
securitized debt 
instruments is 
proposed to be 
considered  
 

3Financial 
Information  
 
 

82(3) Within 7 days from 
the end of month/ 
actual payment date 
On monthly basis  
 

submit such 
statements, reports 
or information 
including financial 
information 
pertaining to Schemes 
to stock exchange  

4 Record Date 87(2) At least 7 working 
days before the 
record date excluding 
the date of intimation 
& record date  

Notice to RSE 
regarding record 
date. 

 

DISCLOSURES TO BE MADE AT WEBSITE OF THE COMPANY
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Newspaper Advertisements required to be given/ published by the private companies under 

the provisions of Companies Act, 2013 
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Lesson 3: Documentation and Maintenance of Records 

INTRODUCTION  

The primary responsibility of a company secretary is to prepare and maintain the secretarial and other 

records, which are required to be kept by the company and in many cases the role is extended towards 

creating & execution of the critical corporate records.  

The Company secretary is also responsible for storing, maintaining, retrieving, certifying, and explaining 

corporate documents. Many issues are implicated relating to document storage, including the span of 

time the records need to be retained, ensuring the documents are stored in a safe place, whether 

documents are backed up, either in hard copy or electronically, and their timely access. 

PURPOSE OF DOCUMENTATION  

 Client Service. 

 Communication 

 Accountability 

 Professional Responsibility 

 Legal Requirement 

 Quality 

 Research 

 Resource Management 

Guiding Principles of Good Documentation  

The term documentation includes any and all forms of documentation recorded by a person in 

professional capacity in relation to his professional duties and includes written and electronic records, 

audio and video tapes, emails, facsimiles, images (photographs and diagrams), charts, check lists, 

communication books, management reports, incident reports and working notes or any other type or 

form of documentation. The good documentation promotes good corporate governance practices and 

compliance level of the company and also improves communication and dissemination of information 

between and across various stakeholders. 
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The Guiding principles for Good Documentation are as under (10 C’s) 

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Examples of Poor Documentation Practices 

  • Document with errors, correction, not signed/dated, and didn’t include a reason for the correction; 

 • Write-overs, multiple line-through and use of "White-out" or other masking device; 

 • Recording of events is not in sequence & tabled; 

 • Standards operating procedures as adopted by the professional is not authorised; 

 • The delegation of work is not recorded / documented; 

 • Out-of-specification procedure not detailed enough; flow chart and /or check list not available.  

 

• Clear  

  • Concise  

    • Complete  

      • Contemporary  

        • Consecutive  

          • Correct  

            • Comprehensive  

               • Collaborative  

                   • Client Centric  

                 • Confidential 
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Examples of Good Documentation Practices  

• Records should be completed at time of activity or when any action is taken; 

 • Superseded documents should be retained for a specific period of time;  

• Concise, legible, accurate and traceable; 

 • Picture is worth a thousand words;  

ELECTRONIC REPOSITORY OF DOCUMENTS 

 Document management refers the process of managing and tracking of the documents and records 

through an electronic or physical source of documents. In an electronic repository, Document 

Management Systems (DMS) works by using a computer system and software to store, manage and 

track electronic documents and electronic images of paper based information captured through the use 

of a document scanner. 

 

Advantages of Electronic Record 

 Cost Effective 

 Ease of Use 

 Labour Saving 

 Search Ability 

 Portability 

 Version Tracking 
 

Disadvantages of Electronic Record 

 Software Risk 

 Format Risk 

 Reliability 

 Portability 

 Conversion Expense 

 

CODING AND NOMENCLATURE  

For naming of any documents Adopting good file naming conventions can help ensure that files will 

work with different operating systems. Further, the file names can be either self-descriptive or non-

descriptive. The Descriptive file names are useful for small, well-defined projects with existing 

identification schemes that link the digital object to the source material. However, inconsistent 

application of terms or typos will increase to indexing and sorting errors. Non-descriptive file names are 

usually system-generated sequential numerical strings or the system based, such as a digital ID number, 

combination of Date and time, name of original file and are often linked to Meta data stored elsewhere. 

Non-descriptive file names are often created for large scale digitization projects and may employ a 

digital ID number and numerical sequences to indicate batch or parent-child relationships. The 

advantage of non-descriptive names is that there is less chance of repeated or non-unique file names 

within a data structure. Some applications and computer scripts could not recognize spaces or process 

files differently when using spaces. A best practice is to replace spaces in file names with an underline 
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(_) or hyphen (-). However, the Punctuation, symbols, or special characters (periods, commas, 

parentheses, ampersands, asterisks, etc.) should be avoided. 

 The following are best practices for file naming. The File names should: 

 Be unique and consistently structured;  

 Be persistent and not tied to anything that changes over time or location; 

 Limit the character length to no more than 25-35 characters; 

 Use a period followed by a file extension (for example, .tif, .jpg, .gif, .pdf, .wav, .mpg); 

 Use lowercase letters. However, when a name has more than one word, start each word 

with an uppercase letter for example, “File_Name_Convention_001.doc”; 

 Use numbers and/or letters but not characters such as symbols or spaces that could 

cause complications across operating platforms; 

 Use hyphens or underscores instead of spaces; 

 Use standard date notation (YYYY-MM-DD or YYYYMMDD); 

 Avoid blank spaces anywhere within the character string 

SAFETY AND RETRIEVAL OF RECORDS 

• Operating logs : the names of the individuals who all have worked on the same Documents 

 • Results of reviews: the recording of the changes suggested by the each reviewer and basis of the 

rejection on Non agreement  

• Inspections: list of individuals who have access of the records and have inspection rights of the same.  

• Monitoring of work performance: will ease in the monitoring of work performed by the person to 

whom the file is shared, 

 • Information analyses: Provide ease in the Information system of the organization and tracking of files. 

 

POLICY ON PRESERVATION OF DOCUMENTS AND ARCHIVAL OF DOCUMENTS IN THE WEBSITE [Under 

Regulation 9 and 30(8) of SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015]  

 1. PURPOSE AND SCOPE 

 1.1 The purpose of this document is to present a policy statement for ___________ (Company) 

regarding preservation of its documents and archival of documents in the website in accordance with 

the provisions of the Companies Act, 2013 and Regulation 9 and 30(8) of SEBI (Listing Obligations and 

Disclosure Requirements) Regulations, 2015 (“LODR”).  

1.2 The policy is framed for the purpose of systematic identification, categorization, maintenance, 

review, retention and destruction of documents received or created in the course of business. The policy 

gives guidelines on how to identify documents that need to be maintained, how long certain documents 
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should be retained, how and when those documents should be disposed of, if no longer needed and 

how the documents should be accessed and retrieved when they are needed. 

 2. CLASSIFICATION OF DOCUMENTS TO BE PRESERVED / RETAINED 

 2.1 The Company’s physical and electronic documents shall be classified for the purpose of preservation 

as follows: 

 A. Documents whose preservation shall be permanent in nature; 

 B. Documents whose preservation period shall not be less than eight years after completion of the 

relevant transactions; 

 C. Documents whose preservation shall be for a minimum period of three years after completion of the 

event. The details of documents for the above three categories are given in the Annexure.  

3. PRINCIPLE OF RESPONSIBILITY OF EMPLOYEES FOR PRESERVATION OF DOCUMENTS 

 3.1 All the Employees in the permanent rolls of the Company are responsible for taking into account the 

potential impacts on preservation of the documents in their work area and their decision to 

retain/preserve or destroy documents pertaining to to their area. 

 4. PERIODICAL REVIEW OF THE POLICY 

4.1 The Chief Executive Officer of the Company is authorised to periodically review the policy and make 

such changes as considered necessary.  

5. SUSPENSION OF RECORD DISPOSAL IN THE EVENT OF LITIGATION OR CLAIMS  

5.1 In case the Company is served with any notice for request of documents or any employee becomes 

Lesson 3 Documentation and Maintenance of Records 67 aware of a governmental investigation or 

audit concerning the Company or commencement of any litigation against the Company, any further 

disposal of documents connected with the matter shall be suspended until such time the investigation / 

litigation ends.  

6. STATUTORY REQUIREMENTS 

 6.1 If as per any other law of land including Information Technology Act, a physical or electronic record 

should be preserved for a longer period than what has been stipulated in this policy, then the document 

shall be preserved as per the applicable statutory stipulations.  

7. WEB ARCHIVAL POLICY 

 7.1 The Company shall disclose on its website all events or information which has been disclosed to 

stock exchange(s). 
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 7.2 Such disclosures shall be retained on the website of the Company for a minimum period of five 

years. 

 7.3 At the end of the fifth year the information shall be archived and preserved for a further period of 

three years. 

SETTING UP OF A RECORD ROOM 

 The Records room must be located at convenient location to the accesses of the record. The record 

room should be kept separate from other administrative units and should be large enough to house the 

relevant files. The accommodation must be secure and well maintained, and it must be of strong 

construction so that it can bear the weight of the records. The best conditions for conservation of 

Physical Records are a neat environment, free of dust, with controlled light, humidity and temperature. 

 

PRIVACY OF RECORD AND ITS CONTROL 
The most official communication now a days done electronically and most corporate documents are 
kept in digital form yet there are plenty of physical data which cannot be circulated electronically and 
are need to be circulated around various branches and other offices in the form of documents, thumb 
drives, hard disks or log books. Such physical data needs to be protected and handled responsibly; 
especially if the data contains personal or confidential information. Just like companies have protocols, 
firewalls, passwords and other security measures to protect their digital data, they need to put in place 
the right processes and procedures to ensure their data is secure. 
 For the managing the confidential and privacy, the first step in the process is to identify what 
constitutes confidential documents at the workplace, and what to share securely. For any business 
house the following documents are primarily considered as confidential and need complete privacy: 
 

(i) Customer’s & Employees’ Information: 
 Safe guarding of the personal data is information about an individual that can be used to 
identify him/her. Information like Aadhar number, Mobile numbers, Residential addresses, 
Name, credit card numbers, etc. can all be considered personal information. 

(ii) Office Plans, Office IDs and Internal Procedure Manuals  
For every organisation internal planning & procedures is the key aspect for controlling 
business and the organisation should ensure the protection of the same. It is important to 
place the documents with detailed office layouts throughout offices to identify key exits in 
case of emergency but the other documents and forms related to internal processes and 
procedures should be kept electronically on secure network drives and encourage 
employees to limit print-outs. 

(iii) Contracts and Commercial Documents and Trade Secretes  
In case of the business contracts, every detail of the arrangement should be treated with 
the utmost confidentiality for both organization itself and the third party’s benefit. If the 
contract has a confidentiality agreement, it could be rendered obsolete if an unauthorised 
person got their hands on the physical copy of the contract. The contracts are full of 
commercially sensitive information such as the nature of the arrangement, the value of the 
services offered/received in the agreement, the names of the main contracting parties, etc. 
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THE DATA (PRIVACY AND PROTECTION) BILL, 2017  

The Data (Privacy And Protection) Bill, 2017is an proposed law to avoid situations like a country-wide 

hack like in the case of Estonia in 2007 and the recent global ransomware attack `WannaCry' in 2017. 

Globally, data is being considered the new oil and in the coming years, our international trade and 

economic relations will depend on the health and bargaining power of the data economy. 

 The bill intends to provide rights of persons vis-a-vis their own information, as well as procedures for 

data collection, data processing, reasonable and targeted surveillance, and means of redress in case of 

breaches and violations. The bill provides that the collection and processing of data is important, there 

is an overwhelming need to secure personal data and ensure better security by creating a statutory 

obligation to safeguard data and individuals. To that effect, this Bill seeks to establish Inter alia, a 

balance between rights of individuals and legitimate intervention by the State. The bill seeks to codify 

and safeguard the right to privacy for all juristic persons in the digital age, balanced with the need for 

data protection in the interests of national security. 

 The Justice AP Shah Committee report outlined nine principles that were central to and defined the 

Right to Privacy. 

1. Principle of Notice: This principle requires a data controller to notify all individuals of its 

information practices before collecting information from them. 

2. Principle of Choice and Consent: Individuals divulging information must have a choice in the 

matter, according to this principle. There are two methods of getting the consent of an 

individual – the opt-in method and the opt-out method. No collection or processing of personal 

data should take place without consent, with the exception of authorized agencies.  

3. Principle of Collection Limitation: A data controller should collect only as much information as is 

directly necessary for the purposes identified. The controller should also notify the person giving 

the information (data subject) through ‘lawful’ and ‘fair’ means. 

4. Principle of Purpose Limitation: It requires that the collection or processing of information be 

restricted to only as much information as is adequate and relevant. It further states that the 

collection, procession, disclosure, usage of personal information by a data controller should be 

limited to the purpose notified and consented to the individual by the data controller, and that 

any change in this purpose must be notified to the individual. 

5. Principle of Access and Correction: This principle requires that data subjects have access to the 

data held about them, the ability to seek corrections, amendment, or deletion of such data in 

case of inaccuracy, and the ability to confirm if a data controller is holding any information on 

them. 

6. Principle of Disclosure of Information: According to this principle, the data subject (person 

whose information is taken) has the right to privacy in case their personal information is 

disclosed to a third party. 
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7. Principle of Security: This principle requires that a data controller ensure the security of the 

collected personal information by ‘reasonable security standards’ to protect from reasonably 

foreseeable risks.  

8. Principle of Openness: This principle requires a data controller to make public all the 

information it can about the practices, procedures, policies and systems that it implements in 

order to comply with the National Privacy principles.  

9. Principle of Accountability: This principle pins accountability on the data controller to comply 

with measures that fulfil the other eight principles. It states that such measures should include 

mechanisms to implement privacy policies. It specifically mentions the following: training and 

education, external and internal audits, and requiring organizations or overseeing bodies extend 

all necessary support to the Privacy Commissioner and comply with the Commissioner’s orders. 

PHYSICAL AND VIRTUAL DATA ROOM 

SNo. Particulars Physical Data Room Virtual Data Room 

1 Form of documents Papers, files, boxes or other 

tangible thing 

Electronic/Digital/soft copies of 

documents including video/audio 

documents 

2 
  

Security of documents Lies with the integrity of 

person who is in-charge of 

the data room 

More secured through specific log- in 

id and pass word. In addition 

facilities like internet fire walls are 

there. 

3 Time required for creation 

of data room 

Longer time required. Can be created within 48 hours once 

demands of prospective bidders are 

identified. 

4 Cost Cost is High because of 

reasons like- 

Requirement of one person 

to take care of data room. 

Requires bidders to travel 

from their place to the place 

of location of data room etc 

Cost is Low as the documents can 

be viewed from any location with 

internet security. 

5 Convenience searching the documents is 

time consuming 

More convenient as it enables 

multiple bidders to review documents 

at the same time with search facility 

also. 

6 Accessibility to data room Timings to access data may 

be restricted 

Data may be accessed nearly any 

time. 

7 Facility to restrict access 

of specific document 

Difficult to implement any 

restriction 

Access can be restricted. 
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8 Facility to check who has 

reviewed what documents 

and how many times 

Not available Available 

9 Facility to highlight new 

information 

To be conveyed manually to 

all bidders 

A highlight can be made in the 

website created as data room 

10 Ability to copy documents Possible Not possible always 

11 One to one communication 

with the seller or his 

representatives 

Available Not available 
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Lesson 4: Search and Status Report 

INTRODUCTION  

Search and Status Report helps lenders to assess the exact position of the Company in terms of 

compliance and its standing in terms of loan service history. Through these Search and Status 

Reports, lenders get to know the details of the charges created on the property of the Company and 

the attendant compliances and registration status with the Registrar of Companies. It is basically a 

report furnished based on the information gathered by a search of specific records made available 

for inspection in a Public Office or in any other convenient form.  

                                   PURPOSE AND OBJECTIVE OF SEARCH AND STATUS REPORT 

 

 

 

 

 

 

 

 

SCOPE AND IMPORTANCE  

A Search and Status report prepared by a Company Secretary in Practice helps Banks/Financial 

Institutions/Lenders/Investors to take conscious decision regarding the quantum of loan/ credit 

facility to be sanctioned and investment to be made 

 1.By Banks: Search and Status Report are basic tools for banks to know the viability of their 

customer who approach the bank for CC Limits, Term Loans or otherwise. The following basic 

information about the existing loans taken by the Company is given by the Company Secretary 

through such reports:  

i. The date of loan taken by the company and the charge created in such respect  

ii. The name and address of the Charge Holders   

iii. The type of charge i.e. whether joint charge or consortium charge. 

iv. The property charged / pledged against such loan  

v.  The terms and conditions of such loan.  

 

 

 It traces the history 

of a Company's 

property 

It  enable Banks / FI 

/ Investors in 

making their 

lending and 

investment decision 

decisions 

It gives 

Lenders/Investors 

an insight into the 

Company. 

The Report provides 

historical 

information about 

the past charges. 
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 2. By Directors: An individual before becoming the Director of the Company may get the Search 

Report prepared from a Professional for following reasons:  

 (i) I know the Present Directors of the company  

 (ii) To know the Assets and Liabilities of the company  

 (iii) To know the complete history as per ROC records since incorporation.  

 3. By Shareholders: Shareholders may also demand the Search Report of the company for the 

following reasons:  

 (i) To know the status of the company  

 (ii) To know the status of their shares held in the company . 

 (iii) To know the Directors of the company  

 (iv) To know the complete history as per ROC records since incorporation   

 4. Government Authorities: Government Authorities like Income Tax Authorities, RBI, SEBI etc. can 

also get the Search Report prepared discerning the present status of the Company and various other 

financials filed by the company with the concerned Registrar of Companies.  

 5. Customers and Suppliers: Before entering into any agreement/ contract with the Company, the 

Suppliers or the Customers get the Search Report prepared. 

SEARCH OF CHARGES REGISTERED UNDER COMPANIES ACT, 2013  

The Registrar may, on an application by the company, allow such registration to be made   

Provided that the Registrar may, on an application by the company, allow such registration to be 

made  

 (a) in case of charges created before the commencement of the Companies (Amendment) 

Ordinance, 2018, within a period of three hundred days of such creation; or  

 (b) in case of charges created on or after the commencement of the Companies (Amendment) 

Ordinance, 2018, within a period of sixty days of such creation, on payment of such additional fees 

as may be prescribed:  

Provided further that if the registration is not made within the period specified  

 (a) in clause (a) to the first proviso, the registration of the charge shall be made within six months 

from the date of commencement of the Companies (Amendment) Ordinance, 2018, on payment of 

such additional fees as may be prescribed and different fees may be prescribed for different classes 

of companies;  

 (b) in clause (b) to the first proviso, the Registrar may, on an application, allow such registration to 

be made within a further period of sixty days after payment of such advalorem fees as may be 

prescribed within a period of three hundred days of such creation on payment of such additional 
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fees. The application for delay shall be made in Form CHG-1 and supported by a declaration from the 

company signed by its secretary or director that such belated filing shall not adversely affect rights of 

any other intervening creditors of the company.  

The Central Government on being satisfied that —  

 (a) the omission to give intimation to the Registrar of the payment or satisfaction of a charge, within 

the time required under this Chapter; or  

 (b) the omission or misstatement of any particulars with respect to any such charge or modification 

or with respect to any memorandum of satisfaction or other entry made in pursuance of section 82 

or section 83,  

Section 77(2) of the Act states that when a charge is registered with the Registrar under section 

77(1), he shall issue a certificate of registration of such charge in Form CHG-2 and for registration of 

modification of Charge in Form CHG-3, to the person in whose favour the charge is created.  

Further, the Act provides that no charge created by the company shall be taken into account by the 

liquidator or any other creditor unless it is duly registered a certificate of registration of such charge 

is given by the Registrar. However this does not prejudice any contract or obligation for the 

repayment of the money secured by a charge. [Section 77(3) & (2)]  

Transaction Requiring Charge Registration  

When 

 the company is acquiring any property or assets whether tangible or not, which are subject 

to any charge;  

 a charge is created within or outside India, any of its undertakings;  

 there is any modification in the terms or conditions or the extent or operation of any charge 

already registered;  

 there are charges on properties which are created or acquired by any foreign company.   

Every company has to keep at its registered office a register of charges in form CHG-7, which shall 

include therein all charges and floating charges affecting any property or assets of the company or 

any of its undertakings.  

SEARCH REPORT UNDER THE COMPANIES ACT, 2013   

A search and status report de facto acts as a ‘Status Report’ on the legal aspects and also a ready 

reckoner of the exact position of the company on the affairs of the company. In general the Scope of 

Search report is according to the requirement and purpose of the Report. While issuing the ROC 

Search report the following process is performed by the professionals.   
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 (a) Examination of documents Registered on MCA 21 portal   

MCA-21 offers the facility to view documents and also search and other facilities of public 

documents. This facility is handy for users and banks and financial institutions while sanctioning 

loans. This facility enables viewing of public documents of companies for which payment has been 

made by user. The document can be viewed only within 7 days after the payment has been 

confirmed.  

(b) Inspection of Various Documents maintained by the company:  

Some of the documents which may require are as under:  

• Various clauses of Memorandum and Articles of Association  

• Forms filed with the Registrar of Companies with receipts.  

• All statutory registers.  

• Verification of financial statement along with notes to accounts and Auditor Report. .  

• Report of Internal Auditor, etc.  

(c)  Cross Verification of Documents from the MCA Records   

Some financial institutions require a Report by Company Secretaries in Practice, on certain additional 

points relevant and important for them. A separate Report can be given after inspecting or verifying 

the documents and records available with the Registrar and/or the company. The points normally 

covered under such Report are:  
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(d) Compilation and Preparation of Search Report  

Search Report compiled on the basis of the scrutiny of the above documents is, therefore, related 

and restricted to only those documents which are available for the inspection on the date(s) when 

the search is carried out.  

It is advisable to note down from the index, the short particulars of all Form CHG-1, 4, 9 for the 

purpose of cross-checking and ensuring that no document is missed in the Search Report.  Also, it 

would be advisable to mention in the Search Report by way of a footnote as to what was the last 

document which was available for inspection when the scrutiny was taken/completed. This 

information can be helpful in identifying the forms and based on which the Search Report is given.  

(e) Format of Search Report and its Preparation  

Some of the banks and financial institutions insist that the Search Report be given in their own 

format. It would, therefore, be advisable to know if any specific format is insisted upon by the client. 

SEARCH REPORT UNDER IPR LAWS  

Intellectual property is divided into two categories:  

 (i) Industrial property, which includes inventions (patents), trademarks, industrial designs, and 

geographic indications of source; and   

 (ii) Copyright, which includes literary, artistic, dramatic and musical works such as novels, poems, 

lyrics, plays, films, drawings, paintings, photographs, etc. Rights related to copyright include those of 

performing artists in their performances, producers of phonograms in their recordings, and those of 

broadcasters in their radio and television programs.  

While preparing the Search and Status Report, it is important for professionals to conduct due 

diligence of the intellectual property rights, as tremendous worth is associated with the intangible 

assets of the business. 

  

 

 

 

 

 

 

 

 

 

Procedure for Search Report under IPR Laws   
 1. Preparing checklist   
 2. Segregating the IP assets relevant for the transaction 
from irrelevant ones  
 3. Analysing all documents carefully  
 4. Verifying facts and confirm that the information is 
correct 
 5. Analyzing protected and protectable IP rights 
 6. Drafting of status and search report. 
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PROPERTY TITLE SEARCHES   

A Property Title Search is the process of retrieving the history of a property right from the original 

owner of the property to the current owner over a period of time.  It is usually prepared by an 

Expert, who after visiting the Registrar’s office and inspecting the property documents, issues a title 

certificate.  

It is mandatory for a developer to annex a copy of the report in the 'agreement to sell' with the 

intended purchaser. Banks usually do not finance an encumbered property or one under legal 

dispute because it reduces its security and increases risk exposure.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

EXAMINATION OF DOCUMENTS FROM REGULATORS WEBSITE   

The general process to do inspection of public documents on MCA21 is as under:  

 User has to access My MCA portal and login to the My MCA portal.   

 Click on the ‘My Documents’ tab after logging into the system.  

 List of company names will be displayed, for which user have already paid for public viewing. 

It also displays :  

 Date of request i.e. the date, when user made the request to view the company document.  

Property Title Search includes:  

 1. Ownership  

 2. Deed Copy  

 3. Legal Description 

 4. Chain documents 

 5. Possession.  

 6. Right of way:  Easementary Right  

 7. Leases  

 8. Mortgage   

 9. Tax Payment.   

 10. Bankruptcy Search 
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 Status of the request i.e. whether viewed or to view.  

 Click on the view link under status field.   

 The documents are grouped under five categories ,user has to click on the desired category 

under which the document falls.  

 If more than one document is listed, the user can arrange them name wise or date wise.  

 On clicking on the document name, the document shall be displayed for viewing.  

 

VERIFICATION OF DOCUMENTS    

As per Rule 3(4) of the Companies (Registration of Charge) Rules, 2014, a copy of every instrument 

evidencing any creation or modification of charge required to be filed with the Registrar in 

pursuance of Section 77, 78 or 79 of the Companies Act, 2013 should be verified in the following 

manner:  

 a) where the instrument or deed relates solely to the property situated outside India, the copy shall 

be verified by a certificate issued either under the seal of the company, or under the hand of any 

director or company secretary of the company or an authorised officer of the charge holder or under 

the hand of some person other than the company who is interested in the mortgage or charge;  

 b) where the instrument or deed relates, whether wholly or partly, to the property situated in India, 

the copy shall be verified by a certificate issued under the hand of any director or company secretary 

of the company or an authorised officer of the charge holder.  

Further, the modifications in respect to the charges which have effected from time to time are 

required to be identified and noted in chronological order in following manner:  

 (i) Date of registration of the document (preferably with the serial number)  

 (ii) Nature and date of the instrument modifying the charge  

 (iii) Effect of Modification.  

SEARCH REPORT UNDER SEBI, RBI, STOCK EXCHANGES  

The Securities and Exchange Board of India (“SEBI”) is the designated regulatory body for finance 

and investment markets in India. The Board plays a vital role in maintaining stable and efficient 

financial and investment markets by creating and enforcing effective regulation in India's financial 

marketplace.  It is important for professionals to conduct due diligence of documents in relation to 

listed companies which are available in public domain on the SEBI website. 

 

 

 

 



CS PROFESSIONAL 

CS SOMYA KATARIA  4.8 

Procedure:  

 1. Preparing checklist   

 2. Analysing all documents carefully 

 3. Verifying facts and confirm that the information is correct 

 4. Drafting of status and search report  

Key documents to be analysed while preparing the search and status report relating to the 

transactions undertaken by the company:  

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1. In case of Public Issues -  

 (a) Draft Offer Documents filed with SEBI  

 (b) Red Herring Documents filed with SEBI  

 (c) Final Offer Documents fled with SEBI 

3. In case of Debt Offer Document -   

 (a) Draft filed with SE  

 (b) Final filed with ROC  

 

2. In case of Right Issues -   

 (a) Draft Letters of Offer filed with SEBI  

 (b) Final Letters of Offer filed with Stock 

Exchanges  

 

4.  In case of Takeovers -   

 (a) Letter of Offer  

 (b) Formats as per SEBI (SAST) Regulations 

2011  

 (c) Other Documents 

6.  In case of Buybacks -   

 (a) Tender Offers  

 (b) Open Market through Stock Exchanges   

 

8.  In case of Invite Private Issues -  

 (a) Placement Memorandum filed with SEBI  

 (b) Final Placement Memorandum filed with 

SEBI  

 

7.  In case of Invite Public Issues -   

 (a) Draft offer documents filed with SEBI  

 (b) Offer Documents fled with SEBI 

5.  In case of Mutual Funds -   

 (a) Draft  

 (b) Statement of Additional Information 

(SAI)  

 (c) Scheme Information Document (SID)  
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STOCK EXCHANGES SEARCH REPORT  

The Bombay Stock Exchange (BSE) is the first and largest securities market in India and was 

established in 1875 as the Native Share and Stock Brokers' Association. Based in Mumbai, India, the 

BSE lists close to 6,000 companies and is one of the largest exchanges in the world, along with the 

New York Stock Exchange (NYSE), NASDAQ, London Stock Exchange Group, Japan Exchange Group, 

and Shanghai Stock Exchange.  

While preparing the Search and Status Report regarding Stock Exchanges, it is important for the 

professionals to conduct due diligence of the documents available in public domain on the NSE and 

BSE website in relation to the listed companies.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Procedure:  

 Preparing checklist 

 Analysing all documents 

carefully   

 Verifying facts and confirm 

that the information is 

correct 

 Drafting of status and 

search report  
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Key documents to be analysed while preparing the search and status report on information/ 

documents available on NSE and BSE website:  

  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1. Corporate Announcements   

 2. Corporate Actions   

 3. Financial Results  

 4. Board Meetings  

 5. Shareholders Meetings  

 6. Voting Results  

 7. Results Calendar  

 8. Shareholding Patterns   

 9. Corporate Governance  

 10. Disclosures  

 11. Offer Documents   

 12. Information Memorandum   

 (a) QIP  

 (b) Scheme of Arrangement  

 (c) Companies listed under Direct Listing  

 (d) Revocation  

 13. Pledge Data  

 14. Sustainability Reports   

 15. Buyback / Redemption  

 16. Public Notice - Compulsory Delisting 
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Lesson 5 Know Your Customer 

INTRODUCTION   

KYC stands for ‘Know Your Customer’ or ‘Know your Client’. Which is a process for every 

professionals, bank or financial & landing institution and it is a process to get information about the 

identity and address of the customer. These standards have become the international benchmark 

for framing Anti Money Laundering and combating financing of terrorism policies by the regulatory 

authorities. Compliance with these standards by the banks/financial institutions/NBFCs in the 

country have become necessary for international financial relationships.  

OBJECTIVES OF KYC  

The objectives of KYC is to stop the corporate vehicles to be used intentionally or unintentionally, by 

criminal elements for illicit purposes such as money laundering activities, Fraud, bribery and 

corruption, shielding assets from creditors, illicit tax practices, Market fraud, Terrorist Funding, 

avoiding future risk and the KYC related procedures also enable institution to better understand 

their customers and their financial dealings. This helps in managing associated risks prudently.  

Meaning of Customer under KYC   

 A person who is engaged in a financial transaction or activity with a reporting entity  

 Director who has been allotted DIN issued by the Ministry of Corporate Affairs;  

 A person or entity that maintains an account and/or has a business relationship with the 

bank;  

 Beneficiaries of transactions conducted by professional intermediaries  

 Any person or entity connected with a financial transaction which can pose significant 

reputational or other risks to the bank 

 One on whose behalf the account is maintained (i.e. the beneficial owner).  

 

 

 

 

 

 

 

 

 

 

KYC Requirement in various transaction   

 1. Incorporation of Company  

 2. Obtaining DIN   

 3. Opening of Bank Account / D-mat Account/ Wallet   

 4. Deposit /Withdrawal of Cash   

 5. Purchase of Gold/ Silver/Property  

 6. Employment, Provident Fund etc.    

 7. Opening a subsequent account where documents as per current KYC  

8. Opening a Locker Facility 

 9. When the bank feels it necessary to obtain additional information from 

existing customers based on conduct of the account   

 10. When there are changes to signatories, mandate holders, beneficial owner. 
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Some important points to be noted in respect of DIR-3 KYC: 

1. DIR-3 KYC is required to be filed by every Director who has been allotted DIN on 

or before 31st March, of a Financial Year and whose DIN status is ‘Approved’. 

2. Due date of filing of DIR-3KYC is on or before 30th April, 
 

3. Prerequisite Mandatory Information DIR-3 – 
 

● Unique Personal Mobile Number 
 

● Personal Email ID. 
 

● Email ID and Mobile Number for receiving OTP 
 

4. Certification of DIR-3 KYC 
 

● First by the affixing Registered Digital Signature of respective person / Director 
 

● Certification by practicing professional by affixing Digital Signature (CS/CA/CMA) 
 

5. Filing of DIR-3 KYC would be mandatory for Disqualified Directors as well. 
 

6. If director fails to file DIR-3 KYC the MCA21 system will mark all approved DINs 

(allotted on or before 31st March, 2018) against which DIR-3 KYC form has not 

been filed as ‘Deactivated’ with reason as ‘Non-filing of DIR-3 KYC’ 

7. MCA has notified ‘Nil Fee’ and ‘late Fee of Rs. 5,000 (Applicable after the due 

date) for Filing e- Form DIR-3 KYC under rule 12A of the Companies 

(Appointment and Qualification of Directors) Rules, 2014. 

   TYPES OF KYC 

E-KYC  

E-KYC stands for electronic KYC. The service of 

e-KYC can only be used by those who have 

Aadhar numbers. Customers by their own 

consent need to authorize their Unique 

Identification Authority of India (UIDAI), to 

reveal their identity or address information 

through biometric authentication to their 

respective bank branches or business 

correspondent (BC). Information provided 

under e-KYC process will be considered as a 

‘Valid Document’.  

 

C-KYC  

C- KYC stands for Central KYC which provides 

the uniform norms and inter-usability. The 

central KYC registry across all financial sectors 

has been set up as a depository for KYC 

records. This new process, without asking 

customers to provide multiple KYC 

undertakings will help banks, mutual funds, 

brokerage firms and depository participants 

offer services. This initiative has been started 

for the purpose of centralising and 

streamlining KYC process and also to avoid the 

duplication of KYC and less scope of forgery. 
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8. MCA has also notified format of e-form DIR-3 KYC under new Rule 12A (Directors 

KYC) along with procedure for restoration of deactivated DINs of Directors, 

applicable. 

 

ICSI Guidelines on Know Your Members   

Introduction of “Know Your Member” (KYM) proforma for ICSI members w.e.f. FY 2016-17 Members 

of the Institute are presumably aware about the Regulation 3 of The Company Secretaries 

Regulations, 1982, wherein every member is required to communicate to the Institute any change of 

professional address, within one month of such change. Further, to have updated members KYC the 

ICSI has provided a “Know Your Member” (KYM) proforma which to be submitted by all the 

members of the Institute w.e.f. payment of annual membership  

This KYM facility is expected to prevent identity theft of members by fraudulent elements and help 

the Institute to maintain updated information about the members.   

The members should submit two documents along with the KYM proforma duly filled and signed – 

one document which serves as Proof of Identity (PoI)) and another document which serves as Proof 

of Address (PoA). A member should submit any one of the following five documents notified as 

‘Officially Valid Documents (OVDs) by the Government of India as proof of identity 1) Passport, 2) 

Driving Licence, 3) Voters’ Identity Card, 4) PAN Card, 5) Aadhaar Card issued byUIDAI.   

Know Your Client (KYC) Norms for Company Secretary in Practice  

The ICSI KYC norms are recommendatory in nature and every Company Secretary in Practice carrying 

out attestation function is encouraged to follow the KYC Norms.  

 

 

The Illustrative list of KYC Information is as under:  

1. Client Information  

 (a) Name of Entity  (b) CIN / Registration No.  (c) Date of Incorporation / Registration No.  (d) Type of 

Entity  (e) Business Description  (f) Address of Registered Office  (g) Address of Corporate Office  (h) 

Address(es) of Branch Office(s)  (i) PAN No. and Name & Address of Income Tax Circle  (j) Email id  (k) 

Telephone No  (l) Fax No. (m) Banker of the Entity  (n) Major Client customers information   

2.  Corporate Structure  

 (a) Shareholding pattern  (b) Name of parent company  (c) Name of subsidiaries  (d) Details of Chain 

holding , if any  (e) Details of associate / JVs   

3. Permissible Business information as per Memorandum of Association  

4. Board Structure/ Organization Structure  

5. Transaction with Business entities in which Directors are interested  
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6. (i) Details of Loans and Guarantees  (ii) Details of Loans and Guarantees in which director(s) are 

interested  

7. Creation, modification and satisfaction of charges  

8. FOREX Exposure and overseas borrowings  

9. Payment status of statutory dues and arrears  

10. Name of the CEO, Company Secretary &CFO   

11. Engagement Information  

 (a) Details of assignment proposed by the Entity   

12. Proceedings against the company or any of its director  

 (a) Details of proceedings pending or commenced, etc.  

 (b) Details of prosecution, if any, pending or commenced or resulting in conviction in the past 

against the director and /or the company or its parent company or any of its subsidiaries  

 (c) Details of criminal prosecution, if any, pending or commenced or resulting in conviction in the 

past against the director  

 (d) Whether any of the director(s) of the company attracts any of the disqualifications envisaged 

under Section 164 of the Companies Act, 2013?  

 (e) Has any director and /or the company or its parent company or any of its subsidiaries at any time 

been found guilty of violation of rules / regulations / legislative requirements by customs / excise / 

income tax / foreign exchange / other revenue authorities, if so give particulars  

Suggested criteria to be adopted by Professional as KYC Norms   

Generally, the KYC policies incorporating the following four key elements:  

• Client Acceptance Policy;  

• Client Identification Procedures;  

• Client Monitoring Mechanism; and  

• Risk management.  

RISKS UPON DUE KYC   

 

Some instances like if a company entered into fraudulent transaction and later on if the public will 

come to know about it then this would create a sense of insecurity among the public and this would 

harm the reputation and it would be hard for the professional to attract client in future.  

 

1. Reputational Risk  

 

2. Operational Risk  
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This can be considered as a risk of loss due to failed internal processes, poor documentation, 

litigation, disputes and due diligence, people and systems or also from external events.  

 

If case, any client would get involved with any illegal activity it will also attract penalties and 

adjudications on professional. If a body does not follow KYC norm it would be subject to penalty. 

 

If any professional without complying with KYC Norms, provides its services relating to certification, 

declarations and the financial institution gives loan to a customer and later the bank fails to identify 

the customer then it will be hard for the bank to retrieve its money, which will result into a financial 

loss.  

ENHANCED DUE DILIGENCE (EDD) IN KYC  

 “A rigorous and robust process of investigation over and above (KYC) procedures, that seeks with 

reasonable assurance to verify and validate the customers identity; understand and test the 

customers profile, business and account activity; identify relevant adverse information and risk 

assess the potential for money laundering and / or terrorist financing to support actionable decisions 

to mitigate against financial, regulatory and reputational risk and ensure regulatory compliance.  

 

 

 

 

CHARACTERISTICS OF EDD   

 Rigorous and robust 

 Reasonable assurance 

 Relevant adverse information  

CUSTOMER DUE DILIGENCE IN KYC  

CDD refers to the monitoring of clients and their activities to see if the client does not change its 

status over time. In effect this contains the possibility that an individual (or more often an 

organization) that has passed KYC is still the same as was the earlier and doing the same what they 

have declared that what they would do when they underwent KYC checks.   

REGULATORY ACTION ON VIOLATION OF KYC NORMS  

The penalties have been imposed in exercise of powers vested in the Reserve Bank under the 

provisions of Section 47(A) (1) (c) read with Section 46(4)(i) of the Banking Regulation Act, 1949, 

taking into account the violations of the instructions/directions/guidelines issued by the Reserve 

Bank from time to time. The Reserve Bank of India has imposed monetary penalty on the following 

3. The Risk that arises 

legally  

 

4. Financial Risks  
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banks for violation of regulatory directions / instructions / guidelines, among other things, on KYC 

norms. The details of the penalty are:  

Name of the bank Penalty Amount (in  million)  

1. Allahabad Bank   20 

2. Bank of India   10 

3. Bank of Baroda   50 

4. Canara Bank  20 

5. Corporation Bank   10 

6. HDFC Bank  20 

7. IndusInd Bank  20 

8. Punjab National Bank   30 

9. RBL Bank  10 

10. SBBJ  20 

11. SBM  10 

12. Syndicate Bank  30 

13. UCO Bank  20 

 

Grounds for Actions:  

• Non-adherence to KYC requirements like customer identification and risk categorisation  

• non-adherence to the Reserve Bank’s instructions on monitoring of transactions in customer 

accounts and prompt filing of STRs  

• Non-adherence to the directions / guidelines issued under FEMA provisions  

Based on the findings, the Reserve Bank issued a show cause notice to 21 banks. After considering 

their replies, the facts of each case, as also personal submissions, information submitted and 

documents furnished, the Reserve Bank came to the conclusion that some of the violations of 

serious nature were substantiated and warranted imposition of monetary penalty on thirteen banks, 

as the failure on the part of these banks to take timely remedial measures had aggravated the 

seriousness of the contraventions and its impact.  

Airtel Payments Bank Limited  

Based on the complaints and adverse media reports alleging that the bank had opened customer 

accounts without clear/specific consent of the customers, a supervisory visit to the bank was 

undertaken by RBI between November 20 and 22, 2017. The Reserve Bank of India (RBI) has 

imposed, on March 07, 2018, a monetary penalty of  50 million on Airtel Payments Bank Limited (the 

bank) for contravening the ‘Operating Guidelines for Payments Banks’ and directions issued by RBI 

on Know Your Customer (KYC) norms. This action is based on deficiencies in regulatory compliance 

and is not intended to pronounce upon the validity of any transaction or agreement entered into by 

the bank with its customers.  

DEBIT CARD FRAUD DUE TO DUE KYC  

A complainant’s card was used 68 times at ATMs in various locations during the period of two 

months. He complained about it to the bank after two months and the card was blocked. The bank 



CS PROFESSIONAL 

CS SOMYA KATARIA  5.7 

replied that an auto renewed card and the PIN was dispatched to his registered address by two 

different courier agencies and was received by him. It was only when the complainant came forward 

with the compliant it was learnt that he had changed his address and mobile number since the time 

of opening the account. The bank also pleaded that the customer’s account was classified under low 

risk category, and therefore as per bank’s policy, the KYC updating of the customer was due after 

seven years. However, the BO opined that there was deficiency in service by the bank in so far as the 

bank did not exercise due care in updating the customer’s address/contact number before 

dispatching the renewed card. The bank failed to monitor the pattern of customer transactions 

before and after issue of renewed card. The bank was advised to pay the total amount of all the 

disputed transactions.  

Major frauds which took place with the help of incomplete KYC  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

  

Online Fraud through incomplete KYC  

• To evade taxes, an individual routes savings transactions through multiple bank accounts.  

• An individual illegally obtains personal information/ documents of another person and takes a 

loan in the name of that person.  

• He/she provides false information about his/her financial status, such as salary / IT return and 

other assets, and takes a loan for an amount that exceeds his / her eligible limits with the motive 

of nonrepayment.  

• A person takes a loan using a fictitious name and there is a lack of a strong framework 

pertaining to spot verifications of address, due diligence of directors/promoters, pre-sanction 

surveys and identification of faulty/incomplete applications and negative/criminal records in 

client history.  

• Fake documentation is used to grant excess overdraft facility and withdraw money.  

 

• Frauds related to the advances portfolio accounts for the largest share of the total amount 

involved in frauds in the Indian banking sector.  

• deficient appraisal system, poor post disbursement supervision and inadequate follow up.  

• Siphoning of funds wherein the borrowed funds from banks are utilised for purposes unrelated 

to the operations of the borrower.  

• Concealing liabilities: Borrowers concealing obligations such as mortgage loans on other 

properties or newly acquired credit card debts in order to reduce the amount of monthly debt 

declared on the loan application  

• Misstatement: Deliberately overstating or understating the property’s appraised value  

• Shot gunning: Multiple loans for the same property being obtained simultaneously for a total 

amount greatly in excess of the actual value of the property  

• delay in  Action (higher lag time) by the Institutions for declaration of frauds resulting the 

borrower gets considerable time to erase the money. 
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In last few years, the majority fraud cases reported were reported as technology-related frauds 

(covering frauds committed through / at an internet banking channel, ATMs and other payment 

channels like credit/debit/prepaid cards).  

Hacking: Hackers/fraudsters obtain unauthorized access to the card management system of the 

respective bank. Counterfeit cards are then issued for the purpose of money laundering.  

Phishing: A technique used to obtain your card and personal details through a fake email  

Pharming: A similar technique where a fraudster installs malicious code on a personal computer or 

server. This code then redirects clicks you make on a Website to another fraudulent Website without 

your consent or knowledge  

Vishing: Fraudsters also use the phone to solicit your personal information.  

Smishing: It uses cell phone text messages to lure consumers in. Often the text will contain an URL or 

phone number. The phone number often has an automated voice response system. And again just 

like phishing, the smishing message usually asks for your immediate attention.  

Debit card skimming: A machine or camera is installed at an ATM which picks up card related 

information and PIN numbers when customers use their cards.  

Computer viruses: With every click on the internet, a company’s systems are open to the risk of 

being infected with nefarious software that is set up to harvest information from the company 

servers.  

Counterfeit instruments: Fake cheques / Demand Drafts that look too good to be true are being used 

in a growing number of fraudulent schemes, including foreign lottery scams, cheque overpayment 

scams, internet auction scams and secret shopper scams.  

 

Possible frauds with Mobile Wallets  

 Increased risk of money laundering: Transfer of money into and out of a mobile wallet (with 

open and semi open wallet option available) from or to a bank account is now possible. 

Cash-in from the bank account of an individual and cash-out to a different bank account of 

another individual can be used as a platform for laundering unaccounted money.  

 Fake merchants: If the merchant on-boarded by the service provider is a fraudster, and the 

payment is made by the customer for fictitious goods or services from the merchant, cash 

can be debited from the account.  

Illustrative list of KYC Documents:  Checklist of Document Submission  

 

 

 

Sole Proprietorship Firm   

• PAN copy / PAN number of the Proprietor.  

• Latest Colour Photograph of Proprietor and authorised signatory (if any).  

• Copy of Identity and Address proof of the Proprietor and authorised signatory (if any) Copies of any 

2 existence proofs of the firm confirming name and address of firm and name of proprietor  

• FATCA (Foreign Account Tax Compliance) Declaration 
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 Accounts of Partnership Firms  

• PAN copy / PAN number of the Firm.  

• Registration certificate (Only in case of Registered Partnership firms)  

• Partnership deed  

• Copy of existence proof confirming name and address of firm   

• Beneficial Ownership Declaration (with name and address of all the partners  

• FATCA (Foreign Account Tax Compliance) Declaration  

• Latest Colour Photograph of all authorized signatories.  

• Copy of Identity and Address proof of all authorised signatories.   

  Accounts of Hindu Undivided Family (HUF)  

• Copy of PAN of HUF.  

• Latest Colour Photograph of Karta and authorised signatory (if any).  

• Copy of Identity and Address proof of the Karta and authorised signatory (if any).   

• Copy of address proof of HUF if different from address of Karta.   

• FATCA (Foreign Account Tax Compliance) Declaration  

 

Accounts of Private and Public Limited Company  

• PAN copy / PAN number of the Company.  

• Copy of Memorandum of Association & Article of Association  

• Latest Colour Photograph of all the authorized signatory/signatories  

• Copy of Identity and Address proof of all authorised signatories.   

• Copy of address proof of company   

• Copy of Certificate of Incorporation.  

• Beneficial Ownership Declaration   

• FATCA (Foreign Account Tax Compliance) Declaration  
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Lesson 6 Signing and Certification 

CONCEPT OF PRE-CERTIFICATION  

Pre-certification acts as a pre-emptive check to ensure that the particulars stated in the form or 

return are as per the books and records of the company and are true and correct. Thus, Pre-

certification by a Company Secretary in practice ensures that no form or return is filed in the Office 

of Registrar of Companies which is defective or incomplete.  The introduction of pre-certification by 

an independent professional in the e-form is aimed at self-regulations of companies and reduce the 

involvement of government machinery, i.e. the Registrar of Companies. Once an e-form has been 

precertified by a professional towards its authenticity based on the particulars contained in the 

books of accounts and records of the company, same can be taken on record without further 

examination.  

AUTHENTICATION OF DOCUMENTS  

As per the Rule 8(1), (2) & (5) of Companies (Registration Office and fee ) Rules, 2014 provides that 

all electronic forms are required to be authenticated by authorised signatories using digital 

signatures. The eforms are required to be authenticated on behalf of the company by the Managing 

Director or Director or Company Secretary or other key managerial personnel. In case of any change 

in directors or company secretary, the form relating to appointment of such directors or company 

secretary is required to be filed by continuing director or secretary of the company.  

As per Rule 8(6), scanned image of documents must be of the original signed documents relevant to 

the eforms and the scanned document image shall not be left blank without bearing actual signature 

of authorised person.  

As per rule 8(7), the person signing the form and the professional certifying the form are responsible 

to ensure that all the required attachments relevant to the form have been attached completely and 

legibly to the forms or applications or returns filed as per the Act and the rules.  

POINTS TO BE KEPT IN MIND WITH REGARD TO PRE-CERTIFICATION  

It is duty of the Company Secretary in practice to check and verify thoroughly the correctness of the 

contents of the form before certifying it as correct. Pre-certification of forms is, therefore, not a 

routine or mechanical exercise but a serious task and involves work calling for sound application of 

mind in verifying the averments made in the respective forms after due consideration of the 

provisions of the Act read with the relevant rules. A Company Secretary in practice should 

thoroughly read the requirements of the provisions of the Act, the Rules made there under and 

familiarize himself with the actual practices that are followed in this regard. He should also:  

 Ensure that letter of engagement/Board Resolution authorizing the professional for the 

particular assignment by the company is obtained.   

 Maintain a physical/scanned copy of all documents verified (subject to confidentiality 

requirement).  

 Obtain the signature(s) of the authorised signatories on the e-forms in presence of the 

professional.  
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 Ensure that all relevant documents and attachments in the form are legible & visible.   

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

COMMON ERRORS IN E-FILING  

• Digital signature is not registered / expired. • Payment of Challan not done before the expiry date; 

• Duplicate Payments has been made. • Excess size of the form. • Approval status of e-forms in not 

verified. • Status of Resubmission of E forms • Use of outdated version of Form; • Incorrect 

particulars in the e-Form; • Using older versions of Adobe and Java. 

DO’S AND DON’TS WHILE FILLING AND FILING OF E-FORMS  

• Before filling of e-forms, the professional should go through the instruction kit of the respective 

eform provided by the MCA on MCA-21 portal.  

• Ensure that latest version of the e-forms has been downloaded from the MCA Website;  

• DIN is mandatory for e-filing of documents. Therefore, the professional should ensure that the 

details related to DIN of the Directors has been updated on the MCA Portal;  

• Digital Signature is mandatory and same shall be registered on the MCA Portal before it first use;  

• Check Master Data of the company before filing any documents.  

• Don’t wait for the last days or the due date of the filing of e-forms.   

• Don’t fill up the forms in hurry, ensure that the all the entries in the forms are correct and as per the 

supporting documents to be attached.  

• Option for revision/cancellation of e-forms is not available on MCA Portal once it is taken on Record.  

• Don’t forget to pay the filing fees before the expiry date of the challan as non-payment of fees liable 

for cancellation of transaction.  

• Keep track of the various events of the clients company and encourage companies to keep the 

updated filing to avoid regulatory actions.  

• Select correct category to download e-Form for respective services;  

• Attach the required documents duly scanned or converted into PDF with minimum size as possible;   

• Check the date of resolution and minute book, which authorizesthe Director/Secretary before filling 

the date of resolution in the form.  

• DSC used by Director/ Secretary/Signatory should be same as per authority delegation by the Board 

etc., as the case may be.  
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REGISTER OF CERTIFICATION  

The Practicing Company Secretary should maintain the register for the all attestation /certification 

services, which includes:  

 Signing of Annual Return (MGT-7)   

 Certification of Annual Return (MGT-8)   

 Issue of Secretarial Audit Report (MR-3)   

 Certification of E forms of MCA under Companies Act, 2013 7 LLP Act, 2008   

 Internal Audit of Depository Participants/ portfolio Manager/ Stock Broker  

 Annual Compliance auditor under SEBI (Research Analyst) Regulations, 2014   

 Issue of certificate of Securities Transfers in compliance with the Listing Agreement with 

Stock Exchanges.  

 Certificate of reconciliation of capital, updation of Register of Members, etc. as per the 

Securities & Exchange Board of India’s Circular D&CC/FITTC/Cir-16/2002 dated December 

31, 2002.  

 Conduct of Internal Audit of Operations of the Depository Participants.  

 Corporate Governance Certification under SEBI (LODR) Regulations, 2015  

 Information relation to E forms certified and signed.  

 Register of various reports issued.  

 

PREPARATION BEFORE CERTIFICATION  

• Ensure that Letter of Engagement/Board Resolution authorizing the professional for the assignment 

by the company to be obtained. 

• Maintain a physical/scanned copy of all documents verified (subject to confidentiality requirement).  

• Ensure that all relevant documents and attachments are legible & visible.  

• Verification of the documents from the original records of the company.  

• Correctness of the records and the material departure from the facts.  

• The form to be digitally signed by the Director or person authorized by the company.  

• Before certification of any form, the person should be aware about the relevant provisions under the 

Act and Rules made thereunder, Process to be followed by the company, approval if any required etc.  
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PEER REVIEW  
It is a process for examining the work performed by one’s equals (peers) and to understand the 
systems, practices and procedures followed by the Practice Unit and to give suggestions, if any, for 
further improvement. Each Practice Unit would be required to be peer reviewed at least once in a 
block of five years. The Practicing Company Secretary/Firm may apply voluntarily to be peer 
reviewed or it may be done through random selection by the Peer Review Board.  
The peer review includes the following services by the company secretaries in practice:  
 (i) Certification/ Signing of Annual Return pursuant to section 92 of the Companies Act, 2013.   
 (ii) Issuance of Secretarial Audit Report in terms of Section 204 of the Companies Act, 2013   
 (iii) Issuance of Certificate of Securities Transfers in Compliance with the LODR with Stock 
Exchanges.   
 (iv) Certificate of reconciliation of capital, updation of Register of Members, etc. as per the 
Securities & Exchange Board of India’s Circular D & CC/Cir-16/2002 dated December 31, 2002.   
 (v) Conduct of Internal Audit of Operations of the Depository Participants.  
 (vi) Compliance Certification under LODR.  
 (vii) Attestation services of Form AOC 4, MGT 7, DIR 12, SH7 and PAS 3 filed with the ROC.  
 (viii) Such other services as decided by the Council of ICSI under the scope of peer review from time 
to time. Thus, every Company Secretaries in Practice/Firm should maintain adequate records and 
documents evidencing that pre certification/ attestation have done with due care and diligence.  
 

 

SIGNING AND CERTIFICATION OF ANNUAL RETURN  

The Companies Act, 2013 provides a new and significant area of practice for Company Secretaries; it 

also casts immense responsibility on the company secretaries. Company Secretaries must take care 

while certifying the Annual Return. Any failure or lapse on the part of PCS may attract penalty both 

under the Companies Act, 2013 as well as under the Company Secretaries Act, 1980 for professional 

or other misconduct.  

Time and Mode of Appointment of Practicing Company Secretary  

With a view to carry out the voluminous work involved before certifying the Annual Return and also 

keeping in mind the fact that an extract of annual return based on the annual return is also required 

to be prepared before the annual general meeting which forms part of Board’s report, it will be in 

the fitness of things if a PCS is appointed by the Board, at the beginning of the respective financial 

year. The contents to be verified are quite exhaustive and the facts and figures in the Annual Return 

should match with the financial statements and other statutory registers and records.  

Scope and Extent of work for Practicing Company Secretary  

For the purpose of certification, PCS should carry out a scrutiny of the data available and check the 

correctness of the same. Since almost all the events happened between closure of two financial 
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years.   PCS should carry out a detailed scrutiny and cross verification of documents. For ensuring the 

correctness of information contained in the Annual Return, the primary source documents should be 

looked into. While doing the detailed scrutiny, he may rely on certified copies of the resolutions, 

forms, and agreements as also certificates from the management.  

 

Method of Verification  

PCS should ask the company to give him access to various documents and books including the 

Annual Reports of the previous financial years, Register of Members/ debenture holders and all 

other statutory Registers, the Minutes Books, copies of forms and returns filed with the Registrar of 

Companies etc. and other documents which he considers essential for the purpose of verification.  

Documents to be Obtained/ Verified before Certification of Annual Return by Company Secretary in 

Practice  

 1. Memorandum and Articles of Association.  

 2. Forms & receipts filed with the Registrar of Companies.  

 3. Statutory Registers  

 – Record of Private Placement under PAS-5 (Section 42)  

 – Register of Members (Section 88)  

 – Shareholders-MGT-1  

 – Decuntureholder-MGT-2  

  – Register of Directors & their Shareholding (Section 170)  

 – Register of Key Managerial Personnel (Section 170)  

 – Register of Related Party Contracts under MBP 4 (Section 188)  

 – Register of Loan and Investment under SH-12 (Section 186)  

 – Register of Deposit- (Section 73 and 76 read with rule 14)  

 – Register of Charge under CHG-10.(Section 85)  

 – Register of Securities  

 – Register of Employee Stock Option under SH-6 (Section 62)  

 – Register of Buyback under SH-10 (Section 68)  

 – Register of Sweat Equity shares under SH-3 (Section 62)  

 4. Minutes of the Meetings  
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 – Board Meeting  

 – General Meeting  

 – Committee Meeting  

 – Creditors Meeting  

 – Debenture holders Meeting  

 – Court convened meetings for the purpose of Restructuring and Amalgamation   

 – Postal ballot minutes   

 5. Notices and agenda papers for convening meetings of the Board and Committees thereof  

 6. Attendance Registers of all Meetings  

 7. Copy of Latest Financial Statements along with the Boards Report and Auditors Reports.  

 8. Copy of Notice of Annual General Meeting/ Extraordinary General Meetings/Postal Ballots/Court 

convened meetings/Creditors meetings and debenture holders meeting  

9. Certificate from RTA stating the number of shareholders as on the close of the financial year.  

 10. Indebtedness Certificate signed by Company Secretary/ CFO/Statutory Auditors of the Company.  

11. Board Resolution for any type of corporate actions taken by the Company.  

 12. Corporate Action Forms filed by the Company with Depositories.  

 13. Shareholding pattern and its break up  

 14. Any orders received by the company, Director or officer from the High court or from any other 

regulatory body under any act.  

 15. Other Statutory Registers and Records  

 16. List of Promoters. 

 

 

 

 

 

 

 

SIGNING OF ANNUAL RETURN (MGT-7)  

Annual Return is required to be signed by a Director and the Company Secretary, or where there is no 

company secretary, by a company secretary in practice.  While signing the Form MGT-7 (Annual Return) 

Company Secretary/Company Secretary in practice and Director certifies that:   

1. The return states the facts, as they stood on the date of the closure of the financial year aforesaid 

correctly and adequately.  

2. Unless otherwise expressly stated to the contrary elsewhere in this return, the Company has complied 

with applicable provisions of the Act during the financial year.  

3. The company has not, since the date of the closure of the last financial year with reference to which 

the last return was submitted or in the case of a first return since the date of the Incorporation of the 

company, issued any invitation to the public to subscribe for any securities of the company.  

4. Where the annual return discloses the fact that the number of members, (except in case of a one 

person company) of the company exceed two hundred, the excess consists of wholly of persons who 
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CERTIFICATION OF ANNUAL RETURN (MGT-8)  

Annual Return certification by Company Secretary in practice:  

 Every listed company  

 Every company having paid-up capital of Rs. 10 crore or more of  

 Every company having turnover of 50 crore rupees or more  

While certifying the Form No. MGT 8, the practicing company secretary provide certification relating 

the following points:  

 A. the Annual Return discloses the facts as at the close of the financial year correctly and 

adequately; and  

 B. the Company has complied with the provisions of the Act & Rules made there under during the 

financial year in respect of:  

 1. Its status under the Act;  

 2. Maintenance of registers/records  

 3. Filing of forms and returns as stated in the Annual Return 

 4. Calling/ convening/ holding meetings of Board of directors or its committees 

 5. Closure of Register of Members / Security holders, as the case may be.  

 6. Advances/loans to its directors and/or persons or firms or companies referred in section 185 of 

the Act;  

Annual Return Signing Requirement  

 – Small company and one Person Company  

  To be signed by- Company Secretary or where no Company Secretary by Director.  

 – Others  

  To be signed by- Director and Company secretary or where there is no Company 

Secretary, by a Company Secretary in practice.  
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 7. Contracts/arrangements with related parties as specified in section 188 of the Act;  

 8. Issue or allotment or transfer or transmission or buy back of securities/ redemption of preference 

shares or debentures/ alteration or reduction of share capital/ conversion of shares/ securities and 

issue of security certificates in all instances;  

 9. Keeping in abeyance the rights to dividend, rights shares and bonus shares pending registration of 

transfer in compliance with the provisions of the Act;  

 10. Declaration/ payment of dividend; transfer of unpaid/ unclaimed dividend/ other amounts as 

applicable to the IEPF in accordance with section 125 of the Act;  

 11. Signing of audited financial statement and report of directors is as per section 134 of the Act;  

 12. Constitution/ appointment/ re-appointments/ retirement/ filling up casual vacancies/ 

disclosures of the Directors, Key Managerial Personnel and the remuneration paid to them;  

 13. Appointment/ reappointment/ filling up casual vacancies of auditors as per the provisions of 

section 139 of the Act;  

 14. Approvals required to be taken from the Central Government, Tribunal, Regional Director, 

Registrar, Court or such other authorities under the various provisions of the Act;  

 15. Acceptance/ renewal/ repayment of deposits;  

 16. Borrowings from its director, members, public financial institutions, banks and others and 

creation /modification /satisfaction of charges in that respect, wherever applicable;  

 17. Loans and investments or guarantees given or providing of securities to other bodies corporate 

or persons falling under the provisions of section 186 of the Act;   

 18. Alteration of the provisions of the memorandum and / or articles of association of the Company.  

CONCEPT OF DIFFERENT PROFESSIONALS FOR SIGNING AND CERTIFICATION  

While the signing and certification of the annual return, it is advisable to have different Professionals 

for Signing and Certification as maker and checker concept for the independent verification of the 

Annual Return.  

The return has to be filed with the Registrar of Companies within 60 days from the date of Annual 

General Meeting. If the Annual General Meeting is not held in any year, the return has to be filed 

within 60 days from the date on which Annual General Meeting should have been held together with 

the statement specifying the reasons for not holding the Annual General Meeting, on payment of 

such fee or additional fee as prescribed (Rule 12 of the Companies (Registration Offices and Fees) 

Rules, 2014.   

Whether non-filing of Annual Return is a compoundable  

Offence in respect of default in filing Annual Return is compoundable (section 441), in accordance 

with the procedure laid down in the Code of Criminal Procedure, 1973 for compounding of offences. 
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If any company fails to file its annual return under section 92 (4), before the expiry of the period 

specified therein, such company and its every officer who is in default shall be liable to a penalty of 

fifty thousand rupees and in case of continuing failure, with further penalty of one hundred rupees 

for each day during which such failure continues, subject to a maximum of five lakh rupees.  

 

Filing Annual Return in Absence of Annual General Meeting  

Where no Annual General Meeting is held in a particular year, the Annual Return has to be filed 

within 60 days from the last day on which the meeting should have been held together with the 

statement specifying the reasons for not holding the annual general meeting, with such fees or 

additional fees as may be prescribed, within the time as specified, under section 403. [Section 92(4)]  

CORPORATE GOVERNANCE CERTIFICATION   

This certificate on the compliance of conditions of Corporate Governance by the Company, is issued 

under the regulations 17 to 27 and clauses (b) to (i) of regulation 46(2) and paras C and D of 

Schedule V of the SEBI (Listing Obligations and Disclosure Requirements) Regulations, 2015 (the 

Listing Regulations). The certificate can be issued either by the auditors or practicing company 

secretary and shall be annexed to with the director’s report.   

Accordingly, the different formats for  Compliance Report on Corporate Governance has been 

prescribed for Quarterly basis, and report to be submitted at the end of the financial year  and for 

reports which is to be submitted within six months from end  of  financial  year. Which may be 

submitted along with second quarter report.  

Regulation 17(3) of the SEBI (LODR) Regulations provide that the board of Director shall periodically 

review compliance reports pertaining to all laws applicable to the listed entity, as prepared by the 

company as well as steps taken by the company to rectify instances of non-compliance.  

Accordingly, the following reports should also be placed before the board of directors of the listed 

entity in terms of requirement under Regulation 17(3) of Listing Regulations:-  

• Periodical Compliance Reports prepared by the company;  

• Secretarial Audit Report prepared in accordance with Rule 9 of Companies  

OBLIGATIONS AND PENAL PROVISIONS  

Company Secretaries must take care while certifying the Annual Return. Any failure or lapse on the 

part of PCS may attract penalty under-  

(i) Companies Act, 2013:  

1. As per sub-section (6) of section 92 of the Act, If a company secretary in practice certifies the 

Annual Return otherwise than in conformity with the requirements of this section or the rules made 

there under, he shall be punishable with fine which shall not be less than fifty thousand rupees but 

which may extend to five lakh rupees.  
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2. Further, company secretary in practice may also attract the provisions of Section 447, sections 448 

and 449 of Companies Act, 2013.  

Provided that where the fraud in question involves public interest, the term of imprisonment shall 

not be less than three years.  

Provided further that where the fraud involves an amount less than ten lakh rupees or one per cent. 

of the turnover of the company, whichever is lower, and does not involve public interest, any 

person guilty of such fraud shall be punishable with imprisonment for a term which may extend to 

five years or with fine which may extend to fifty lakh rupees or with both.  

 (ii) Company Secretaries Act, 1980  

In the matters, which are placed before the Board of Discipline, and where the board is of the 

opinion that a member is guilty of a professional or other misconduct mentioned in the First 

Schedule, it afford to the member an opportunity of being heard before making any order against 

him and may thereafter take any one or more of the following actions, namely:—   

 (a) Reprimand the member  

 (b) Remove the name of the member from the Register up to a period of three months;   

 (c) Impose such fine as it may think fit which may extend to rupees one lakh.  

In the matters, which are placed before the Disciplinary Committee, and Where the Disciplinary 

Committee is of the opinion that a member is guilty of a professional or other misconduct 

mentioned in the Second Schedule or both the First Schedule and the Second Schedule, it afford to 

the member an opportunity of being heard before making any order against him and may thereafter 

take any one or more of the following actions, namely:—  

 (a) Reprimand the member;   

 (b) Remove the name of the member from the Register permanently or for such period, as it thinks 

fit;   

 (c) Impose such fine as it may think fit, which may extend to rupees five lakhs  

PROFESSIONAL MISCONDUCT COVERED UNDER THE FIRST SCHEDULE  

PART I: Professional misconduct in relation to Company Secretaries in Practice  

A Company Secretary in Practice shall be deemed to be guilty of professional misconduct, if he–  

(1) Allows any person to practice in his name as a Company Secretary unless such person is also a 

Company Secretary in practice and is in partnership with or employed by him;  

(2) pays or allows or agrees to pay or allow, directly or indirectly, any share, commission or 

brokerage in the fees or profits of his professional business, to any person other than member of the 

Institute or a partner or a retired partner or the legal representative of a deceased partner, or a 

member of any other professional body or with such other persons having such qualifications as may 
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be prescribed for the purpose of rendering such professional services from time to time in or outside 

India.  

 (3) accepts or agrees to accept any part of the profits of the professional work of a person who is 

not a member of the Institute:  

(4) enters into partnership, in or outside India, with any person other than a Company Secretary in 

practice or such other person who is a member of any other professional body having such 

qualifications as may be prescribed, including a resident who but for his residence abroad would be 

entitled to be registered as a member under clause (e) of sub-section (1) of section 4 or whose 

qualifications are recognized by the Central Government or the Council for the purpose of permitting 

such partnerships;  

(5) Secures, either through the services of a person who is not an employee of such company 

secretary or who is not his partner or by means which are not open to a Company Secretary, any 

professional business:  

 (6) Solicits clients or professional work, either directly or indirectly, by circular, advertisement, 

personal communication or interview or by any other means. 

 (7) advertises his professional attainments or services, or uses any designation or expressions other 

than Company Secretary on professional documents, visiting cards, letterheads or sign boards, 

unless it be a degree of a University established by law in India or recognized by the Central 

Government or a title indicating membership of the Institute of Company Secretaries of India or of 

any other institution that has been recognized by the Central Government or may be recognized by 

the Council:  

 (8) Accepts a position as a Company Secretary in practice previously held by another Company 

Secretary in practice without first communicating with him in writing;  

(9) charges or offers to charge, accepts or offers to accept, in respect of any professional 

employment, fees which are based on a percentage of profits or which are contingent upon the 

findings, or result of such employment, except as permitted under any regulation made under this 

Act;  

(10) engages in any business or occupation other than the profession of Company Secretary unless 

permitted by the Council so to engage, etc 

PART II - Professional misconduct in relation to members of the Institute in service  

A member of the Institute (other than a member in practice) shall be deemed to be guilty of 

professional misconduct, if he, being an employee of any company, firm or person–  

(1) Pays or allows or agrees to pay, directly or indirectly, to any person any share in the emoluments 

of the employment undertaken by him;  

(2) accepts or agrees to accept any part of fees, profits or gains from a lawyer, a Company Secretary 

or broker engaged by such company, firm or person or agent or customer of such company, firm or 

person by way of commission or gratification.  
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PART III - Professional misconduct in relation to members of the Institute generally  

A member of the Institute, whether in practice or not, shall be deemed to be guilty of professional 

misconduct, if he –  

(1) Not being a Fellow of the Institute, acts as a Fellow of the Institute;  

(2) does not supply the information called for, or does not comply with the requirements asked for, 

by the Institute, Council or any of its Committees, Director (Discipline), Board of Discipline, 

Disciplinary Committee, Quality Review Board or the Appellate Authority;  

(3) while inviting professional work from another Company Secretary or while responding to tenders 

or enquiries or while advertising through a write up, or anything as provided for in items (6) and (7) 

of Part I of this Schedule, gives information knowing it to be false.  

PART IV - Other misconduct in relation to members of the Institute generally  

A member of the Institute, whether in practice or not, shall be deemed to be guilty of other 

misconduct, if–  

(1) he is held guilty by any civil or criminal court for an offence which is punishable with 

imprisonment for a term not exceeding six months;  

(2) in the opinion of the Council, he brings disrepute to the profession or the institute as a result of 

his action whether or not related to his professional work.  

PROFESSIONAL MISCONDUCT COVERED UNDER THE SECOND SCHEDULE  

PART I - Professional misconduct in relation to Company Secretaries in Practice  

A Company Secretary in practice shall be deemed to be guilty of professional misconduct, if he—  

(1) discloses information acquired in the course of his professional engagement to any person other 

than his client so engaging him, without the consent of his client, or otherwise than as required by 

any law for the time being in force;  

(2) certifies or submits in his name, or in the name of his firm, a report of an examination of the 

matters relating to company secretarial practice and related statements unless the examination of 

such statements has been made by him or by a partner or an employee in his firm or by another 

Company Secretary in practice;  

(3) permits his name or the name of his firm to be used in connection with any report or statement 

contingent upon future transactions in a manner which may lead to the belief that he vouches for 

the accuracy of the forecast;  
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(4) Expresses his opinion on any report or statement given to any business or enterprise in which he, 

his firm, or a partner in his firm has a substantial interest;  

(5) Fails to disclose a material fact known to him in his report or statement but the disclosure of 

which is necessary in making such report or statement, where he is concerned with such report or 

statement in a professional capacity;  

(6) Fails to report a material mis-statement known to him and with which he is concerned in a 

professional capacity;  

(7) Does not exercise due diligence, or is grossly negligent in the conduct of his professional duties;  

(8) Fails to obtain sufficient information which is necessary for expression of an opinion or its 

exceptions are sufficiently material to negate the expression of an opinion;  

(9) Fails to invite attention to any material departure from the generally accepted procedure relating 

to the secretarial practice;  

(10) Fails to keep moneys of his client other than fees or remuneration or money meant to be 

expended in a separate banking account or to use such moneys for purposes for which they are 

intended within a reasonable time.  

PART II - Professional misconduct in relation to members of the Institute generally  

A member of the Institute, whether in practice or not, shall be deemed to be guilty of professional 

misconduct, if he—  

(1) contravenes any of the provisions of this Act or the regulations made thereunder or any 

guidelines issued by the Council;  

(2) being an employee of any company, firm or person, discloses confidential information acquired 

in the course of his employment, except as and when required by any law for the time being in force 

or except as permitted by the employer;  

(3) includes in any information, statement, return or form to be submitted to the Institute, Council 

or any of its Committees, Director (Discipline), Board of Discipline, Disciplinary Committee, Quality 

Review Board or the Appellate Authority any particulars knowing them to be false;  

(4) defalcates or embezzles moneys received in his professional capacity.  

PART III- Other misconduct in relation to members of the Institute generally  

A member of the Institute, whether in practice or not, shall be deemed to be guilty of other 

misconduct, if he is held guilty by any civil or criminal court for an offence which is punishable with 

imprisonment for a term exceeding six months.  

Further, with a view to ensure that the Company Secretary in practice carries out his work with due 

diligence, the Registrar may carry out scrutiny of Forms on random basis.  
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As per rule 8(9) of the Companies (Registration Officers and Fees) Rules, 2014, where any instance of 

filing document , application or return etc. containing a false or misleading information or omission 

of material fact, requiring action under section 448 or section 449 is observed, the person shall be 

liable under section 448 and 449 of the Act. 

 CONSEQUENCES OF NON-FILING ANNUAL RETURN  

For the Director  

(1) If the company has not filed its Annual Return from the date by which it should have been filed 

with fee and additional fees, every officer who is in default shall be liable to a penalty of fifty 

thousand rupees and in case of continuing failure, with further penalty of one hundred rupees for 

each day during which such failure continues, subject to a maximum of five lakh rupees. (Section 

92)  

(2) If the company has not filed its financial statement or Annual Return for continuous period of 

three financial years, then every person who is or has been director of that company shall not be 

eligible for reappointment as Director of that company or appointed in any other company for a 

period of five years from the date on which the said company fails to do so. (Section 164(2))  

(3) If in Annual Return, any Director or any Person makes a statement (a) which is false in any 

material particulars, knowing it to be false; or (b) which omits any material fact, knowing it to be 

material, he shall be punishable with imprisonment for a term which shall not be less than 6 months 

but which may extend to 10 years and shall also be liable to fine which shall not be less than the 

amount involved in the fraud, but which may extend to three times the amount involved in the 

fraud. (Section 448)  

For the Company  

(1) If the company has not filed its Annual Return by which it should have been filed with fee and 

additional fees, the company shall be punishable with fine which shall not be less than fifty 

thousand rupees and in case of continuing failure, with further penalty of one hundred rupees for 

each day during which such failure continues, subject to a maximum of five lakh rupees   

(2) If the Company has defaulted in filing Annual Returns for the immediately preceding five financial 

years, the Company may be wound up by the Tribunal. (Section 271)  

(3) If the Company has not filed its Annual Return for last two financial years, it will be termed as 

“inactive company” [Section 455(1)]   

(4) If the Company has not filed its Annual Return for two financial years consecutively, the Registrar 

shall issue notice to the Company and enter its name in the Register of Dormant Companies. 

[Section 455(4)]  

Only those offences which are punishable with either penalty or with penalty or imprisonment are 

compoundable under Section 441. Therefore, offence which is specifically punishable only with 

imprisonment or with imprisonment and fine is non-compoundable.   
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Any offences punishable with fine only may be compounded by the Tribunal or where the maximum 

amount of fine which may be imposed for such offence does not exceed twenty five lakh rupees, by 

the Regional Director or any officer authorized by the Central Government. However, any offence 

which is punishable with imprisonment only or with imprisonment and also with fine shall not be 

compoundable.   
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Lesson 7 Segment wise Role of Company Secretaries 

INTRODUCTION  

The Company secretaries play an important role as governance professionals in all types of 

Corporates, whether it is a Private Company, Public Company, Section 8 Company, Government 

Company or so.  

The Company Secretary act as a bridge for information, communication, advice, and arbitration 

between the board and management and between the organization and its shareholders and 

stakeholders. To fulfill this role, the Company secretary needs to be fully aware of the powers, rights, 

duties, and obligations of his entire business portfolio. In addition to providing advice and 

communication, the corporate secretary often called on to create and manage relationships 

between these different players in the corporate governance system. Accordingly, to understand the 

role of Company Secretary in the various segments, it is required to understand the role of company 

secretary in different capacities. Broadly the company secretary is having the opportunities in the 

following two domains:  

 1. Company Secretary in Employment   

 2. Company Secretary in Practice   

.  

1.COMPANY SECRETARY IN EMPLOYMENT   

• Appointment as Whole time Company Secretary 

Every company having a paid-up share capital of five crore rupees or more is required to appoint a 

whole-time Company Secretary.  

 

• Company Secretary as Key Managerial Personnel (KMP)   

Company Secretary has been recognized as Key Managerial Personnel and has placed along with 

Managing Director (MD) or Chief Executive officers (CEO) or Manager, Whole time director(s) or 

Chief Financial Officer (CFO) under section 203 of the Companies Act, 2013. Accordingly, every listed 

company and the every other public company having paid up share capital of ten crore rupees or 

more is required to appoint the whole time Company Secretary as the Key Managerial Personnel.   

• Company Secretary as Compliance Officer   

A listed company is required to appoint a qualified company secretary as the compliance officer. The 

compliance officer of the Company is responsible for  

 (a) Ensuring conformity with the regulatory provisions applicable to the listed entity in letter and 

spirit.   
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 (b) co-ordination  with  and  reporting  to  the  Board,  recognised  stock  exchange(s)  and  

depositories with respect to compliance with rules, regulations and other directives.  

 (c) ensuring that  the  correct  procedures  have  been  followed  that  would  result  in the 

correctness, authenticity and comprehensiveness of the information, statements and reports filed 

by the listed entity under these regulations.   

 (d) Monitoring email address of grievance redressal division  

• Company Secretary as a part of Senior Management   

The Regulation 16 of the SEBI (LODR) Regulations, 2015 provides that the senior management mean 

the officers/personnel of the listed entity who are members of its core management team excluding 

board of directors and normally comprise all members of management one level below the 

executive directors, including all functional heads.   

• Company Secretary as Corporate Manager  

The Company Secretary in a role of corporate manager have an in-depth knowledge and 

understanding of the company and its history and also develops relationships with the board and 

management, the services of company secretary as corporate manger is available at all times to 

discuss issues in depth and provide immediate  response to queries.  Further, the Company 

Secretary also assisting the chairman in preparing for meetings and truly act as the “conscience of 

the company” and with no Conflict of Interest and reliable to deal with the confidential documents 

of the company.  

• Company Secretary to act as authorized representative of a company and or its Board  

The Company Secretary of a company can appear before the following authorities as a authorized 

representative of the company and its board:  

  National Company Law Tribunal  

  Competition Commission of India  

  Securities Appellate Tribunal  

  Registrar of Companies  

  Consumer Forums  

  Telecom Disputes Settlement and Appellate Tribunal  

  Tax Authorities  

  Other quasi-judicial bodies and Tribunals  
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Functions & Duties of the Company Secretary includes -  
1. To report to the Board about compliance with the provisions of this Act, the rules made there 
under and other laws applicable to the company;  
 2.Tto ensure that the company complies with the applicable secretarial standards;  
 3. To discharge such other duties which includes:  
 ─ To provide to the directors of the company, collectively and individually, such guidance as they 
may require, with regard to their duties, responsibilities and powers;  
 ─ To facilitate the convening of meetings and attend Board, committee and general meetings and 
maintain the minutes of these meetings;  
 ─ To obtain approvals from the Board, general meeting, the government and such other authorities 
as required under the provisions of the Act;  
 ─ To represent before various regulators, and other authorities under the Act in connection with 
discharge of various duties under the Act;  
 ─ To assist the Board in the conduct of the affairs of the company;  
 ─ To assist and advise the Board in ensuring good corporate governance and in complying with the 
corporate governance requirements and best practices; and  
 ─ To discharge such other duties as have been specified under the Act or rules; and  
 ─ Such other duties as may be assigned by the Board from time to time.   
 

 

Further, the Board of the company generally assigned the following duties to the company 

Secretaries:  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

1. Secretarial functions:  

 ─ To ensure compliance of the provisions of Companies Law and rules made there-under, Secretarial 

Standards and other statutes and bye-laws of the company.  

 ─ To ensure that business of the company is conducted in accordance with its objects as contained in 

its memorandum of association.  

 ─ To ensure that affairs of the company are managed in accordance with its articles of association and 

the provisions of the Companies Law.  

 ─ To prepare the agenda in consultation with the Chairman and the other documents. 

 ─ To arrange with and to call and hold meetings of the board and to prepare a correct record of 

proceedings.  

 ─ To attend the broad meetings in order to ensure that the legal requirements are fulfilled.  

 ─ To prepare, in consultation with the chairman, the agenda and other documents for the general 

meetings.  

 ─ To arrange with the consultation of chairman the annual and extraordinary general meetings of the 

company and to attend such meetings.  

 ─ To carry out all matters concerned with the allotment of shares, and issuance of share certificates 

including maintenance of statutory Share Register and conducting the appropriate activities connected 

with share transfers.  



CS PROFESSIONAL 

CS SOMYA KATARIA  7.4 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

2. Management and Reporting functions of Company Secretary:  

 ─ Filling of various documents/returns as required under the provisions of the Companies Law.  

 ─ Proper maintenance of books and registers of the company  

─ To see whether legal requirements of the allotment, issuance and transfer of share certificates, 

mortgages and charges, have been complied with.  

 ─ To convene/arrange the meetings of directors, on their advice.  

 ─ To issue notice and agenda of board meetings to every director of the company.  

 ─ To carry on correspondence with the directors of the company on various matters.  

 ─ To record the minutes of the proceedings of the meetings of the directors.  

 ─ To implement the policies formulated by the directors.  

 ─ To deal with all correspondence between the company and the shareholders.  

 ─ To issues notice and agenda of the general meetings to the shareholders.  

 ─ To keep the record of the proceedings of all general meetings.  

 ─ To make arrangement for the payment of the dividend within prescribed period. 

3. To maintain the following statutory books:  

 ─ Register of Transfer of Shares;  

 ─ Register of Mortgages, Charges etc.;  

 ─ Register of Members and Index thereof;  

 ─ Register of Debenture-Holders;  

 ─ Register of Directors and Other Officers;  

 ─ Register of Contracts;  

 ─ Register of Directors' Shareholdings and Debentures;  

 ─ Register of Local Members, Directors and Officers, In Case of a Foreign Company;  

 ─ Minute Books;  

 ─ Proxy Register;  

 ─ Register of Beneficial Ownership;  

 ─ Register of Deposits;  

 ─ Register of Director’s Share Holding; and  
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COMPANY SECRETARY IN PRACTICE  

• Company Secretary as Secretarial Auditor  

Section 204 of the Companies Act, 2013 the following classes of companies are required to obtain 

Secretarial Audit Report from Company Secretary in practice and shall annex the same with its 

Board’s report made in terms of sub-section (3) of section 134,: 

 (a) Every listed company; 

 (b) Every public company having a paid-up share capital of 50 crore rupees or more; or;  

(c) Every public company having a turnover of 250 crore rupees or more..  

• Company Secretary as an Expert  

Section 2(38) of the Companies Act, 2013 include the company secretaries as an expert and the 

definition of the expert under Companies Act, 2013 is as under: “Expert” includes an engineer, a 

valuer, a chartered accountant, a company secretary, a cost accountant and any other person who 

has the power or authority to issue a certificate in pursuance of any law.  

• Company Secretary as Registered Valuer  

To act as an Registered valuer in the Securities or Financial Assets the person should be Graduate in 

any stream and should be the Member of the Institute of Chartered Accountants or The Institute of 

Cost Accountants of India or the Institute of Company Secretaries of India; or MBA / PGDBM 

specialization in finance or; Post Graduate Degree in Finance and should have at least three years of 

experience in the discipline after completing graduation. 

 Further, the person need to complete and pass the Valuation Specific Education Course as per 

syllabus specified under rule 5 of the Companies (Registered Valuers and Valuation) Rules, 2017. 

Further, A person is eligible to be a registered valuer if he/she- 

 a. is a valuer member of a registered valuers organisation;  

4. Other duties:  

 ─ Ensuring that statutory forms are filed promptly.  

 ─ Ensuring the Compliance with the Secretarial Standards   

 ─ Providing members and auditors with notice of meeting.  

 ─ Filing of copy of special resolutions on prescribed form within the specified time period.  

 ─ Supplying a copy of the accounts to every member of the company, every debenture holder and 

every person  

─ Keeping the minutes of directors' meetings and general meetings.  

 ─ Custody and use of the common seal. 
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b. is recommended by the registered valuers organisation of which he is a valuer member for 

registration as a valuer; 

 c. has passed the valuation examination under rule 5 within three years preceding the date of 

making an application for registration under rule 6;  

d. possesses the qualifications and experience as specified in rule 4; 

 e. is not a minor; 

 f. has not been declared to be of unsound mind; 

 g. is not an undischarged bankrupt, or has not applied to be adjudicated as a bankrupt; 

 h. is a person resident in India; 

 i. has not been convicted by any competent court  

j. has not been levied a penalty under section 271j of income-tax act, 1961 (43 of 1961) and time 

limit for filing appeal before commissioner of income-tax (appeals) or income-tax appellate tribunal, 

as the case may be has expired, or such penalty has been confirmed by income-tax appellate 

tribunal, and five years have not elapsed after levy of such penalty; and 

 k. is a fit and proper person: 

 Explanation: - For determining whether an individual is a fit and proper person under these rules, 

the authority may take account of any relevant consideration, including but not limited to the 

following criteria- 

i. Integrity, reputation and character, 

ii.  Absence of convictions and restraint orders, and 

iii. Competence and financial solvency. 

 • Company Secretary as Insolvency Professional  

Company Secretaries having passed necessary examination, possessing prescribed number of years 

of experience, enrolled with an insolvency professional agency and registered with Insolvency and 

Bankruptcy Board of India (IBBI) as an insolvency professional, can take up matters relating to 

corporate insolvency resolution process as interim resolution/Resolution Professionals, as well as 

also take up voluntary liquidation cases.  

 As per Regulation 5 of Insolvency and Bankruptcy Board of India (Insolvency Professionals) 

(Amendment) Regulations, 2018, an individual shall be eligible for registration, if he –  

(a) has passed the Limited Insolvency Examination within twelve months before the date of his 

application for enrolment with the insolvency professional agency; 

 (b) has completed a pre-registration educational course, as may be required by the Board, from an 

insolvency professional agency after his enrolment as a professional member; and 

 (c) has 
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      (i) successfully completed the National Insolvency Programme, as may be approved by the Board; 

(ii) successfully completed the Graduate Insolvency Programme, as may approved by the Board; (iii) 

fifteen years’ of experience in management, after receiving a Bachelor’s degree from a university 

established or recognised by law; or (iv) ten years’ of experience as – (a) chartered accountant 

registered as a member of the Institute of Chartered Accountants of India, (b) company secretary 

registered as a member of the Institute of Company Secretaries of India, (c) cost accountant 

registered as a member of the Institute of Cost Accountants of India, or (d) advocate enrolled with 

the Bar Council.  

• Company Secretary as Internal Auditor  

Section 138 of Companies |Act, 2013 read with Rule 13 of the Companies (Accounts) Rules, 2014 

provides that the following class of companies are required to appoint an internal auditor which may 

be either an individual or a partnership firm or a body corporate, namely:- 

 (a) every listed company; 

 (b) every unlisted public company having- (i) paid up share capital of fifty crore rupees or more 

during the preceding financial year; or (ii) turnover of two hundred crore rupees or more during the 

preceding financial year; or (iii) outstanding loans or borrowings from banks or public financial 

institutions exceeding one hundred crore rupees or more at any point of time during the preceding 

financial year; or (iv) outstanding deposits of twenty five crore rupees or more at any point of time 

during the preceding financial year; and 

 (c) every private company having- (i) turnover of two hundred crore rupees or more during the 

preceding financial year; or (ii) outstanding loans or borrowings from banks or public financial 

institutions exceeding one hundred crore rupees or more at any point of time during the preceding 

financial year. 

 Such class or classes of companies as may be prescribed shall be required to appoint an internal 

auditor, to conduct internal audit of the functions and activities of the company. Further, under the 

various Securities Laws Company Secretary in Practice is authorized to undertake internal audit of: 

o Portfolio Managers  

o  Stock Brokers/Clearing Members/ Trading Members 

o  Credit Rating Agencies ▪ Registrar and Share Transfer Agents (RTAs)  

o  Internal Audit & Concurrent Audit of Depository Participants 

o  Yearly Audit of Investment Advisors 

o  Annual Compliance Audit of Research Analyst  

o  Reconciliation of Share Capital  

• Company Secretary as GST Professional 

 Company Secretaries can play an important role in being an advisor and facilitator for due 

compliances under GST and be an asset to the general business community and corporate world. 

Company Secretaries render value added services to the trade and industry while acting as extended 

arms of regulatory mechanism. A person having passed CS final examination is eligible for enrolment 
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as GST Practitioner. Though, the Company Secretaries cannot perform Audit in matters related to 

GST. But he can provide the following services:  

(i) Advisory services or strategic advisor  

(ii) Tax Planning 

(iii)  Procedural Compliances 

(iv) Book/Record Keeping 

(v) Representation 

(vi) Appellate work 

 • Company Secretary in Certification Services  

Rule 8 (12) of the Companies (Registration office and fees) Rules, 2014 provides that the following e-

forms filed by companies, other than one person companies and small companies, under sub-rule (1) 

of rule 9, shall be pre-certified by the Chartered Accountant or the Company Secretary or as the case 

may be the Cost Accountant, in whole-time practice, namely:- INC-21, INC-22, INC-28, PAS-3, SH-7, 

CHG-1, CHG-4, CHG-9, MGT- 14, DIR-6, DIR-12, MR-1, MR-2, MSC-1, MSC-3, MSC-4, GNL-3, ADT-1, 

NDH-1, NDH-2, NDH-3;  

The following e-forms filed by companies, other than one person companies and small companies, 

under sub-rule (1) of rule 9, shall be pre-certified in the following manner, namely:— (i) GNL-1 - 

optional pre-certification by the Chartered Accountant or the Company Secretary or as the case may 

be the Cost Accountant, in whole-time practice; (ii) DPT-3 – certification by Auditors of the 

company; (iii) MGT-10-certification by a Company Secretary in whole-time practice; Lesson 7 

Segment wise Role of Company Secretaries 155 (iv) AOC-4 certification by the Chartered Accountant 

or the Company Secretary or as the case may be by the Cost Accountant, in whole-time practise.  

E-form DIR-3 shall be filed along with attestation of photograph, identity proof and proof of 

residence of the applicant by the Chartered Accountant or the Company Secretary or as the case 

may be the Cost Accountant, in whole-time practice 

The company secretaries are also suppose to provide the following certification services under 

various other regulations: 

 Certification to the effect that all transfers have been completed within the stipulated time 

 Half-yearly certificate regarding maintenance of 100% security cover in respect of listed 

nonconvertible debt securities 

  Certificate regarding compliance of conditions of corporate governance 

  Certification in case of offer/allotment of securities to more than 49 and up to 200 investors 

  Certificate that none of the directors on the board of the company have been debarred or 

disqualified from being appointed or continuing as Directors of Companies by the Board/ 

Ministry of Corporate Affairs or any such StatutoryAuthority. 
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• Company Secretary in Representation services  

Company Secretaries have been authorized to represent before: 

 ─ Registrar of Companies and Regional Directors 

 ─ National Company Law Tribunal and National Company Law Appellate Tribunal 

 ─ Competition Commission of India and Competition Appellate Tribunal  

─ Securities Appellate Tribunal 

 ─ Telecom Disputes Settlement and Appellate Tribunal 

 ─ Authorities under Real Estate (Regulation & Development) Act, 2016 

 ─ Consumer Forums  

─ Telecom Disputes Settlement and Appellate Tribunal 

 ─ Tax Authorities, and Other Quasi-judicial bodies and Tribunals.  

• Company Secretary as IPR Expert  

The Company Secretaries can act as registered Trade Marks Agent and also advise their client on 

matters related to:  

─ IPRs under TRIPs Agreement of WTO 

 ─ Anti-dumping, subsidies and countervailing duties 

 ─ Foreign Trade Policy and Procedures (also issuing certificates thereunder)  

─ Intellectual Property licensing and drafting of Agreements.  

• Company Secretary as Expert beyond Company Law  

Corporate Laws Advisory Services extend beyond the boundaries of Companies Act into the 

following laws and activities: 

 ─ SEBI Act, Securities Contracts (Regulation) Act and Rules and Regulations made thereunder 

 ─ Depositories Act 

 ─ Foreign Exchange Management Act  

 ─ Labour and Industrial Laws 

─ Intellectual Property Rights  

– Protection, Management, Valuation and Audit  

─ Drafting of Legal Documents , etc. 



CS PROFESSIONAL 

CS SOMYA KATARIA  7.10 

• Company Secretary as Other Services Provider  

Appointments on the basis of expert knowledge: 

 ─ Scrutinizer for e-voting process in a fair and transparent manner 

 ─ Company Liquidator/ Provisional Liquidator 

─ Part of Expert Panels of various Government, Judicial and Quasi-Judicial Bodies Under other laws: 

Issue of shares and other securities:  

─ Advisor/consultant in issue of shares and other securities  

─ Listing/delisting of securities with recognized stock exchange  

 ─ Raising of funds from international markets ADR/ GDR/FCCBs/FCEBs/ ECB 

 ─ Due diligence. Banking Services  

 ─ Diligence Report and Certification in respect of Consortium/Multiple banking arrangement made 

by Scheduled Commercial Banks/Urban Co-operative Banks 

─ Ensuring compliance of the Takeover Regulations and other applicable laws  

─ Acting as Compliance Officer and ensuring compliance with Prohibition of Insider Trading 

Regulations. Finance, Accounting and Taxation Services , etc. 

Overview of various Industry 

1. Banking Industry 

The digital payments revolution has trigger massive changes in the way credit is disbursed in India. 

Enhanced spending on infrastructure, speedy implementation of projects and continuation of 

reforms are expected to provide further impetus to growth. All these factors showing that India’s 

banking sector is also poised for robust growth as the rapidly growing business would turn to banks 

for their credit needs. Also, the advancements in technology have brought the mobile and internet 

banking services to the fore.  

In India, there are various types of banks and they were set up under different Acts passed by the 

Central and State Governments, the various types constitution under the Banking industries 

includes: 

 ─ Listed Private Sector Banks incorporated as Companies 

 ─ Listed Public Sector Banks constituted under Banking Companies (Acquisition and Transfer of 

Undertaking) Act, 1970 and 1980. 

 ─ Unlisted Public Sector Banks  

─ Cooperative banks 

 The Banking Companies are regulated by the following Laws: 
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 ─ Companies Act, 2013  

─ Banking Companies (Acquisition and Transfer of Undertaking Act, 1970 and 1980 and Regulations 

made thereunder 

 ─ Insolvency and Bankruptcy Code, 2016 

 ─ The Securitisation and Reconstruction of Financial Assets And Enforcement of Security Interest      

Act, 2002 

 ─ The Recovery of Debts Due to Banks and Financial Institutions Act, 1993 

 ─ Banking Regulation Act, 1949 

 State wise Registrars of Cooperative Societies and laws made there under 

 ─ Circulars issued by RBI 

 ─ Consumer Protection Act. 

 ─ Payment and Settlement Systems Act, 2007  

─ The Bankers’ Books Evidence Act, 1891  

─ Credit Information Companies (Regulation) Act, 2005 

 ─ Prevention of Money Laundering Act, 2002 

 ─ The Deposit Insurance and Credit Guarantee Corporation Act, 1961  

─ Industrial Disputes (Banking and Insurance Companies) Act, 1949 

 ─ Information Technology Act, 2000 

 The banking Concerned Tribunals are  

 • RBI 

 • Debt Recovery Tribunal  

• NCLT and NCLAT  

• Banking Ombudsman  

• The Banking Codes and Standards Board of India  

 

International Banking: Foreign Exchange Management Act 1999  

To conserve foreign exchange and to it to facilitate external trade and payments and also to misuse 

develop foreign exchange markets in India Violation of FERA was a criminal offence Violation of 

FEMA is a civil offence Offences under FERA were not compoundable Offences under FEMA are 
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compoundable While many restrictions were part of FERA in respect Almost all current account 

transactions are free except of transfer of funds a few FERA was draconian criminal law FEMA is a 

civil law.  

2. Tourism and Hospitality  

This sector has emerged as one of the key drivers of growth in India. The tourism industry in India is 

an important employment generator and an important source of earning foreign exchange for the 

country. It has a huge growth potential. India is projected to be number one for the growth in the 

wellness tourism sector in the next five years. According to the World Travel and Tourism Council 

(WTTC), Indian tourism will be one of the most rapidly growing industries in the world. 

The laws applicable to the tourism industry can broadly be classified in to the following categories:  

1. Legal and Regulatory Framework in Travel and Tourism 

  2. Transport Legislation 

 3. Contract legislation in relation to Travel and Tourism customers  

4. Business Ethics in Travel and Tourism Sector 

5. Forex Management 

6. Medical Tourism 

7. Event Laws & Permissions 

8. Law relating to Management of Tourism in Tribal Areas 

9. Laws relating to Setting up Travel Agency & Tour Operation Unit 

3. Telecommunication  

The Indian telecom sector is expected to generate four million direct and indirect jobs over the next 

five years according to estimates by Randstad India. The employment opportunities are expected to 

be created due to combination of government’s efforts to increase penetration in rural areas and 

the rapid increase in smartphone sales and rising internet usage.  

The mobile industry is expected to create a total economic value of Rs 14 trillion (US$ 217.37 billion) 

by the year 2020. It would generate around 3 million direct job opportunities and 2 million indirect 

jobs during this period@. India’s smart phone market grew 14 per cent year-on-year to a total of 124 

million shipments in 2017. Rise in mobile-phone penetration and decline in data costs will add 500 

million new internet users in India over the next five years, creating opportunities for new 

businesses. 
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4. Cement  

The housing and real estate sector is the biggest demand driver of cement, accounting for about 65 

per cent of the total consumption in India. The other major consumers of cement include public 

infrastructure at 20 per cent and industrial development at 15 per cent.  

The Indian cement industry is dominated by a few companies. The top 20 cement companies 

account for almost 70 per cent of the total cement production of the country. Specific Laws 

applicable to the cement sector includes:  

 Cement Control Order, 1967  

 Cement Cess Rule, 1993 

 Cement (Quality Control) Order 2003 ─ 

 Bureau of Indian Standards Rules, 1987  

 Limestone and Dolomite Mines Labour Welfare Fund Act, 1972  

  Mines and Minerals (Development and Regulation) Act, 1957  

  Mineral Conservation and Development Rules, 1988, ETC.  

5. Gems and Jewellery Industry 

 India is deemed to be the hub of the global jewellery market because of its low costs and availability 

of high skilled labour. India is the world’s largest cutting and polishing centre for diamonds, with the  

cutting and polishing industry being well supported by government policies.  

The gems and jewellery market in India is home to more than 300,000 players, with the majority 

being small players. Its market size is about US$ 75 billion as of 2017 and is expected to reach US$ 

100 billion by 2025. It contributes 29 per cent to the global jewellery consumption. India is one of 

the largest exporters of gems and jewellery and the industry is considered to play a vital role in the 

Indian economy as it contributes a major chunk to the total foreign reserves of the country. UAE, US, 

Russia, Singapore, Hong Kong, Latin America and China are the biggest importers of Indian jewellery. 

The Goods and Services Tax (GST) and monsoon will steer India’s gold demand going forward. 

6. Automobile  

 The Automobile Industry contributes around 7.1% to India’s GDP by volume.  

  India poised to be the third largest automotive market in the world by 2020.   

 India is also the fourth largest producer in the world with an annual production of 25 million 

vehicles in 2016-17 and is the largest manufacturer of two-wheelers, three-wheelers and 

tractors in the world.  

 India is home to four large auto manufacturing hubs: Delhi-Gurgaon-Faridabad in the north, 

Mumbai-Pune-Nashik-Aurangabad in the west, Chennai-Bengaluru-Hosur in the south and 

Jamshedpur-Kolkata in the east.  

 Six million-plus hybrid and electric vehicles to be sold annually, by 2020. 

  FDI received by the sector between April 2000 and December 2017- USD 18.43 Billion. 
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Specific Laws applicable to the automobile sector includes 

 ▪ Motor Vehicles Act 1988  

▪ The Central Motor Vehicle Rules, 1989 

 ▪ Respective State Automobile Laws 

 7. Automobile Components  

 Size of the Indian Auto Component Industry is around USD 43.5 billion (2016-17) and 

contributes 2.3% to India’s Gross Domestic Product (GDP).  

 Auto Component Industry registered a Compound Annual Growth Rate (CAGR) of 7% over 

2011-12 to 2016-17.  

 Indian auto component industry is expected to register a turnover of USD 115 billion by 

2020-21 and USD 200 billion by 2026.  

 In the last financial year, the auto component exports contributed 4% to India’s overall 

exports.  

 Exports increased to USD 10.90 billion in 2016-17. 

  Domestic Aftermarket in 2016-17: USD 8.4 billion.  

  The industry is projected to be the third largest in the world by 2025.  

Specific Laws applicable to the automobile Component sector includes 

           ▪ The Motor Vehicles Rules, 1989 (Amendment in the year 2005) for Auto Components       

Industry 

           ▪ Safety standards by Automotive Industry Standard Committee & Bureau of Indian Standards 

etc. 

8. Aviation  

  India is the world’s fastest growing domestic aviation market, and has posted the fastest 

full year growth rate for three years in a row now.  

 India’s Revenue Passenger Kilometre (RPK) growth of 17.5% was higher than the global 

average growth of 7% in 2017.  

 At USD 16 billion,      India’s aviation market is currently the 9th largest in the world and is 

projected to be the 3rd largest by 2020, and largest by 2030.  

 More than 80 international airlines connecting to over 40 countries. 

 Specific Laws applicable to the Aviation sector includes 

 Aircraft Act 1934  

 Aircraft public health rules 1954 

  Unlawful seizure against safety of civil aviation 1982  

  Anti-hijacking Act 1982  

  Anti-hijacking (Amendment) Act 1994  

  Air corporations (transfer of undertakings and Repeal)Act 1994  

  The Airports Authority of India (Amendment) Act, 2003  
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  The Carriage by Air Act(Amended) 2009, ETC.  

9. Biotechnology   

  India has the second highest number of United States Food & Drug Administration (USFDA) 

approved plants.  

 No.1 producer of Hepatitis B vaccine recombinant.  

  Indian biotech industry shall touch USD 100 billion by 2025. 

  Large consumer base with increasing disposable income. 

Specific Laws applicable to the Biotechnology sector includes  

  Rules for the manufacture, Use/Import/Export and storage of hazardous micro organisms/  

Genetically engineered organisms or cell, 1989 

  Revised recombinant DNA safety guidelines  

 Guidelines for research in transgenic plants and guidelines for toxity and allergen city 

evaluation of transgenic seeds, plants and plant parts, 1998  

 The plants, Fruits and Seeds (Regulation of import in India) Order 1989 issued under the 

destructive Insects and Pests Act, 1914  

  Guidelines for generating Preclinical and Clinical data for DNA Therapeutics,1999 National 

Seed policy 2002 

  Seeds Act, 1966  

 EXIM Policy Pertaining to Biotechnology  

  Environment Protection Act, 1986 pertaining to Biotechnology , ETC. 

10. Chemicals  

 Sixth largest producer of chemicals worldwide and third largest producer in Asia. (by 

output) .  

 The size of Indian chemicals sector for the year 2015-16 was USD 142 billion.  

  During 2016-17, production of total major chemicals and basic petrochemicals stood at 

25739 thousand MT, while that of major chemicals was 10234 thousand MT.  

  Total export of Chemicals and Chemical Products in 2016-17-USD 29 billion.  

  Chemicals sector also acts as a key enabling industry and provides support for variety of 

other sectors like agriculture, construction, leather etc  

Specific Laws applicable to the Biotechnology sector includes the Manufacture, Storage, Import of 

Hazardous Chemicals Rules, 1989  

11. Construction  

  USD 650 Billion investments in urban infrastructure estimated over next 20 years.  

 100% Foreign Direct Investment (FDI) permitted through the automatic route for townships, 

cities.  

  Dedicated Fund for Affordable Housing under National Housing Bank.  

  Identification of 99 Smart Cities, having an outlay of USD 31.38 billion.  

 



CS PROFESSIONAL 

CS SOMYA KATARIA  7.16 

Specific Laws applicable to the Construction sector includes  

 Building And Other Construction Workers (Regulation Of Employment and Conditions Of 

Service) Act, 1996 

  The Building and Other Construction Workers (Regulation of Employment and Conditions of 

Service) Central Rules, 1998  

  The Building And Other Construction Workers’ Welfare Cess Act, 1996 

  Building and Other Construction Workers Welfare Cess Rules, 1998  

  State Construction Laws. 

 12. Defence Manufacturing  

 India has the third largest armed forces in the world. ─ 

 The allocation of Defence in the India's union budget is approx USD 34.53 billion and 31.1% 

of the defence budget is spent on capital acquisitions.  

 60% of defence related requirements are met by imports which offers a huge opportunity 

for import substitution.  

13. Electrical Machinery  

 In 2016-17, the size of Indian Electrical Equipment Industry exceeded USD 25 billion.  

  The sector contributes about 8% to manufacturing sector in terms of value, and 1.5% to the 

overall GDP.  

  Estimated market value is expected to reach USD 100 billion by 2022.  

 To provide employment, both directly and indirectly to 3.5 million people by 2022.  

14. Electronic Systems  

 The electronics market of India is one of the largest in the world and is anticipated to reach 

USD 400 billion by 2020.  

 India ranks third among global startup ecosystems.  

  Several government driven initiatives and incentives like  Electronics Development Fund 

(EDF), Electronics Manufacturing Clusters (EMCs) scheme, Modified Special Incentive 

Package Scheme (M-SIPS). 

  100% FDI is allowed through automatic route (49% through automatic route in strategic 

defence electronics sector). 

 15. Food Processing  

 200.9 million hectares of the Gross Cropped Area in 2013-14.  

 141.4 million hectares of Net Sown Area. 

  127 agro-climactic zones  

 9 Mega Food parks operationalized, 42 got sanctioned. 

  NiveshBandhu, an investor one-stop platform. 
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 Specific Laws applicable to the food processing sector includes:  

 Essential Commodities Act, 1955 (In Relation To Food)  

 Export Quality Control And Inspection Act, 1963  

  National Food Security Act, 2013  

 Food Safety & Standard Act 2006  

  Food Safety and Standards Rules, 2011  

  Food Safety and Standards (Packaging and Labelling) Regulations, 2011  

  Food Safety and Standards (Licensing and Registration Of Food Businesses) Regulations, 

2011   

  Food Safety and Standards (Prohibition And Restrictions On Sales) Regulations 2011  

  Food Safety and Standards (Food Products Standards And Food Additives) Regulations, 

2011  

  Respective State Food Laws, ETC.  

16. IT & BPM  

 IT-BPM sector accounts for largest share in total Indian services export (45%).  

  IT-BPM sector accounts for 56% of the total global outsourcing market.  

  640 offshore development centres in more than 80 countries.  

  Indian IT & BPM industry is expected to grow to USD 300 billion by 2020.  

  IT - BPM sector constitutes ~ 9.3% of India's GDP.  

  IT-BPM is the largest private sector employer - delivering 3.7 million jobs. 

 Specific Laws applicable to the Information Technology sector includes:  

 The Patents Act 1970 & Patent Rules 2003  

  Trade Marks Act, 1999  

 Trade Marks Rules, 2001  

  Information Technology Act 2000; Information Technology (Amendment) Act 2008 & Rules 

for the Information Technology Act 2000  

  Designs Act, 2000  

 17. Leather  

 Indian leather sector stands at USD 17.85 billion (Exports – USD 5.85 billion, Domestic 

Market – USD 12 billion).  

  India accounts for 12.93% of the world’s leather production of hides/skins. 

   High Growth projected in the next five years.  

 Indian leather industry has one of the youngest work force with 55% of workforce below 35 

years of age. 

  India is the second largest producer of footwear and leather garments in the world. 
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 18. Media And Entertainment  

 INR 204 Billion film industry by 2019.  

 INR 1,026 Billion in 2014 revenues.  

  Second largest TV market in the world.  

  168 Million television households in 2014.  

  INR 45 Million animation industry.  

  800 TV channels.  

Specific Laws applicable to the Media and Entertainment sector includes: 

  The Press And Registration Of Books Act, 1867  

  The Registration Of Newspaper (Central) Rules, 1956  

  Working Journalists and Other Newspaper Employees (Condition Of Service) And 

Miscellaneous Provisions Act, 1955  

  The Working Journalists (Conditions Of Service) And Miscellaneous Provisions Rules, 1957 

 The Working Journalists (Fixation Of Rates Of Wages) Act, 1958  

 The Newspaper (Price And Page) Act, 1956  

 The Delivery Of Books 'And Newspapers' (Public Libraries) Act, 1954  

  The Delivery Of Books (Public Libraries) Rules, 1955.  

  Press Council Act, 1978  

  Sports Broadcasting Signals(Mandatory Sharing with PrasarBharti), 2007  

  Press (Objectionable Matters) Act, 1951  

 Copyright Act, 1957  

 Cine Workers and Cinema Theatre Workers (Regulation of Employment) Act, 1981  

 Cine Workers Welfare Cess Act, 1981  

 Cine Workers Welfare Fund Act 1981  

 The Drugs And Magic Remedies (Objectionable Advertisements) Act, 1954  

 The Drugs And Magic Remedies (Objectionable Advertisements) Rules, 1955  

 The Young Persons (Harmful Publications) Act, 1956  

 The Dramatic Performances Act, 1876 (Relevant Provisions)  

 The Cinematograph Act, 1952   

  The Cinematograph (Certification) Rules, 1983  

 Drug And Cosmetics Act 1940  

  Drugs (Price Control) Order 1995  

  The Indecent Representation Of Women (Prohibition) Act 1986 , ETC. 

19. Mining  

 Mining sector is one of the core sectors of economy. It provides basic raw materials to many 

important industries.  

  Mining sector (including fuel, atomic, major and minor minerals) contributed about 2.4% of 

GDP in 2014-15 as per the data released by Central Statistical Organization under Ministry 

of Statistics &Programme implementation. 
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 India is a mineral rich country and has favourable geological milieu which is yet to be fully 

explored, assessed and exploited. Its geological setup is similar in many ways to that of 

resource rich countries like Canada, Australia, Brazil, South Africa, Chile and Mexico etc..  

 The Mines & Minerals (Development & Regulation Act), which governs the mineral sector, 

has been amended recently, by the Government. 

 The amendment removed discretion by instituting auction to be sole method of grant of 

major mineral concessions and, thereby bringing in greater transparency 

 Transferability of captive leases, allowed by recent amendment in MMDR Act in 2016. 

Specific Laws applicable to the Mining sector includes:  

 The Mines Act, 1952  

  The Mines Rules, 1955 

  Coal Mines (Conservation and Safety) Act, 1952 

  Coal Mines Regulations, 1957  

 The Coal Mines Regulations, 2006  

 The Mines and Mineral (Regulation and Development) Act, 1957 & Rules, 1988  

20. Oil And Gas  

Sector Highlights: 

635 million metric Tonnes (MMT) of proven oil reserves (2P). ─ 54 trillion cubic Feet of 

proven natural gas reserves and 96 trillion cubic Feet of estimated Shale gas reserves. ─ 

Third largest consumer of crude oil and petroleum products in the world and second largest 

refiner in Asia. ─ 60% of the prognosticated reserves of 28,000 MMT are yet to be harnessed 

─ Regasified Liquified Natural Gas (RLNG) regasification facility is likely to increase from 47.5 

MMTPA* by 2022 from a current level of 22 MMTPA. *million metric tonnes per annum  

Applicable Specific Laws  

Any E & P project in India is governed by various acts, rules, and regulations set by Government at 

the national level and other regulatory agencies at the state and local level. Some of the acts 

applicable specifically to Oil and Gas sector are:  

• Petroleum Act, 1934 (Act no. 30 of 1934) and the rules made there under 

• The Oilfields (Regulation and Development) Act 1948 (53 of 1948) 

• The Petroleum pipelines (Acquisition of Right of User in land) Act, 1962 (50 of 1962) 

• The Oil Industry (Development) Act, 1974 (47 of 1974) and Rules  

• Kerosene (Restriction on use and fixation of price) Order, 1993  

• Kerosene (Fixation of Ceiling prices) Order, 1970  

• Paraffin Wax (supply, Distribution and Price Fixation) Order, 1972  

• Light Diesel Oil (Fixation of Ceiling Price) Order, 1973  
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• The ESSO (Acquisition of Undertaking in India) Act, 1974 (4 of 1974) 

 • Furnace Oil (Fixation of Ceiling Price and Distribution) Order, 1974  

• The Burmah-Shell (Acquisition of Undertaking in India) Act, 1976 (2 of 1976), ETC..  

21. Pharmaceuticals  

 At the same time, Indian pharmaceuticals market is expected to touch USD 55 billion by 

2020 from USD 36.7 billion in 2016, growing at a compound annual growth rate (CAGR) of 

15.92 per cent  

  By 2020, India is likely to be among the top three pharmaceutical markets by incremental 

growth and sixth largest market globally in absolute size  

 There are over 10,500 manufacturing units and 3,000 pharma companies in India. Over 

60,000 generic brands exist across 60 therapeutic categories  

 India accounts for 20% of global exports in generics, making it the largest provider of generic 

medicines globally. Indian vaccines are exported to 150 countries 

Specific Laws applicable to the Pharmaceuticals sector includes  

  The Drugs and Cosmetics Act, 1940 & Amendment 2008  

  the drugs and cosmetics rules, 1945  

 The Pharmacy Act, 1948  

 The Drugs and Magic Remedies (Objectionable Advertisement) Act, 1954  

 Drugs (Magic Remedies) Objectionable Advertisement Rules, 1955  

 The Narcotic Drugs and Psychotropic Substances Act, 1985  

 Special Permits and Licences Rules, 1952  

 The Medicinal and Toilet Preparations (Excise Duties) Act, 1956  

 The Drugs (Prices Control) Order 1995 (under the Essential Commodities Act) ▪ Essential 

Commodities Act,1955, ETC. 

NATIONAL AND INTERNATIONAL DEVELOPMENTS 

 A Company Secretaries are globally recognized as the part of the senior management of the 

company. However, the company secretaries are typically named a Corporate Secretary or Secretary 

in the various countries according to the prevailing law in such country. 

The company secretary ensures that an organisation complies with relevant legislation and 

regulation, and keeps board members informed of their legal responsibilities. Company secretaries 

are the company’s named representative on legal documents, and it is their responsibility to ensure 

that the company and its directors operate within the law. The Board as a whole, particularly the 

chairman, relies on the company secretary to advise them not only on Role of the directors’ and 

their statutory duties under the prevailing law, and various disclosure obligations but also in respect 

of corporate governance requirements and practices and effective board processes. Private 

companies have traditionally been required by law to appoint one person as a company secretary, 

and this person will also usually be a senior board member.  
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1. Role as a Guide Company Secretaries, with their knowledge and expertise, play a lead 
role in guiding promoters, directors and society at large in adopting 
good Corporate Governance practices, beyond the merely legal 
prescriptions that adds value to the business by enhancing its image 
among its customers. A Corporate Secretary is now: 
 • an active partner with the directors to ensure Board effectiveness 
and good governance  
• an advisor to the Board to ensure that policy and intent are 
manifested correctly  
• a resource to provide trends and information; and 
• the ombudsman for all members of the co-operative community to 
ensure a commitment to the values that are important for the 
society. 

2. Role as a Regulator Company Secretaries are highly valued and relied upon by regulators 
for compliances and they are considered as the first level regulators 
at the corporate level. They act as the link and interface between 
industry and regulators.  
Laws are getting liberal as well as complex and changing very fast. CS 
must be updated about regulatory changes and must educate and 
update management about changes in the applicable laws and their 
likely impact on the company and the domestic environment as well 
as economy as a whole.   

3. Role as a Champion of 
Good Corporate 
Governance 

Company Secretaries have played a vital role as a bridge between 
society and business. The profession of Company Secretaries is seen 
by society as the champion of good corporate governance, in 
ensuring that corporates: 

 run their businesses in accordance with the laws of the land; 

 follow ethical and honest practices in business; 

 protect and promote the interests of investors who invest 
their hard earned savings in the capital of the company; 

 maintain transparency and provide correct and adequate 
information and disclosures about their business activities;  

 run their business in a sustainable manner; and  

 work in the larger interests of society 

4. Role in Investor 
Education and Protection 

An informed investor is more precious than the investment. Investors 
provide the much needed capital which, combined with 
entrepreneurial skills, results in successful corporate. Therefore, it is 
very important that investors are educated, enlightened and well 
informed to be able to take sound investment decisions and to 
protect their interests. It upholds shareholders democracy and 
investor protection in many ways.  
The CS is expected to maintain and broaden public confidence and 
perform all professional responsibilities with the highest sense of 
integrity. 

5. Role as a Global Leader A Company Secretary has emerged as a key professional in the 
corporate management providing solutions to the core management 
team and harmonise the basic decision making process to bring it in 
line with key factors of the corporate world. Global leadership may 
be referred to as capacity to unify a diverse workforce around a 
single purposeful vision, through demonstration of personal mastery, 
thinking globally, anticipating opportunity and using shared 
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leadership networks.  
Thus a company secretary as a global leader thinks globally, 
anticipates opportunity, creates a shared vision, develops and 
empowers people, appreciates cultural diversity, builds teamwork 
and partnerships, embraces change, encourages constructive 
challenge, ensures customer satisfaction, achieves a competitive 
advantage, demonstrates personal mastery, shares leadership and 
lives the values. 
 

6. Role of Conscience 
Keeper 

Poverty, illiteracy, employment, drinking water, sanitation and 
health, environment, regional imbalances etc., are problems which 
need to be addressed at all levels. The government is continuously 
making efforts to improve the situation and the corporate sector, as 
it has the requisite size, resources and reach, has the social 
responsibility to augment and support the efforts of the government. 
The profession of Company Secretary plays the role of conscience 
keeper and torch bearer in educating and motivating corporates to 
play their role in promoting growth.  

7. Role as Support to the 
chairman 

The company secretary has a duty to advise the Board, through the 
chairman, on all governance matters. Together they should 
periodically review whether the Board and the company’s other 
governance processes are fit for purpose, and consider any 
improvements or initiatives that could strengthen the governance of 
the company. The relationship between the company secretary and 
the chairman is central to creating an efficient Board.  

8. Role in Board and 
committee processes 

The company secretary plays a leading role in good governance by 
helping the Board and its committees function effectively and in 
accordance with their terms of reference and best practice. Providing 
support goes beyond scheduling meetings to proactively managing 
the agenda and ensuring the presentation of high quality up-to-date 
information in advance of meetings. This should enable directors to 
contribute fully in board discussions and debate and to enhance the 
capability of the Board for good decision making.  

9. Role in Board 
development 

All directors should have access to the advice and services of the 
company secretary. The company secretary should build effective 
working relationships with all board members, offering impartial 
advice and acting in the best interests of the company. In promoting 
board development the company secretary should assist the 
chairman with all development processes including board evaluation, 
induction and training. This should involve implementing a rigorous 
annual Board, committee and individual director assessment and 
ensuring actions arising from the reviews are completed. Further, the 
company secretary should take the lead in developing tailored 
induction plans for new directors and devising a training plan for 
individual directors and the Board. 

10. Communication with 
stakeholders 

The company secretary is a unique interface between the Board and 
management and as such they act as an important link between the 
Board and the business. Through effective communication they can 
coach management to understanding the expectations of, and value 
brought by the Board. The company secretary also has an important 
role in communicating with external stakeholders, such as investors, 
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and is often the first point of contact for queries. The company 
secretary should work closely with the chairman and the Board to 
ensure that effective shareholder relations are maintained.  
 

11. Disclosure and 
reporting 

The company secretary usually has responsibility for drafting the 
governance section of the company’s annual report and ensuring 
that all reports are made available to shareholders according to the 
relevant regulatory or listing requirements. 

 

 



Lesson 8 Audits 

OVERVIEW AND INTRODUCTION OF VARIOUS AUDITS 

 An audit refer to a systematic and independent examination of books, accounts, statutory 

records, documents and vouchers of an organization to ascertain that how far the financial and 

non-financial statements and disclosures present a true and fair view of the Company. 

The audit can be classified in to two type of audit i.e. the Financial Audit and the Compliance 

Audit, the Financial Audit cover the Statutory Audit, Cost Audit and Internal Audit whereas the 

Compliance Audit cover the Secretarial Audit, CSR Audit, and Corporate Governance Audit, Take 

over Audit, Insider trading Audit, Labour law Audit, Cyber Audit, System Audit, Social Audit and 

Forensic Audit, Related Party Audit etc. The companies as a part of the internal review 

periodically conduct the audits of other functions of the organization like Stock Audit, HR Audit, 

Branch Audit, Performance Audit, IT Audit and Environment Audit etc. which helps in the 

development of the internal function of the company.  

Sections 139 to 147 under chapter X of the Companies Act, 2013 along with the Companies 

(Audit and Auditors) Rules, 2014 contain provisions regarding audit and auditors covering the 

Appointment, Removal, Resignation of auditors, eligibility, qualifications and disqualifications of 

auditors, Remuneration of auditors, Powers and duties of auditors etc. for the statutory 

auditors of the company. The Companies Act, 2013 contains the provisions relating to the 

following Audits:  

1. Internal Audit (Section 138) 

 2. Statutory Audit (Section 139 to 147) 

 3. Cost Audit (Section 148)  

4. Secretarial Audit (Section 204)  

 

1. CORPORATE GOVERNANCE AUDIT 

Audit of corporate governance processes provides assurance to the various stakeholders that 

all the required governance activities have been accomplished and what remains otherwise 

thereby assisting stakeholders in making an informed decision. Stakeholders don’t like to 

receive surprises and audit of corporate governance activities shall ensure and effective check 



mechanism on the supervisory and managerial layers of a business enterprise. Corporate 

Governance Audit mechanism works primarily through Audit Committee and the Auditor. 

 Scope of Audit of Corporate Governance Activities 

 1. Financial and non-financial stakeholders  

2. Boards of Directors (Composition, Mix, Independence)  

3. Committees of the Boards and terms of References  

4. Control Environment (Accounting, Controls, Internal and External Audit)  

5. Risk Management  

6. Transparency and Disclosure of financial information and executive compensation  

7. Strategic plans, programs and guidance on social responsibilities.  

2. CSR AUDIT 

 A Corporate Social Responsibility audit aims at identifying environmental, social or governance 

risks faced by the organization and evaluating managerial performance. Contrary to common 

belief CSR is more than basic legal compliance and is highly connected with and affects 

organization’s bottom line.  

Purpose of CSR Audit: 

 • To ensure compliance with the provisions of Companies Act, 2013 with respect to 

constitution of the Committee, adoption of policy and appropriate spending towards CSR 

activities. 

 • To facilitate transparent monitoring mechanism and a mentor for the Company’s CSR 

activities and implementation of CSR policy.  

• To evaluate internal control and governance framework.  

• To assess the project life cycle. 

 • To conduct financial review of projects to confirm the utilization of budgets for achieving 

desired outcomes.  

Though the Companies Act, 2013 does not prescribed for the CSR Audit, but the Companies’ 

voluntarily undertake the CSR Audits to measure effectiveness of the CSR Programmes of the 

company.  



3. INSIDER TRADING AUDIT 

 In India the SEBI (Prohibition of Insiders Trading) Regulation, 2015 is the Primary Regulation 

which covers the insider trading activities. The Directors, Agents and other officers were found 

to be using insider information for profitably speculating in securities of their own Company.  

The insider trading occurred due to (i) the possession of information by these people; (ii) before 

everybody else; (iii) Regarding the changes in the Economic condition of Companies and 

particularly, regarding the size of dividends to be declared, or issue of Bonus shares etc. The 

SEBI (Prohibition of Insider trading) Regulations, 2015 provides that the Board may appoint a 

qualified auditor to investigate into the books of account or the affairs of the insider or any 

other person as may be directed by the Board. 

 Also, SEBI has put in place a mechanism for preventing and controlling insider trading by 

putting primary responsibility to monitor and regulate insider trading activities on the company 

through the compliance officer and Audit Committee. For the purpose of ensuring compliance 

with the insider trading regulations, the following would be some of the essential inputs to 

enable review and to report the status:  

• Code of conduct, framed in the lines of Model code specified in the Schedule I of Insider 

Trading Regulations,  

•Appointment of compliance officer;  

• Responsibility discharged by the Compliance officer, preservation of Price sensitive 

information, closing of specific trading window;  

• Prior approval of trading;  

• Reporting requirement by the directors / officers / designated employees;  

• Restricted list for trading; 

 • Disclosure by any person holding more than 5% of shares or voting rights and promoter or 

promoter group, code of corporate disclosure policy.  

 

 

 

 



4.  LABOUR LAW AUDIT  

Labour Law Audit is a process of facts findings and it is a continuous process. Labour Law Audit 

ensures a win - win situation for all the stakeholders. Audit under the Labour and Employment 

laws is an effective tool for compliance management of labour, employment and Industrial 

laws.  

Though Labour Law Audit is not compulsory, but it is highly recommendatory to conduct this 

audit. Audit helps to detect non-compliance of labour and employment laws applicable to a 

business and take corrective measures to avoid any unwarranted legal actions by the regulators 

against the business and its management.  

Labour audits seek to determine employee attitudes toward the employer and to identify 

possible areas of vulnerability to a union organizing drive. Labour audit cover all labour 

legislations applicable to an Industry/Business or any other commercial establishment, wherein 

audit is being conducted by the Labour Law Auditor.  

5. CYBER AUDIT 

 In Cyber audit team of professional conducts an organizational review to ensure that the 

correct and most up to date cyber and IT processes and infrastructure are being applied. A 

cyber audit also includes a series of tests that guarantee that information security meets all 

expectations and requirements within an organization.  

In Cyber Audit the Internal auditors and risk management professionals have key roles to play 

in the Information Management function of the company. In the era of global digital economy it 

is critical to protecting enterprise information from the insider as well as the outsider hackers. 

The internal audit department plays a vital role in cyber security auditing in many organizations, 

and often has a dotted-line reporting relationship to the audit committee to ensure an 

independent view is being communicated to the board on the Data Security.  

Internal Audit should support the board’s need to understand the effectiveness of cyber 

security controls. A cyber security assessment drives a risk-based IT internal audit plan. Audit 

frequency should correspond to the level of risk identified, and applicable regulatory 

requirements/expectations. 

 

 

 



6. ENVIRONMENT AUDIT 

 Environmental audit is a general term that can reflect various types of evaluations intended to 

identify environmental compliance and management system implementation gaps, along with 

related corrective actions and it has a wide variety of meanings. Environmental Audit refers to 

verification and assessment of environmental measures in an organisation. 

 There are generally two different types of environmental audits:  

 Compliance audits and  

 Management systems audits.  

These audits are intended to review the site's/company's legal compliance status in an 

operational context. Compliance audits generally begin with determining the applicable 

compliance requirements against which the operations will be assessed. This tends to include 

Central Law, State Laws, permits and local laws. In some cases, it may also include requirements 

within legal action.  

NEED FOR ENVIRONMENT AUDIT 

 • Business can assess the environmental impact of their operations.  

• To ensure that the corporate decisions are not spoiling company’s market for its products, 

destroying the source of essential supply, damaging or polluting the very infrastructure that 

makes usage and demand of the product grow.  

• It highlights areas of inefficiencies in process e.g. where the amount of resources used are out 

of proportion to the amount of saleable items/ services produced.  

• It highlights excessive wastes.  

• It provides opportunity for business to decrease its wastes output and reduce the cost of 

waste treatment or waste disposal.  

7. FORENSIC AUDIT  

Forensic Audit is a dynamic and strategic tool in combating corruption, financial crimes and 

frauds through investigations and resolving allegations of fraud and embezzlement. It may be 

conducted to determine negligence. Forensic is the application of science to crime concerns. 

Forensic science is science which is applied to legal matters especially criminal matters.  

 Recent corporate accounting scandals at various corporates forensic auditing has now 

considered as new area of auditing to detect the frauds in companies that suspected fraudulent 



transactions. A Forensic Audit is a comprehensive and systematic process involving a series of 

activities and tasks undertaken for establishing the accuracy and authenticity of the 

transactions under review.  

The object of forensic auditing is to relate the findings of audit by examining and gathering 

legally tenable evidence and producing it to the Court. In the process the corporate veil is lifted 

in case of corporate entities to identify the fraud and the persons responsible for it. Forensic 

auditing involves application of audit skills to legally determine whether fraud has actually 

occurred. The entire process includes planning, gathering evidence, reviewing the evidence and 

reporting of the same.  

Forensic Audit Report is statement of observation gathered & considered while proving 

conclusive evidence. It is a medium through which an auditor expresses his opinion under audit 

after the forensic audit investigation is completed.  

8. SOCIAL AUDIT 

 A social audit is a way of measuring, understanding, reporting and ultimately improving an 

organization’s social and ethical performance. Social auditing creates an impact upon 

governance. It values the voice of stakeholders, including marginalized/poor groups whose 

voices are rarely heard. Social auditing is taken up for the purpose of enhancing local 

governance, particularly for strengthening accountability and transparency in local bodies. A 

social audit is a formal review of a company's endeavors in social responsibility.  

A social audit is an official evaluation of an organization's involvement in social responsibility 

projects or endeavors. Factors examined by a social audit include records of charitable 

contributions, volunteer events, and efficient utilization of energy, transparency, work 

environment, and employees' wages. 

 Implications of Social Audit  

• Social auditing creates an impact upon governance. It values the voice of stakeholders, 

including marginalized/poor groups whose voices are rarely heard.  

• Social auditing is taken up for the purpose of enhancing local governance, particularly for 

strengthening accountability and transparency in local bodies. 

• Social Audit makes it sure that in democracy, the powers of decision makers should be used 

as far as possible with the consent and understanding of all concerned.  

 



9. TAKEOVER AUDIT 

 To provide the desired results to an investor and to ensure that the acquisition is executed in 

the most effective manner, the concept of the takeover audit has been evolved; the takeover 

audit provides a cost benefit analysis to suggest a strategic plan for the long term investment 

strategy.  

Takeover audit for merger/acquisition/ takeover could be done as three parts: pre-

acquisition, post-acquisition and sell-side. Internal auditors or professionals with this 

domain expertise can contribute significant value by ensuring that a vibrant due diligence 

process is in place and operating as intended. A rigorous audit vide due diligence process help 

companies take advantage of legitimate new business opportunities, while at the same time 

help minimize the risks. A strong audit cum due diligence process is critical to ensure that the 

acquirer is fully aware of all aspects of the proposed transaction and provides access to vital 

intelligence that is used to negotiate the final price and integrate the new subsidiary more 

effectively. 

ICSI AUDITING STANDARDS – AN OVERVIEW 

 ICSI members holding certificate of practice (PCS) have been casted an exclusive responsibility 

to undertake such audit of companies. Secretaries have been authorized first time to undertake 

and perform Auditing function under the Companies Act. PCS is required to provide his 

“Secretarial Audit Report” (Audit Report) in form MR-3 pursuant to the provisions of Section 

204(1) and Rule 9 of the Companies (Appointment & Remuneration Personnel) Rules 2014 to 

the members of the Company. First such audit reports were issued by PCS for the FY 2014-15. 

The present limits for companies to have mandatory secretarial audit is as under;  

• All listed companies; or 

 • Public Company having paid up share capital of Rs 50 cr or more; or  

• Public company having turnover of Rs 250 Cr or more.  

PCS has also been casted a duty to detect and report the frauds in the Companies while 

performing the duties as Auditor. The ICSI has setup an Auditing Standards Board for laying 

down the foundations of Company Secretaries Auditing Standards (CSAS) in India and for 

inculcation of best auditing practices among its members. Observance of ICSI auditing for 

standards by PCS, will lead to good governance, compliance and transparency among the 

companies. 



Lesson 9 Secretarial Audit 

SECRETARIAL AUDIT 

Secretarial Audit covers non-financial aspects of the business impact on the performance of the company and 

verifies compliances of applicable laws, regulations and guidelines. The Secretarial Audit postulates for an 

independent verification of the records, books, papers and documents by a Company Secretary to check the 

compliance status of the company according to the provisions of various statutes, laws and rules & regulations and 

also to ensure the compliance of legal and procedural requirements and processes followed by the company. 

Secretarial Audit is accordingly an independent and objective assurance activity intended to add value and improve 

operations of a company.  

 

NEED FOR SECRETARIAL AUDIT 

Secretarial Audit is the process of independent verification, examination of level of compliance of applicable 

Corporate Laws to a company. The audit process if properly devised ensures timely compliance and eliminates any 

un-intended non-compliance of various applicable rules and regulations. Secretarial Audit is to be on the principle 

of “Prevention is better than cure” rather than post mortem exercise and to find faults. Broadly, the need for 

Secretarial Audit is:  

• Effective mechanism to ensure that the legal and procedural requirements are duly complied with.  

• Provides a level of confidence to the directors & Key Managerial Personnel etc.  

• Directors can concentrate on important business matters as Secretarial Audit ensures legal and procedural 

requirements.  

• Strengthen the image and goodwill of a company in the minds of regulators and stakeholders.  

• Secretarial Audit is an effective governance and compliance risk management tool.  

• It helps the investor in analyzing the compliance level of companies, thereby increases the reputation.  

 

SECRETARIAL AUDIT & COMPANY SECRETARY IN PRACTICE (PCS) 

A Company Secretary in practice is a professional who is well-versed in matters of statutory, procedural and 

practical aspects of laws applicable to companies, both listed and unlisted public and private companies. A strong 

knowledge base makes him a competent professional to conduct Secretarial Audit. In terms of section 204(1), only 

a member of the Institute of Company Secretaries of India holding certificate of practice Lesson 9 Secretarial Audit 

187 (company secretary in practice) can conduct Secretarial Audit and furnish the Secretarial Audit Report to the 

company.  

 



APPLICABILITY OF SECRETARIAL AUDIT 

Section 204(1) of the Companies Act, 2013 read with rule 9 of the Companies (Appointment and Remuneration of 

Managerial Personnel) Rules, 2014 provides that-  

1. Every listed company;  

2. Every public company having a paid-up share capital of fifty crore rupees or more; or 

3. Every public company having a turnover of two hundred fifty crore rupees or more  

shall annex with its Board’s Report made in terms of sub-section (3) of section 134, a Secretarial Audit Report, 

given by a Company Secretary in practice, in form MR- 3.  

The term ‘Turnover’ has been defined in section 2(91) and amended under the Companies (Amendment) Act, 2017 

(effective from 09.02.2018 ) to mean the gross amount of revenue recognised in the profit and loss account from 

the sale, supply, or distribution of goods or on account of services rendered, or both, by a company during a 

financial year.  

In view of considering the turnover/paid up share capital as per latest audited financial statement, as has been 

provided in section 149 regarding the appointment of women director/ independent director, the thresholds 

specified in section 204 shall be required to be checked throughout the year. Therefore the secretarial audit report 

shall be required to be annexed with the Board report:  

(i) If any time during the year (in respect of which board report is prepared) any security of the company 

has remained listed on any recognised stock exchange; or  

(ii) If any time during the year (in respect of which board report is prepared) the company beena public 

limited company, having turnover of Rs. 250 crores or more or having paid up share capital of Rs. 50 

crores or more.  

 

Applicability of Section 204 to a Company which is a subsidiary of a Public Company 

Section 2(71) of the Companies Act, 2013 defines a “Public Company” as a company which  

(a)Is not a private company; and  

(b) Has a minimum paid-up share capital as may be prescribed.  

Provided that a company which is a subsidiary of a company, not being a private company, shall be deemed to 

be public company for the purposes of this Act even where such subsidiary company continues to be a private 

company in its articles. 

In view of this, it is clear that Section 204 is applicable to a private company which is a subsidiary of a public 

company, and which falls under the prescribed class of companies.  

With the Notification of SEBI (Listing Obligations and Disclosure Requirement) (Amendment) Regulations, 

2018, the Secretarial Audit is mandatory for listed entities and their material unlisted subsidiaries 

incorporated in India and shall be annexed with the Annual Report of the company.  



Format of Secretarial Audit Report 

The Secretarial Audit Report is to be submitted in a format prescribed under sub-rule (2) of rule 9 of the 

Companies (Appointment and Remuneration of Managerial Personnel) Rules, 2014, the format of the 

Secretarial Audit Report shall be in Form No. MR-3 which shall be issued by a Company Secretary in Practice.  

Appointment of Secretarial Auditor 

As per rule 8 of the Companies (Meetings of Board and its Powers) Rules, 2014, secretarial auditor is required 

to be appointed by means of resolution at a duly convened meeting of the Board of Directors of the company. 

The appointment of the Secretarial Auditor should be at the beginning of the financial year as secretarial audit 

entails checking of compliances on a continuous basis. As a good practice, the Secretarial Auditor should 

submit a report to the Board at the end of each quarter as to the compliances of the company.  

Benefits of a Secretarial Audit 

A secretarial non-compliance, a legal suit or other legal, ethical and governance problems can give rise to 

catastrophic effects on the continuing viability of the company. The Statute prescribes mandatory Secretarial 

Audits of bigger companies to provide necessary comfort to the Stakeholders. The Secretarial Audit lays the 

groundwork for the establishment of an ongoing Secretarial and Legal compliances and a prevention program 

to ensure the company’s goals, structure and ongoing operations are consistent with the latest developments 

in business and the law governing the Corporate Entities.  

The topics for audit would include choice and structure of the entity; the decisions of the board of directors 

and documentation (or lack thereof) relating to those decisions; observance of the Secretarial Standards and 

Board processes, protection of intellectual property; forms and methods of maintaining records, pending and 

threatened litigation, insurance coverage; listing under securities laws and compliance, and related trade 

regulations; labour laws, environmental laws; and a review of compliance of all industry specific laws such as 

laws relating to say, cement sector, fertilizer sector, sugar sector and so on.  

The risks of non-compliance with these many laws and regulations include:  

• Failure to keep proper books and records or non-compliance with the provisions of corporate laws and 

securities laws, executing certain unviable or undesirable corporate actions or transactions with related 

parties or loan to directors, issue, allotment and transfer of Security or otherwise, without proper authority of 

the Board of Directors or the General Meeting or the Memorandum of Association, etc., could lead to the 

ability by third parties to play with the stakeholder’s limited liability protection.  

• Failure to obtain proper approvals/permissions/licenses could lead to fines, penalties or/and imprisonment 

in some cases, even closure of the business by government or governmental agencies.  

• Failure to comply with certain laws and regulations may lead to initiation of action by the regulators like 

MCA, SEBI, RBI or others which may jeopardize the very stability of the financial and manufacturing 

operations.  

• Failure to adopt proper environment law compliance and policies which are reviewed periodically could give 

rise to governmental and civil liability.  



• Failure to keep accurate records and minutes of its decision-making procedures, such as proving that 

directors are exercising informed judgment, could subject the company and its board to liability to its 

shareholders and investors.  

• Failure to monitor the company’s reporting requirements may put the company into default with lenders or 

investors.  

• Company Secretary in Practice acts as an extended arm of the regulators in ensuring the compliances, 

Detecting and reporting any non-compliance before it takes seriously alarming shape. 

Other benefits to the Stakeholders are 

(a) Promoters - Secretarial Audit assures the promoters of a company that those in-charge of its management 

are conducting its affairs in accordance with the requirements of laws and the owner’s stake is not being 

exposed to unintended risks.  

(b) Non-executive/Independent directors- Secretarial Audit provides comfort to the Non-

executive/Independent Directors that appropriate mechanisms and processes are in place to ensure 

compliance with laws applicable to the company, thus mitigating any risk from a regulatory or governance 

perspective.  

(c) Government authorities/regulators - It also facilitates reducing the burden of the regulators in ensuring 

compliances and they can take timely actions against the offenders.  

(d) Investors- Secretarial Audit helps the investors in taking informed investment decision, as it evaluates the 

company in terms of compliance and governance norms being followed by the company.  

(e) Other Stakeholders- It is an effective due diligence exercise for the prospective investors or joint venture 

partners. Further Financial Institutions, Banks, Creditors and Consumers can measure the law abiding 

nature of company management.  

 

SCOPE OF SECRETARIAL AUDIT 

In terms of Form MR-3, the Secretarial auditor needs to examine and report the compliance of the following:  

(i)  The Companies Act, 2013 (the Act) and the rules made thereunder;  

(ii) The Securities Contracts (Regulation) Act, 1956 (‘SCRA’) and the rules made thereunder; 

(iii) The Depositories Act, 1996 and the Regulations and Bye-laws framed thereunder;  

(iv) Foreign Exchange Management Act, 1999 and the rules and regulations made thereunder to the extent of 

Foreign Direct Investment, Overseas Direct Investment and External Commercial Borrowings; 

(v) The following Regulations and Guidelines prescribed under the Securities and Exchange Board of India Act, 1992 

(‘SEBI Act’):-  

(a) The Securities and Exchange Board of India (Substantial Acquisition of Shares and Takeovers) Regulations, 2011;  

(b) The Securities and Exchange Board of India (Prohibition of Insider Trading) Regulations, 1992/ SEBI (Prohibition 

of Insider Trading) Regulations, 2015;  



(c) The Securities and Exchange Board of India (Issue of Capital and Disclosure Requirements) Regulations, 

2009/2018;  

(d) The Securities and Exchange Board of India (Employee Stock Option Scheme and Employee Stock Purchase 

Scheme) Guidelines, 1999/ SEBI (Share Based Employee Benefits) Regulations, 2014;  

(e) The Securities and Exchange Board of India (Issue and Listing of Debt Securities) Regulations, 2008; 

 (f) The Securities and Exchange Board of India (Registrars to an Issue and Share Transfer Agents) Regulations, 1993 

regarding the Companies Act and dealing with client;  

(g) The Securities and Exchange Board of India (Delisting of Equity Shares) Regulations, 2009; and  

(h) The Securities and Exchange Board of India (Buyback of Securities) Regulations, 1998/2018;  

(i) The Securities and Exchange Board of India (Listing Obligations and Disclosure Requirements) Regulations, 2015.  

(vi) ‘Other laws as may be applicable specifically to the company.’  

Further the Secretarial Auditor needs to examine and report on the compliance with the applicable clauses of the 

following:  

(i) Secretarial Standards issued by The Institute of Company Secretaries of India.  

(ii) The Listing Agreements entered into by the Company with ….. Stock Exchange(s), if Applicable/ The 

Securities and Exchange Board of India (Listing Obligations and Disclosure Requirements) 

Regulations, 2015; Further also the Secretarial Audit report also requires reporting on whether –  

• The Board of Directors of the Company is duly constituted with proper balance of Executive Directors, Non-

Executive Directors, Independent Directors, and Women Director.   

• The changes in the composition of the Board of Directors that took place during period under review were 

carried out in compliance with the provisions of the Act.  

• Adequate notice is given to all directors to schedule the Board Meetings, agenda and detailed notes on 

agenda were sent at least seven days in advance, and a system exists for seeking and obtaining further 

information and clarifications on the agenda items before the meeting and for meaningful participation at the 

meeting.  

• Majority decision is carried through while the dissenting members’ views are captured and recorded as part 

of the minutes.  

• There are adequate systems and processes in the company commensurate with the size and operations of 

the company to monitor and ensure compliance with all applicable laws including general rules like labour 

laws, competition law, Environmental laws, regulations and guidelines.  

• Secretarial Auditor is required to report and provide details of specific events and actions that occurred 

during the reporting period having major bearing on the affairs of the company in pursuance of above referred 

laws/ rules & regulations. 

SECRETARIAL AUDIT – THE PROCESS 



Secretarial Audit is a process to check compliance with the provisions of all applicable laws and 

rules/regulations/procedures; adherence to good governance practices with regard to the systems and 

processes of seeking and obtaining approvals of the Board and/or shareholders, as may be necessary, for the 

business and activities of the company, carrying out activities in a lawful manner and the maintenance of 

minutes and records relating to such approvals or decisions and implementation. 

 

Appointment of Secretarial Auditor- As per Rule 8 of the Companies (Meetings of Board and its powers) 

Rules, 2014, read with Section 179 of the Companies Act, 2013, secretarial auditor is required to be appointed 

by means of resolution at a duly convened board meeting.  

Communication to earlier Incumbent- Whenever a company secretary in practice is engaged as a secretarial 

auditor in place of an earlier incumbent, he should communicate to the earlier incumbent about the proposed 

engagement in writing to be sent by registered/speed post or any other mode of delivery, as may be 

recognised by the Institute of Company Secretaries of India.  

Acceptance of Appointment- A formal letter for appointment should be issued by the company to the 

secretarial auditor along with the copy of the board resolution for appointment. The secretarial auditor should 

confirm acceptance of appointment in writing.  

Preliminary Discussions/Surveys- It is important to have relevant information about the company. The 

secretarial auditor is expected to take general overview of the operations of the company and interact with 

the personnel involved to know about the nature of the business. He may opt for surveys for generating 

information about the company.  

Preliminary Meeting- The preliminary meeting with the senior management and the administrative staff 

involved in the audit will give a fair idea of what is expected and the manner in which audit activities are to be 

undertaken. At this stage a time frame of the secretarial audit should be determined and finalized.  

Finalization of Audit Plan and Briefing the Staff- It is important to work out an audit plan. The plan involves 

briefing the audit staff as to allotment of work, fieldwork responsibilities and other roles. The audit plan 

should comprehensively outline the fieldwork and usage of auditing tools. The review of controls helps the 

auditor determine the areas of highest risk and design tests to be performed in the fieldwork section.  



Testing, Interviews and Analysis-Fieldwork typically consists of interviewing with staff of the company 

whether formally or informally, reviewing procedure manuals, and processes, testing and analyzing 

compliance with applicable policies and procedures and laws, rules, regulations and assessing the adequacy of 

controls. This exercise may result in significant findings which the secretarial auditor may bear in mind while 

preparing the secretarial audit report. 

Working Papers- Working papers are a vital tool of the audit process. They form the basis for expression of 

the audit opinion. They connect the management's records and information to the auditor's opinion. They are 

comprehensive and serve many purposes for the company as well as for the Auditor. 

Audit Summary for Discussions- It is recommended that the findings during the course of audit are 

summarized and presented for initial discussions with the management for their views/ clarifications/replies.  

Submission of Secretarial Audit Report- The report is addressed to the members but is to be submitted to the 

Board. The report shall contain the opinion on the statutory compliances examined by the auditor and shall 

state whether in his opinion the Company is carrying out/not carrying out due compliances of the applicable 

provisions of the various laws. 

VERIFICATION OF COMPLIANCES 

(i) Compliance under Companies Act, 2013 

The Companies Act, 2013 and rules thereunder is the first legislation covered under the scope of the Secretarial 

audit. The Secretarial auditor is expected to update on the amendment in the Act and the Rules & Regulations 

from time to time. Before commence with the Secretarial audit, the auditors shall go through the following 

documents, which will help in the identification of the various event held during the audit period, according to 

which the auditor can prepare the audit plan and can provide the list of document required for the audit purpose 

to the management of the company:  

1. Memorandum and Articles of Association  

2. Minutes of the Committee meetings, Board meeting, General meetings 

 3. Directors reports 

4. Annual Returns of the previous year  

5. Filing with the MCA, ROC’s, SEBI and Stock Exchanges  

6. Financial Statements  

7. Quarterly Compliance Reports.  

Along with the aforesaid documents, the auditor should also go through the following documents during the 

audit:  

 Forms filed with the Registrar of Companies with receipts.  

 Index of Meetings held during the financial year.  

 Agenda papers, Noting of discussions, Minutes of the Board, its Committees and of General meeting.  



 Proof of Circulation of Notice and Agenda of Board meetings, Committee meetings and theGeneral 

meeting  

 Proof of circulation of Draft Minutes and Final Minutes of meeting of Board and its Committees.  

 Attendance Register of Board and committee meetings  

 All statutory registers, Procedure for Maintenance of registers and records and compliances.  

 Copy of financial statement along with notes to accounts and Auditor Report.  

 Report of Internal Auditor. 

 Notices of annual and event based disclosure of directors’ interests.  

 11 Copies of contracts made between the company and any of the related parties  

 Shareholder List, details of Share Transfers which have taken place during the financialyear  

 Copy of Share Transfer Deeds.  

 Instruments creating, modifying or satisfying charges. 

 Forms relating to Disclosures from Directors.  

 Certificate from RTA stating the number of shareholders as on the close of the financialyear.  

 Certified true Board Resolution for any type of corporate actions taken by the Company  

 Details of the Holding and Subsidiary Companies  

 Complete details of Shares and Debentures issued during the year. 

 Details of change in shareholding of the promoters and top ten shareholders of theCompany under 

Section 93. 

 Details with respect to maintenance of cost records and appointment of cost auditor.  

 Details of appointment of Auditor and Internal auditor.  

 The list of Related Party Transactions.  

 Indebtedness Certificate signed by Company Secretary/ CFO of the Company.  

 Listing and Trading Approval(s) from Stock Exchanges. 

 Intimation to Stock Exchanges, Confirmation from National Securities Depository Limited (NSDL) and 

Central Depository Services (India) Limited (CDSL) for change of the name ofthe company, change in the 

face value of equity shares, etc. 

 Corporate Action Forms filed by the Company with Depositories.  

 Equity Shareholding pattern and its break up as at the close of the financial year.  

 Compliance record under FEMA with respect to FDI, ECB and ODI as applicable. 

 Copies of Shareholders and joint ventures agreement, if any.  

 Copy of Declaration received from Independent Director u/s 149(7).  

 Corporate Social Responsibility (CSR)  

 Such other documents as required for the purpose of audit. 

 

 

(ii) Compliances under Securities (Contract Regulation) Act, 1956 and the rules made thereunder; 

The Securities Contracts (Regulation) Act, 1956 (SCRA) defines various terms in relation to securities and provides 

the procedure for the stock exchanges to get recognition from Government/ SEBI, procedure for listing of 

securities of companies and operations of the brokers in relation to purchase and sale of securities on behalf of 

investors. The Central Government promulgated the Securities Contracts (Regulation) Rules, 1957 (SCRR) for 

carrying into effect the objects of the SCRA, 1956. A company listed on a stock exchange is required to comply 

with the provisions of SCRA and SCRR.  



(iii) The Depositories Act, 1996 and the Regulations and Bye-laws framed thereunder;According to section 2(e) of 

the Depositories Act, 1996, Depository means a company formed and registered under the Companies Act and 

which has been granted a certificate of registration under section 12(1A) of the Securities and Exchange Board of 

India Act, 1992.The Depository holds electronic custody of securities and also arranges for transfer of ownership 

of securities on the settlement dates. Section 29 of the Companies Act, 2013 also mandates that every company 

making public offer and such other class or classes of companies as may be prescribed, shall issue the securities 

only in dematerialized form by complying with the provisions of the Depositories Act, 1996 and the regulations 

made thereunder. However, unlisted company may convert its securities into dematerialized form or issue 

securities in physical or dematerialized form.  

(iv) Foreign Exchange Management Act, 1999 and the rules and regulations made thereunder to the extent of 

Foreign Direct Investment, Overseas Direct Investment and External Commercial Borrowings  

The Reserve Bank of India by issuing Master Directions provides consolidate instructions on rules and regulations 

framed by the Reserve Bank under various Acts including banking issues and foreign exchange transactions. The 

RBI issuing one Master Direction for each subject matter covering all instructions on that subject. Any change in 

the rules, regulation or policy is communicated during the year by way of circulars/press releases. All the changes 

will get reflected in the Master Directions available on the RBI website. Students are requested to go through the 

latest master direction relation to  

(a) Foreign Exchange Management (Transfer or Issue of Security by a Person Resident outside India) Regulations, 

2017  

(b) Foreign Exchange Management (Cross Border Merger) Regulations, 2018  

(c) Foreign Exchange Management (Transfer or Issue of any Foreign Security)Regulations, 2004  

(d) FDI Policy for the relevant period.  

(e) Master Direction – Foreign Investment in India  

(f) Master Direction - Establishment of Branch Office (BO)/ Liaison Office (LO)/ Project Office (PO) or any other 

place of business in India by foreign entities.  

(g) Master Direction - External Commercial Borrowings, Trade Credit, Borrowing and Lending in Foreign Currency 

by Authorised Dealers and Persons other than Authorised Dealers.  

(h) Master Direction – Direct Investment by Residents in Joint Venture (JV) / Wholly Owned Subsidiary (WOS) 

Abroad (i) Master Direction – Reporting under Foreign Exchange Management Act, 1999 

(v) Regulations and Guidelines prescribed under the Securities and Exchange Board of India Act, 1992 (‘SEBI 

Act’): 

 For the purpose of the Secretarial Audit, the following Regulations has been specifically prescribed under form 

MR-3  

 The Securities and Exchange Board of India (Substantial Acquisition of Shares and Takeovers) Regulations, 

2011; 

 The Securities and Exchange Board of India (Prohibition of Insider Trading) Regulations, 1992/ SEBI 

(Prohibition of Insider Trading) Regulations, 2015;  



 The Securities and Exchange Board of India (Issue of Capital and Disclosure Requirements) Regulations, 

2009/2018;  

 The Securities and Exchange Board of India (Employee Stock Option Scheme and Employee Stock 

Purchase Scheme) Guidelines, 1999/ SEBI (Share Based Employee Benefits) Regulations, 2014;  

 The Securities and Exchange Board of India (Issue and Listing of Debt Securities) Regulations, 2008;  

 The Securities and Exchange Board of India (Registrars to an Issue and Share Transfer Agents) Regulations, 

1993 regarding the Companies Act and dealing with client;  

 The Securities and Exchange Board of India (Delisting of Equity Shares) Regulations, 2009; and  

 The Securities and Exchange Board of India (Buyback of Securities) Regulations, 1998/2018;  

 The Securities and Exchange Board of India (Listing Obligations and Disclosure Requirements) Regulations, 

2015.  

(vi) Identification and compliance of specific Applicable laws 

The Secretarial Auditor may take note of various laws applicable to the Company as identified by the Management 

of the company; also the auditor shall carry his own efforts to identify various other laws as may be applicable to 

the company.  

Guiding Criteria for Segregation of Specific Laws and General Laws Segregation of laws applicable on the Company 

into the Industry specific and general is essential for Secretarial Audit. After considering the following factors the 

auditor should make the segregation of the same based on the laws being applicable on the Company: 

 ─ Key financial parameters such as Turnover, Paid-up share capital, Net worth, Borrowings, etc.  

─ Geographic location of registered office, units/divisions/plants/branches, etc. 

 ─ Status of company such as listed/unlisted  

─ Type/Class of company such as Private, Public, Holding, Subsidiary, Foreign, Nidhi, Producer, Section 8, etc.  

─ Registration with various authorities such as SEZ, Sectoral Regulators, etc. 

 ─ Segment such as Manufacturing/Trading/Service/e-commerce and Industry classification thereof  

─ Agreements governing rights, obligations of shareholders such as Joint venture, shareholders’ agreements. 

 ─ Number, class and category of employees/workers such as women, contractual employees, etc.   

The auditor should comprehensively verify all laws, rules, regulations made for regulation of specific Industry and 

should assess the adequacy of systems and process for other General laws applicable to the Company other than 

Industry Specific Laws and laws specifically covered under Form MR-3.  

(vii) Reporting on Compliance with the applicable clause of Secretarial Standards  

Section 118 (10) of the Companies Act, 2013 provides that every company to observe Secretarial Standards with 

respect to General and Board meetings as specified by the Institute of Company Secretaries of India (ICSI). The 

Secretarial Auditor shall verify that the company has followed the applicable clause of the Secretarial Standards. 

Secretarial Standards are in conformity with the provisions of the applicable laws. However, if, due to subsequent 

changes in the law, a particular Standard or any part thereof becomes inconsistent with such law, the provisions of 

the said law shall prevail.  



Secretarial Standard on Meetings of the Board of Directors (SS-1) and Secretarial Standard on General Meetings 

(SS-2) issued by the Institute of Company Secretaries of India (ICSI) are applicable to all companies w.e.f. 1st July, 

2015 (except One Person Company in which there is only one director and class or classes of companies which are 

exempted by the Central Government through notification). The Company Secretary in employment as well as in 

practice are entrusted to ensure the compliance of applicable Secretarial Standards. 

 
 
 
 
(viii) Reporting on the Constitution of the Board 
 
The Secretarial Auditor shall verify that during the year the Board of Directors of the Company is duly constituted 
with proportion of Executive Directors, Non-Executive Directors, Independent Directors, and 
Women Director as required under the applicable Laws, Rules & Regulations. 
However, he should also confirm that the changes in the composition of the Board of Directors that took 
place during the period under review were carried out in compliance with the provisions of the Act. 
 
(ix) Reporting on Board Processes 
The Secretarial Auditor shall verify that during the year adequate notice is given to all directors to schedule the 
Board Meetings, agenda and detailed notes on agenda were sent at least seven days in advance, and a system 
exists for seeking and obtaining further information and clarifications on the agenda items before the meeting and 
for meaningful participation at the meeting. 
  
(x) Reporting of the Adequacy of Systems \ Processes 
The Secretarial Auditor shall confirm that there are adequate systems and processes in the company 
Commensurate with the size and operations of the company to monitor and ensure compliance with 
applicable laws, rules, regulations and guidelines. 
 
(xi) Reporting on the Specific Events 
Secretarial Auditor is required to report and provide details of specific events and corporate actions that occurred 
during the reporting period having major bearing on the affairs of the company in pursuance of 
 above referred laws/rules & regulations. 
 
Section 448 of Companies Act, 2013 deals with penalty for false statements. The section provides that if in any 
return, report, certificate, financial statement, prospectus, statement or other document required by, or for the 
purposes of any of the provisions of this Act or the rules made there under, any person makes a statement, – 
(a) Which is false in any material particulars, knowing it to be false; or 
(b) Which omits any material fact, knowing it to be material; he shall be liable under section 447. 
 

Penalty for incorrect Secretarial Audit Report 
Section 447 deals with punishment for fraud which provides that any person who is found to be guilty of 
Fraud, involving an amount of at least ten lakh rupees or one percent of the turnover if the company 
Whichever is lower shall be punishable with imprisonment for a term which shall not be less than six months but 
which may extend to ten years and shall also be liable to fine which shall not be less than the amount involved in 
the fraud, but which may extend to three times the amount involved in the fraud. In case, the fraud in question 
involves public interest, the term of imprisonment shall not be less than three years. 
In case where the fraud involves an amount less than ten lakh rupees or one per cent. of the turnover of the 
company, whichever is lower, and does not involve public interest, any person guilty of such fraud shall be 
punishable with imprisonment for a term which may extend to five years or with fine which may extend to Fifty 
lakh rupees or with both. 



In view of this, a company secretary in practice will be attracting the penal provisions of section 448, for any false 
statement in any material particular or omission of any material fact in the Secretarial Audit Report. 
 

Section 204 of the Companies Act, 2013 
Section 204(4) further provides that if company secretary in practice contravenes the provisions of section 204 in 
issue of the Secretarial Audit Report in Form MR-3, he shall be punishable with fine which shall not be less than 
one lakh rupees but which may extend to five lakh rupees. 
 

Company Secretaries Act, 1980 
Besides, the Company Secretary in Practice shall be liable for professional or other misconduct mentioned in First 
or Second Schedule or in both the Schedules to the Company Secretaries Act, 1980 and where held guilty, be liable 
for the following actions: 
(i) Where found guilty of professional or other misconduct mentioned in the First Schedule: 
       (a) Reprimand; 
       (b) Removal of name from the Register of members up to a period of three months; 
       (c) Fine this may extend to one lakh rupees. 
(ii) Where found guilty of professional or other misconduct mentioned in the Second Schedule: 
        (a) Reprimand; 
        (b) Removal of name from the Register of members permanently or such period as may be thought fit by the 
Disciplinary Committee; 
        (c) Fine this may extend to five lakh rupees. 

Guiding criteria for various stages for conducting Secretarial Audit 
 
(1) Verification of Events and Compliances under Companies Act, 2013 
(1) Documents relating to Boards and its committee which includes 
─ Notice of Board Meeting, Agenda, Notes on Agenda, Minutes 
─ Notice Committees Meetings Agenda, Notes on Agenda, Minutes 
─ Terms of References of the Committees 
(2) Documents Relating to Members Meeting which includes 
─ Annual General Meeting Notice, Agenda, Attendance, Minutes 
─ Extra Ordinary General Meetings Notice, Agenda, Attendance, Minutes 
─ Postal Ballot Notice, Agenda, Attendance, Minutes 
(3) Documents relating to Appointment, Resignation removal which includes 
─ Appointment of Auditors 
─ Appointment of Directors, Independent Directors 
─ Appointment of Company Secretary 
─ Resignation / Removal of Directors 
(4) Documents relating to Securities including shares, Debentures, Deposit which includes 
─ Shareholding Pattern 
─ Issue of Securities 
─ Buy back of Securities 
─ Conversion of Securities 
─ Acceptance and payment of Deposits 
(5) Documents relating to Managerial Remuneration 
(6) Documents relating to Registration, Modification and satisfaction of Charges 
(7) Documents relating to related party transactions 
(8) Statement on Transaction with Director and Loan to Directors 
(9) Statutory Register and other Registers 
(10) Disclosures submitted by Directors 
(11) Annual Return, Financial Statement 
(12) Filing of forms with the Registrar and attachment thereof 



(13) Information of the Regulatory action, order, pending cases 
(14) Information of the various filing to stock exchanges 
 
(2) Verification of Compliances under Securities Contracts (Regulation) Act, 1956 and the Rules made thereunder 
which includes: 
1. Capital Structure of the company and Shareholding status 
2. Changes its capital structure during the period of Audit 
3. Compliance with Conditions of the SEBI (LODR) Regulations, 2015 relation to Listing of Securities. 
4, Issues relating to listing of securities /refusal of Listing of Securities by the stock exchange. 
5. Status of application if any filed before the central government or the Securities Appellate Tribunal against such 
refusal. 
6. Status of continuous listing requirement with the stock exchange. 
7. Status of Contravention of any provisions which may attract the penal provisions provided under  Sections 23A 
to 23H. 
8. Immunity availed to the company by Central Government. 
9. Grounds for the delisting of Securities by the Stock exchange. 
 
The following are the illustrative Compliances requirement under Securities Contracts (Regulation) 
Act, 1956 and the Rules made thereunder: 
1. Check whether the company has issued securities to the public. 
2. Check whether the company has changed its capital structure during the period of Audit 
3. Whether the conditions of listing agreement/SEBI (LODR) Regulations 2015 have been complied with, on receipt 
of approval for listing of securities? (Section 21) 
4. Whether any application for listing of securities has been refused by the stock exchange. 
5. If the permission is refused, whether the company has repaid all moneys, if any, received from applicants in 
pursuance of the offer document within a period of eight days? [Section 17A (3)] 
6. In case the stock exchange refused to list the securities, whether the company has made an appeal to the 
Central Government or the Securities Appellate Tribunal against such refusal. 
7. What was the outcome of the appeal? 
8. If listed, whether the company has complied with Rule 19A of SCRR with respect to continuous listing 
requirement with the stock exchange; and much other such compliance.  
 
(3) Verification of the Compliances under the Depositories Act, 1996 and the Rules made thereunder which 
include: 
1. Agreement between depository and participant 
2. Surrender of certificate of security 
3. Registration of transfer of securities with depository 
4. Holding of Securities in depositories. 
5. Pledge or hypothecation of securities held in a depository 
6. Redressal of investors’ grievances 
The following are the illustrative Compliances requirement under the Depositories Act, 1996 
1. Check the Tripartite agreements entered into by the company with the RTA and depository for dematerialisation 
of securities. (NSDL/CDSL) 
2. Check that the provisions of section 29 of the Companies Act, 2013 and the rules made thereunder have been 
complied with. 
3. Check that the company has complied with clause 55A of SEBI (Depositories and Participants) 
Regulations, 1996 with respect to the reconciliation of share capital audit. The company shall file the Report within 
30 days from the end of the quarter. i.e. April 30, July 30, October 30 and January 30 of every year. 
4. Check whether the Company or its RTA has ensured to establish continuous electronic means with the 
Depository, as required under regulation 56 of SEBI (Depositories and Participants) 
Regulations, 1996 
5. Check whether there is any contravention which may attract the penal provisions provided under Sections 19A 
to 19G. 



6. Whether the company has been granted immunity by Central Government. (Section 22B) 
7. If yes, whether it has been withdrawn by the Central Government, if it is satisfied that such person had, in the 
course of the proceedings, not complied with the condition on which the immunity was granted or had given false 
evidence. (Section 22B) 
8. In case the company is aggrieved by the order of Board, may prefer an appeal to the Central 
Government or the securities appellate tribunal, as the case may be within a stipulated time as may be prescribed. 
(Section 23). 
9. Verification of quarterly audit report submitted to the stock exchange by the company with respect to 
reconciliation. 
 
(4) Verification of compliances under Foreign Exchange Management Act, 1999 and the rules and regulations 
made thereunder 
The Reserve Bank of India has revised the Regulations on foreign investment in India and has repealed and 
replaced the Foreign Exchange Management (Transfer or issue of security by a person resident outside India) 
Regulations, 2000 (Notification No. FEMA 20) and Foreign Exchange Management (Investment in a Firm or 
Proprietary Concern in India) Regulations, 2000 (Notification No. FEMA 24) both dated May 3, 2000 with the 
Foreign Exchange Management (Transfer or Issue of Security by a Person Resident outside India) Regulations, 
2017. The Verification of Compliances includes conditions for: 
─ Permission for making investment by a person resident outside India, including foreign portfolio Investor, NRI or 
OCI on Repatriation basis/ Non-Repatriation basis etc. 
─ Purchase and sale of securities other than capital instruments by a person resident outside India 
─ Investment in a Limited Liability Partnership (LLP) 
─ Investment by a Foreign Venture Capital Investor (FVCI) 
─ Investment by a person resident outside India in an Investment Vehicle 
─ Investment in Depository receipts by a person resident outside India 
─ Issue of Indian Depository Receipts (IDRs) 
─ Acquisition through a rights issue or a bonus issue 
─ Issue of shares under Employees Stock Options Scheme to persons resident outside India 
─ Issue of Convertible Notes by an Indian startup company 
─ Merger or demerger or amalgamation of Indian companies 
─ Transfer of capital instruments of an Indian company by or to a person resident outside India 
─ Pricing Guidelines 
─ Reporting requirements Advance Remittance Form, Form Foreign Currency-Gross Provisional 
Return, Annual Return on Foreign Liabilities and Assets, Form Foreign Currency-Transfer of Shares, Form 
Employees’ Stock Option. Form Depository Receipt Return (, Form LLP, Form Convertible Notes etc. 
─ Prohibited activities for investment by a person resident outside India. 
─ Permitted sectors, entry routes and sectoral caps for total foreign investment. 
 
 
 
(5) Verification of Compliances under the Regulations and Guidelines prescribed under SEBI Act, 
1992 
(a) The Securities and Exchange Board of India (Substantial Acquisition of Shares and Takeovers) 
Regulations, 2011 include the following activities: 
─ Direct Acquisition of Shares. 
─ Indirect Acquisition of Shares 
─ Direct Acquisition of Control. 
─ Indirect Acquisition of Control 
─ Voluntary offer 
─ Pricing 
─ Event base, Continual and Annual Disclosures 
─ Disclosure of shares encumbered 



(b) The Securities and Exchange Board of India (Prohibition of Insider Trading) Regulations, 2015 include the 
following activities relating to ; 
─ Connected Person 
─ Communication of UPSI – Investment Due-diligence 
─ Restrictions of Trading & Defences 
─ Onus of Proof 
─ Trading plans for Perpetual Insiders 
─ Trading plans 
─ Disclosures of trading by insiders 
─ Continual Disclosures 
─ Disclosures by other connected persons 
─ Codes of Fair Disclosure and Conduct 
(c) The Securities and Exchange Board of India (Issue of Capital and Disclosure Requirements) 
Regulations, 2009 include the following activities relating to: 
─ Common Conditions for public issue and right issue 
─ Provisions as to public issue relating to 

 Eligibility requirement 
 pricing in public issue 
 Promoter contributions 
 Restriction on transferability (lock in) promoter contribution etc. 
 Minimum offer to public, reservation etc. 
 Application for listing and listing agreement 

─ Right Issue 
─ Bonus issue 
─ Manner of disclosure in the offer documents 
─ General obligations of an issuer and intermediaries with respect to public issue and right issue 
─ Conditions and manner of providing exit opportunities to dissenting share holder 
─ Institutional Placement programme 
─ Listing on Institutional Trading Platform 
(d) The Securities and Exchange Board of India (Share Based Employee Benefits) Regulations, 2014 include the 
following activities relating to 
─ Schemes - Implementation and Process 
─ Administration of Specific Schemes 
─ Eligibility for participation in scheme 

 Employee Stock Option Scheme (ESOS) 
 Employee Stock Purchase Scheme (ESPS) 
 Stock Appreciation Rights Scheme (SARS) 
 General Employee Benefits Scheme (GEBS) 
 Retirement Benefit Scheme (RBS) 

(e) The Securities and Exchange Board of India (Issue and Listing of Debt Securities) Regulations, 
2008 include the following activities relating to: 
─ Issue requirement for public issue for debt securities 
─ Disclosure in the offer documents 
─ Filing of draft offer documents 
─ Filing of shelf prospectus 
─ Continuing listing conditions 
─ Trading of debt securities 
(f) The Securities and Exchange Board of India (Registrars to an Issue and Share Transfer Agents) 
Regulations, 1993 regarding the Companies Act and dealing with client which includes 
─ To ensure that the Registrar to an Issue does not to act as such for an associates 
─ To ensure that the registrar has maintained proper books of accounts and records, etc. 
─ To ensure that the registrar to an issue has maintain the following records with respect to:- 

 All the applications received from investors in respect of an issue; 



  All applications of investors rejected and reasons therefor; 
 Basis of allotment of securities to the investors as finalised in consultation with the stock exchange; 
 Terms and conditions of purchase of securities; allotment of securities; 
  List of names of allottees and non-allottees of the securities; 
 Refund orders dispatched to investors in respect of application monies received from them in response to 

an issue; 
 Such other records as may be specified by the Board for carrying on the activities as registrars to an issue. 

─ To ensure that the share transfer agent has maintain the following records in respect of a body corporate on 
whose behalf he is carrying on the activities as share transfer agent namely:- 

 List of holders of securities of such body corporate; 
 The names of transferor and transferee and the dates of transfer of securities; 
 Such other records as may be specified by the Board for carrying out the activities as share transfer 

agents. 
(g) The Securities and Exchange Board of India (Delisting of Equity Shares) Regulations, 2009; which includes the 
─ Compulsory delisting 
─ Voluntary delisting – where no exit opportunities is required 
─ Voluntary delisting – where exit opportunities is given 
(h) The Securities and Exchange Board of India (Buyback of Securities) Regulations, 1998,which includes the buy-
back of shares or other specified securities by any one of the following methods: – 
    (a) From the existing security-holders on a proportionate basis through the tender offer; 
    (b) From the open market through – 
                (i) Book-building process, 
                (ii) Stock exchange; 
    (c) From odd-lot holders. 
                (i) The Securities and Exchange Board of India (Listing Obligations and Disclosure Requirements) 
                      Regulations, 2015 which includes the 
 
 
─ General Compliance relating to 

 Appointment of compliance officer & 
  RTA, 
 Rating agency etc. 
 Disclosures 
 Policies 
 Stakeholder grievances 
 Information placed on the Website 

─ Corporate Governance Compliances 
─ Other Compliances relating to 

 Equity Shares 
 Non-convertible debt securities 
 Non-convertible redeemable Preference Shares 
 Secured debt instrument 
 Mutual fund units 

 
6. Reporting on the Laws as specifically applicable to the company 
According to the Scope of Secretarial Audit the Council of ICSI on specific reference to other laws as may be 
applicable specifically to the company decided as under 
“Reporting on compliance of ‘Other laws as may be applicable specifically to the company’ shall mean all the laws 
which are applicable to specific Company for example for Banks- all laws applicable to Banking 



Industry; for insurance company-all laws applicable to insurance industry; likewise for a company in petroleum 
sector- all laws applicable to petroleum industry; similarly for companies in pharmaceutical sector, cement, etc. 

 
 
7. Reporting on the compliance of the applicable clauses of Secretarial Standards 
The Secretarial Standard on Meetings of the Board of Directors (SS-1) and Secretarial Standards on General 
Meetings (SS-2) are mandatory as prescribed under Section 118(10) of the Companies Act, 2013, it is necessary to 
ensure the effective compliance of Secretarial Standards by the Companies and Company 
Secretaries in employment as well as in practice and accordingly the student are advised to go through the 
following clauses of the Secretarial Standards issued by ICSI 
 
 

 
 



 
8. Verification relating to Constitution of Board and its Processes 
A. Constitution of the Board: Size and Composition 
Under the verification of the constitution and composition of the board includes the Compliance relating to the as 
applicable to the company status i.e. Private or Public and Listed or Unlisted etc: 
• Minimum number of directors 
• Maximum number of directors 
• Optimum combination of executive and non-executive directors 
• Appointment of woman director 
• Chairperson of the Board 
• Independent directors. 
• Nominee Director 
• Alternate Director 
• Fulfilling qualifying criteria for independent director 
• Declaration of independence by Independent Director 
• Terms and conditions of appointment of Managing Director, Independent Director 
• Remuneration to Independent Director 
• Sitting fee 
• Retire by Rotation of Directors 
• Small Shareholder Director 
• Removal of Director 
• Resignation of Directors 
 
 
 
 



B. Board Processes 
Under the verification of the board process the following check points shall be observed by the Secretarial 
Auditors: 
1. That the company held its first meeting in 30 days of incorporation and a minimum number of four meetings of 
its Board of Directors during the year in such a manner that there was gap of not more than one hundred and 
twenty days between two consecutive meetings of the Board. 
2. That the notice in writing was sent to every director at his address registered with the company either by hand 
delivery or by post or by electronic means at least seven days prior to the meeting. In case meeting of the Board 
was called by giving not less than seven days’ notice ensure that at least one independent director, if any, was 
present at the meeting. 
3. If the company provides audio-visual facility, check that the notice of the meeting informs that the directors 
regarding the option available to them to participate through video conferencing mode or other audio visual 
means, and also provide necessary information enable the directors to participate through video conferencing 
mode or other audio visual means. 
4. The video conferencing is recorded and kept under safe custody 
5. That following matters were not dealt through video conferencing or other audio visual means inboard meeting: 

(a) the approval of the annual financial statements; 
(b) the approval of the Board’s report; 
(c) the approval of the prospectus; 
(d) the Audit Committee Meetings for consideration of financial statement including consolidated financial 

statement if any, to be approved by the board under sub-section (1) of section 134 of the Act; and 
(e) The approval of the matter relating to amalgamation, merger, demerger, acquisition and takeover. 

6. Provided that where there is quorum presence in a meeting through physical of directors, any other director 
may participate conferencing through video or other audio visual means. 
7. That the quorum for a meeting of the Board of Directors of a company was present i.e. one third of its total 
strength or two directors, whichever is higher, and the participation of the directors by video conferencing or by 
other audio visual means was also counted for the purpose of quorum. 
8. That the independent directors of the company had at least one meeting in a financial year, without the 
attendance of non-independent directors and members of management. 
9. That in separate meeting of independent directors they reviewed the performance of non independent directors 
and the Board as a whole and reviewed the performance of the Chairperson 
of the company, taking into account the views of executive directors and non-executive directors and to assess, 
the quality, quantity and timeliness of flow of information between the company management and the Board 
which is necessary for the Board to effectively and reasonably perform its duties. 
10. That listed company and every other public company having a paid up share capital of twenty five crore rupees 
or more calculated at the end of the preceding financial year has in its Board’s report made a statement indicating 
the manner in which formal annual evaluation [of the performance of the board, its committee and of individual 
director has been made by the Board of its own performance and that of its committees and individual directors. 
11. That every director discloses his concern or interest in any company or companies or bodies corporate 
(including shareholding interest), firms or other association of individuals, by giving a notice in writing in Form 
MBP-1, at the first meeting of the Board in which he participates as a director and thereafter at the first meeting of 
the Board in every financial year or whenever there is any change in the disclosures already made. 
12. That the interested director has participated when such contract or arrangement was taken up for discussion 
and was not counted for the quorum for the same. 
13. That, in case of the listed company, all material transactions with related parties have been placed before the 
Audit committee and disclosed quarterly along with the Corporate Governance report filed with the Stock 
Exchanges. 
14. That the company has formulated a policy on materiality of Related Party Transaction and also on dealing with 
Related Party Transactions and the same is disclosed on its website and also in the Annual Report. 
15. That in case of listed company the all Related Party Transactions had prior approval of the Audit Committee. 
16. That the Audit committee has provided, omnibus approval for certain Related Party Transaction, ensure that 
the transaction are within the criteria of the approval and such approval shall not be provided for a period 
exceeding one year. 



17. That the audit committee reviewed, at least on a quarterly basis, the details of related party transactions 
entered into by the company pursuant to each of the omnibus approvals given by the Committee. 
18. That all Related Party Transactions have been approved by the shareholders. In case of a listed company 
ensure that the related parties have not voted on material related party transaction whether the entity is a related 
party to the particular transaction or not. (This shall not apply to transactions between wholly owned subsidiary 
and holding company and between two governments companies.) 
19. That the Board periodically review the systems and processes followed by the company. 
20. Whether such systems and processes are adequately commensurate with its size and operations of the 
company whether the company has compliance management frame work to monitor and ensure compliance with 
applicable laws, rules, regulations and guidelines and that such systems and processes are operating effectively. 
21. That the board of directors has laid a code of conduct for all members of board of directors and senior 
management of the company. 
22. That the company has received the confirmation of compliance of the code of conduct form the Directors and 
officers of the company. 
23. That the Board periodically reviews compliance reports of all laws applicable to the company, prepared by the 
company as well as steps taken by the company to rectify instances of noncompliance. 
24. That the board has identified and keeps a track on the high risk area and critical compliance of the company. 
25. That the Company has succession plan for his Key Managerial Personnel and senior officials. If so, whether the 
Board of the company satisfies with the existing succession plans in place. 
26. That the minutes of board/ committee meetings are properly maintained in accordance with the Act. 
27. That the company has complied with the Secretarial Standards (SS-1 &SS-2) issued by ICSI. 
  
 
Board Committee: Composition and Processes 
Under the verification of the Board Committee Compositions and Processes the following check points shall be 
observed by the Secretarial Auditors 
1. That the any director is a member in more than ten committees or acting as Chairman of more than five 
committees across all companies excluding private companies, foreign companies and section 8 companies, in 
which he is a director. 
2. That if the company falls under any of the following categories: 

i. a listed company; 
ii. all public companies with a paid up capital of ten crore rupees or more on the date of last 
iii. audited Financial Statements; 
iv. all public companies having turnover of one hundred crore rupees or more on the date of last 
v. audited Financial Statements; 

vi. all public companies, having in aggregate, outstanding loans or borrowings or debentures or 
vii. deposits exceeding fifty crore rupees or more on the date of last audited Financial Statements 

viii. Confirm that the Board of directors have constituted an Audit Committee and a Nomination and 
ix. Remuneration Committee of the Board. 

3. That the audit committee consists of a minimum of three directors with a majority of independent directors. 
4. That In case of listed company Two-third of the total number of members of audit committee shall be 
independent directors. 
5. That the board’s report discloses the composition of an audit committee. 
6. That the majority of members of Audit Committee including its Chairperson are persons with ability to read and 
understand the financial statement. 
7. That, In case of listed company all members of audit committee shall be financially literate and at least one 
member shall have accounting or related financial management expertise. 
8. That, In case of listed company, the Chairman of the Audit Committee is an independent director and that the 
Chairman of the Audit Committee was present at Annual General Meeting to answer the queries of shareholder/s. 
9. That the Audit Committee of the company if any, in consultation with the Internal Auditor, has formulated the 
scope, functioning, periodicity and methodology for conducting the internal audit. 
10. That if the company falls under any one of the following categories: 

i. a listed company; 



ii. a company which accepts deposits from the public; 
iii. a company which has borrowed money from banks and public financial institutions in excess of fifty 

crore rupees. 
If yes, confirm that the company has constituted vigil mechanism for their directors and employees to report their 
genuine concerns or grievances. 
11. That the terms of reference (in addition to other items) of audit committee ensures overseeing the vigil 
mechanism of the company. 
12. That In case of listed companies, the details relating to Related party transactions entered into by the company 
pursuant to each omnibus approval has been placed before the audit committee at least on quarterly basis. 
13. That In case of listed company, the Audit Committee has met at least four times in a year and not more than 
one hundred days have elapsed between two meetings. 
14. That In case of listed company, the quorum of audit committee was maintained in all meetings i.e. either two 
members or one third of the members of the audit committee whichever is greater, but there should be a 
minimum of two independent members present. 
15. That any recommendation of the audit committee which is not accepted by the Board is disclosed in the 
Board’s report. 
16. That the Nomination and Remuneration Committee consists of at least three or more non-executive directors 
out of which not less than one-half are independent directors. 
17. That the Chairman or a member of the nomination and remuneration committee was present at the Annual 
General Meeting, to answer the shareholders’ queries. 
18. That the board’s report provides the salient features of the remuneration policy relating to the remuneration 
of the directors, key managerial personnel and other employees and the evaluation criteria of independent 
directors. 
19. That such policy has been be placed on the website of the company. 
20. That the remuneration to KMPs is as per the remuneration policy framed by the company 
21. That where a company consists of more than one thousand shareholders, debenture-holders, deposit-holders 
and any other security holders at any time during a financial year has constituted a 
Stakeholders Relationship Committee consisting of a chairperson who shall be a non-executive director and such 
other members as may be decided byte Board. 
22. That the Chairman or a member of the Stakeholders Relationship Committee was present at the Annual 
General Meeting, to answer the shareholders’ queries. 
23. That every company having net worth of rupees five hundred crore or more, or turnover of rupees one 
thousand crore or more or a net profit of rupees five crore or more during the immediately preceding financial 
year has constituted a Corporate Social Responsibility Committee of the Board consisting of three or more 
directors, out of which at least one director is an independent director. 
24. That the board’s report discloses the details about the policy developed and implemented by the company on 
corporate social responsibility initiatives taken during the year. 
25. That the Corporate Social Responsibility Policy for the Company was approved by the board of directors and 
the contents of such Policy are disclosed in its report and also place it on the company’s website. 
26. That the composition of the all committees are also disclosed in the Board’s Report. 
 
9. Reporting of General Laws 
According to the Scope of Secretarial Audit the Council of ICSI on specific reference to other laws as may be 
applicable to the company decided as under 
“Examining and reporting whether the adequate systems and processes are in place to monitor and ensure 
compliance with general laws like labour laws, competition law, environmental laws.” 
1. The General Laws relating to Labour laws includes: 
1. Factories Act, 1948 
2. Industrial Disputes Act, 1947 
3. The Payment of Wages Act, 1936 
4. The Minimum Wages Act, 1948 
5. Employees’ State Insurance Act, 1948 
6. The Employees’ Provident Funds and Miscellaneous Provisions Act, 1952 



7. The Payment of Bonus Act, 1965 
8. The Payment of Gratuity Act, 1972 
9. The Contract Labour (Regulation & Abolition) Act, 1970 
10. The Maternity Benefit Act, 1961, etc, 
To ensure existence of adequate systems and processes in the company, the Compliance status of the above 
indicative list of Central / State Labour laws and Local laws should be verified by the Secretarial Auditor. 
Further the Auditor should also verify the procedure followed by the company, Responsibility/ onus of doing 
compliance, timelines for doing compliance, Compliance chart, etc. 
 
2. Competition Law Compliances 
The Competition Act, 2002 provides a general legal framework prohibiting anti-competitive agreements, abuse of 
dominant position and regulating certain combinations. 
(i) Periodical Self Assessment 
 “self-assessment” basis, meaning that businesses must determine for themselves whether its agreement, conduct, 
M & A transaction will be lawful or could breach the provisions of the Act. 
(ii) Abuse of Dominant Position 
In particular Section 4(2) states that there shall be an abuse of dominant position if an enterprise indulges in any of 
the activities listed in the sub-section, these being unfair or discriminatory condition or price including predatory 
pricing, limiting or restricting production or technical or scientific development, denying market access, imposing 
supplementary obligations having no connection with the subject of the contract, or using dominance in one 
market to enter into or protect another relevant market. 
(iii) Regulation of Combinations 
According to the provisions of the Competition Act, 2002, combinations are discouraged, if they reduce or harm 
competition. Act does not provide for monitoring all kinds of combinations by the CCI, for the reason that very few 
Indian companies are of international size and that in the light of continuing economic reforms, opening up of 
trade and foreign investment, a great deal of corporate restructuring is taking place in the country and that there is 
a need for mergers, amalgamations etc. as part of the growing economic process before India can be on an equal 
footing to compete with global giants, as long as the mergers are not prejudicial to consumer interest. 
 
3. Environmental Laws 
India’s economic development propelled by rapid industrial growth and urbanization is causing severe 
environmental problems that have local, regional and global significance. Recognizing the need for regulating the 
factors which are affecting environment, Government of India has established an environmental legal and 
institutional system to meet these challenges within the overall framework of India’s development agenda and 
international principles and norms. 
A. Key Environment Protection Laws 
1. Water (Prevention and Control of Pollution) Act, 1974; 
2. Water (Prevention and Control of Pollution) Cess Act, 1977; 
3. Air (Prevention and Control of Pollution) Act, 1981; 
4. Environment (Protection) Act, 1986; 
5. The Public Liability Insurance Act, 1991; 
6. The Biodiversity Act, 2002; 
7. The National Green Tribunal Act, 2010; 
8. Hazardous Wastes (Management, Handling and Transboundary Movement) Rules, 2008; 
9. Plastic Waste Management Rules, 2016; 
10. Bio-Medical Waste Management Rules, 2016; 
11. Construction and Demolition Waste Management Rules, 2016; 
12. E-waste Management Rules, 2016; 
13. The Batteries (Management and Handling) Rules, 2001 made under the Act. 
 
B. List of Projects Requiring Environmental Clearance from the Central Government 
1. Nuclear Power and related projects such as Heavy Water Plants, Nuclear Fuel Compley, Rare Earths. 
2. River valley projects including hydel power, major irrigation and their combination including flood control. 



3. Ports, harbours, airports (except minor ports and harbours). 
4. Petroleum refineries including crude and product pipelines. 
5. Chemical fertilizers (nitrogenous and phosphatic other than single super phosphate). 
6. Pesticides (Technical). 
7. Petrochemical complexes (Both Olefinic and aromatic) and Petrochemical intermediates such as DMT, 
Caprolactam LAB etc. and production of basic plastics such as LLDPE, HDPE, PP, PVC. 
8. Bulk drugs and pharmaceuticals. 
9. Exploration for oil and gas and their production, transportation and storage. 
10. Synthetic rubber, etc. 
 
C. Industries which require Industrial Licensing 
1. Coal and Lignite 
2. Petroleum (other than crude) and its distillation products. 
3. Distillation and brewing of alcoholic drinks. 
4. Sugar 
5. Animal fats and oils and their preparations 
6. Cigars and cigarettes of tobacco and manufactured tobacco substitutes. 
7. Asbestos and asbestos-based products. 
8. Plywood, decorative veneers and other wood based products such as particle board, medium density fibre 
board, and block board. 
9. Leather 
10. Tanned or dressed fur skins. 
 
 
10. Reporting of Specific Event under Secretarial Audit Report 
The Secretarial Auditor should report all events/actions having major bearing on the Company‘s affairs/ 
Governance in pursuance of the applicable laws, rules, regulations, guidelines, standards, etc. An event/action may 
be considered as having major bearing on Company‘s affairs includes the following situations: 
• Events/actions altering the charter documents of the Company 
• Changes in the Capital structure of the company 
Change in the affairs/management of the company 
• Change in the licensing or permission for the business operation of the company 
• Capacity expansion and utilization of the company 
• Sale/ Disposing of the substantial assets of the company 
• Entering in to Joint ventures agreements etc. 
 
11. Expression of Audit Limitation 
In case either due to restrictions or circumstantial limitations, necessary information cannot be accessed by the 
secretarial auditor which may /may not have the impact on the report of the Auditor, in such cases, the auditors 
should mention such limitation in the Secretarial Audit Report. 
 
Guiding Principles of Good Corporate Conduct and Practices 
Every company should make disclosures and abide by its obligations in accordance with the following principles: 
(a) All Information relating to the company should be prepared and disclosed in accordance with applicable 
standards of accounting and financial and Non –financial disclosure. 
(b) The company should implement the prescribed accounting standards in letter and spirit in the preparation of 
financial statements taking into consideration the interest of all stakeholders and shall also ensure that the annual 
audit is conducted by an independent, competent and qualified auditor. 
(c) The Company should refrain from misrepresentation and ensure that the information provided to investors is 
not misleading. 
(d) The Company should provide adequate and timely information to investors. 
(e) The Company should ensure that disseminations of information made are adequate, accurate, explicit and 
timely and presented in a simple language. 



(f) The Channels for disseminating information should provide for equal, timely and cost efficient access to 
relevant information by investors. 
(g) The Company shall abide by all the provisions of the applicable laws including the corporate laws, securities 
laws and also such other guidelines as may be issued from time to time by the Regulators. 
(h) The company should make disclosures and follow its obligations in letter and spirit taking into consideration the 
interest of all stakeholders. 
(i) Filings, reports, statements, documents and information which are event based or are prepared periodically 
should contain relevant information to enable investors to track the performance of the company 
(j) The Company should respect the rights of stakeholders that are established by law or through mutual 
agreements. 
(k) To Company should provide opportunity to Stakeholders to obtain effective redress for violation of their rights. 
(l) Stakeholders should have access to relevant, sufficient and reliable information on a timely and regular basis to 
enable them to participate in corporate governance process. 
(m) The Company should devise an effective whistle blower mechanism enabling stakeholders, including individual 
employees and their representative bodies, to freely communicate their concerns about illegal or unethical 
practices. 
(n) The Company should ensure that timely and accurate disclosure on all material matters including the financial 
situation, performance, ownership, and governance of the company, in the following manner: 
(i) Information shall be prepared and disclosed in accordance with the prescribed standards of accounting, 
financial and non-financial disclosure. 
(ii) Channels for disseminating information shall provide for equal, timely and cost efficient access to relevant 
information by users. 
(iii) Minutes of the meeting shall be maintained explicitly recording dissenting opinions, if any. 
(o) Members of board of directors and key managerial personnel should disclose to the board of directors whether 
they, directly, indirectly, or on behalf of third parties, have a material interest in any transaction or matter directly 
affecting the Company. 
(p) The board of directors and senior management should conduct themselves so as to meet the expectations of 
operational transparency to stakeholders while at the same time maintaining confidentiality of information in 
order to foster a culture of good decision - making. 
(q) The Board of the company should effectively - 

1. Reviewing and guiding corporate strategy, major plans of action, risk policy, annual budgets and business 
plans, setting performance objectives, monitoring implementation and corporate performance, and 
overseeing major capital expenditures, acquisitions and divestments. 

2. Monitoring the effectiveness of the Company’s governance practices and making changes as needed. 
3. Selecting, compensating, monitoring and, when necessary, replacing key managerial personnel and 

overseeing succession planning. 
4. Aligning key managerial personnel and remuneration of board of directors with the longer term interests 

of the Company and its shareholders. 
5. Ensuring a transparent nomination process to the board of directors with the diversity of thought, 

experience, knowledge, perspective and gender in the board of directors. 
6. Monitoring and managing potential conflicts of interest of management, members of the board of 

directors and shareholders, including misuse of corporate assets and abuse in related party transactions. 
7. Ensuring the integrity of the Company’s accounting and financial reporting systems, including the 

independent audit, and that appropriate systems of control are in place, in particular, systems for risk 
management, financial and operational control, and compliance with the law and relevant standards. 

8. Overseeing the process of disclosure and communications. 
9. Monitoring and reviewing board of director’s evaluation framework. 

(r) The board of directors should provide strategic guidance to the Company, ensure effective monitoring of the 
management and shall be accountable to the Company and the shareholders. 
(s) The board of directors should set a corporate culture and the values by which executives throughout a group 
shall behave. 
(t) Members of the board of directors should act on a fully informed basis, in good faith, with due diligence and 
care, and in the best interest of the Company and the shareholders. 



(u) The board of directors should encourage continuing directors training to ensure that the members of board of 
directors are kept up to date. 
(v) Where decisions of the board of directors may affect different shareholder groups differently, the board of 
directors shall treat all shareholders fairly. 
(w) The board of directors should maintain high ethical standards and should take into account the interests of 
stakeholders. 
(x) The board of directors should exercise objective independent judgement on corporate affairs. 
(y) The board of directors should consider assigning a sufficient number of non-executive members of the board of 
directors capable of exercising independent judgement to tasks where there is a potential for conflict of interest. 
(z) The board of directors should ensure that, while rightly encouraging positive thinking, these do not result in 
over-optimism that either leads to significant risks not being recognised or exposes the Company to excessive risk. 
 



 
 



 
 
 
 
 
 



 
 
 
 
 
 
 
 
 



Lesson 10 Internal Audit and Performance Audit 

INTRODUCTION  

Historically, internal auditing was confined to ensure that, the accounting and allied records 

have been properly maintained, the assets of the organization have been properly safeguarded 

and that the policies and procedures laid down by the management have been complied with. 

Post liberalization of economy. The economic conditions further expanded organizations’ 

responsibilities for scheduling, managing with limited materials and labourers, complying with 

government regulations, and an increased emphasis on cost efficiency.  

Now a day, the role of internal auditing has a great significance in the performance of the 

company, with the changes in the economic conditions.  

DEFINITION OF INTERNAL AUDIT  

As defined by the Institute of Internal Auditors (IIA)  

Internal auditing is an independent, objective assurance and consulting activity designed to add 

value and improve an organization's operations. It helps an organization accomplish its 

objectives by bringing a systematic, disciplined approach to evaluate and improve the 

effectiveness of risk management, control and governance processes. The internal audit activity 

evaluates risk exposures relating to the organization’s governance, operations and information 

systems, in relation to:  

 Effectiveness and efficiency of operations.  

 Reliability and integrity of financial and operational information.  

 Safeguarding of assets.   

 Compliance with laws, regulations, and contracts.  

Based on the results of the risk assessment, the internal auditors evaluate the adequacy and 

effectiveness of how risks are identified and managed in the above areas. An effective internal 

audit activity is a valuable resource for management and the board and the audit committee 

due to its understanding of the organization and its culture, operations, and risk profile. The 

objectivity, skills, and knowledge of competent internal auditors can significantly add value to 

an organization’s internal control, risk management, and governance processes. Similarly an 

effective internal audit activity can provide assurance to other stakeholders such as regulators, 

employees, providers of finance, and shareholders. 

 INTERNAL AUDIT UNDER THE COMPANIES ACT, 2013 



 The concept of the Internal Audit has been recognized as a statutory exercise under Section 

138 of the Lesson 10 Internal Audit and Performance Audit 225 Companies Act, 2013, and has 

been made mandatory. As per Rule 13 of Companies (Accounts) Rule, 2014, the following class 

of companies shall be required to appoint an internal auditor which may be either an individual 

or a partnership firm or a body corporate, namely:  

(a) Every listed company;  

(b) Every unlisted public company having- 

           (i) Paid up share capital of fifty crore rupees or more during the preceding financial year;         

          (ii) Turnover of two hundred crore rupees or more during the preceding financial year;  

          (iii) Outstanding loans or borrowings from banks or public financial institutions exceeding 

one hundred crore rupees or more at any point of time during the preceding financial year;  

          (iv ) Outstanding deposits of twenty five crore rupees or more at any point of time during 

the preceding financial year; and  

(c) Every private company having-  

          (i) Turnover of two hundred crore rupees or more during the preceding financial year; or  

          (ii) Outstanding loans or borrowings from banks or public financial institutions exceeding 

one hundred crore rupees or more at any point of time during the preceding financial year: 

 It may be noted that the internal auditor may or may not be an employee of the company and 

it is not mandatory for the professionals like Company Secretaries, Chartered Accountant or 

Cost accountant should be in practice, he may or may not be engaged in the practice of such 

profession. Further the Audit Committee of the company or the Board shall, in consultation 

with the Internal Auditor, formulate the scope, functioning, periodicity and methodology for 

conducting the internal audit. Internal Audit is performed by professionals with an in-depth 

understanding of the business culture, systems, and processes.  

APPOINTMENT OF INTERNAL AUDITOR 

 Section 179 read with Rule 8 (4) of the Companies (Meeting of the Board and its Power), Rules 

2014 provide that the appointment of the internal auditors shall be done only through a 

resolutions passed by the Board of Directors at the meetings of the Board. Also the resolution 

for appointment of the Internal Auditor shall be filed with the Registrar of Companies within 30 

days from the passing of the said resolution pursuant to the provisions of Section 117 & 179 of 

the Companies Act, 2013. In case of Private Companies, an exemption has been granted from 



filing of E Form MGT-14, vide notification issued by the Ministry of Corporate Affairs dated 5th 

June, 2015. 

Terms of reference 

The overall scope of internal audit should be formalized in terms of reference; it is often 

referred to as an audit manual, and approved by the board, normally through the audit 

committee. Internal audit’s terms of reference or manual should provide clarity about its:  

– Strategy and objectives;  

– Role and responsibilities within the organisation; 

 – Scope of work; 

 – Accountability to the audit committee; 

 – Reporting lines for line management purposes; 

 – Accessibility to the board and the audit committee; and 

 – Unfettered access to all information, people and records across the organisation. 

 The terms of reference should make it clear that internal audit should not be put in a position 

where it has to review its own work. 

 OBJECTIVE OF INTERNAL AUDIT 

 The main objective of the Internal Audit process is to provide an assurance on the 

organization’s risk management, internal control environment and governance framework 

through review and appraisal of: 

(a) Operational control framework including fundamental and basic systems in all areas of the 

business. The adequacy of risk identification, assessment and mitigation in the organisation. 

This shall include fraud risks. 

 (b) Extent, adequacy, relevance of, and compliance with existing policy, plans and procedure 

documents within the Organisation.  

(c) The extent of compliance with relevant statutory requirements  

(d) Status of implementation of internal / external audit recommendations 

 (e) Evaluating internal control. Internal control is broadly defined as a process, effected by an 

entity's board of directors, management, and other personnel, designed to provide reasonable 



assurance regarding the achievement of the following core objectives for which all businesses 

strive:  

    ● Effectiveness and efficiency of operations.  

    ● Reliability of financial and management reporting.  

    ● Compliance with laws and regulations  

    ● Accomplishment of Established Goals for Operations  

    ● Safeguarding of Assets 

 (f) Determines the risk area of the organisation  

(g) Establishes the risk management framework  

(h) Identifies potential threats and assesses risks  

(i) Decides on response to risks like implementation of control   

(j) Monitors and coordinates the risk management processes and the outcomes  

(k) Provides assurance on the effectiveness of risk management processes  

 

SCOPE OF INTERNAL AUDIT  

1. Review of Internal Control Systems and Procedures  The Internal Auditor should determine 

whether the internal control system is in consonance with the organizational structure. For 

example, the establishment of a separate credit control department would be justified if the 

objective of reducing the credit risk and minimizing debt recovery period could be met through 

controls in-built in the accounting and sales systems especially in small and medium size 

concerns. Each control should be reviewed and analysed in terms of its costs and benefits.  

2. Reliability and Integrity of Financial and Operating Information   

The internal auditor should review the information systems to evaluate the reliability and 

integrity of financial and operating information given to management and to external agencies 

such as governmental bodies, trade organisations and labour unions. For this purpose the 

internal auditor should review the means used for measuring, classifying and reporting 

information including the records from which the information is extracted. He should examine 

the accuracy and reliability of financial and operational records. Internal Auditors should review 



the reliability and integrity of financial and operating information and the means used to 

identify, measure, classify and report such information. 

 3. Economical and Efficient Use of Resources  

The Internal Auditor should check whether proper operating standards and norms have been 

established for measuring economical and efficient use of resources. They should be detailed 

enough to be identifiable with specific operating responsibilities and should be capable of being 

used by operating personnel for monitoring and evaluating their performance. The internal 

auditor should review the methods of establishing the operating standards and norms. He 

should carefully examine the assumptions made while setting the standards to ensure that they 

are appropriate and necessary. The internal auditor should examine whether analysis of 

variances is communicated to those concerned in time.  

While commenting on staffing, the internal auditor should pay special attention to non-

productive work being performed. This would require an enquiry into the job descriptions of 

employees combined with an intelligent observation of the work being done. Finally the 

internal auditor should review all procedures with reference to their costs and benefits.  

4. Compliance with Laws, Policies, Plans, Procedures, and Regulations  

The Internal Auditor should examine whether the management has a system by which its 

policies, plans and procedures are communicated to all concerned. He should examine whether 

management formulates the major accounting policies after due regard to their effect on the 

financial statements both present and future. He should also examine the system of periodical 

review of existing policies particularly when there is a change in the method and nature of 

operations of the enterprise. Internal Auditor should review the systems established to ensure 

compliance with those policies, plans and procedures, law and regulations which could have a 

significant impact on operations and should determine whether the organization is in 

compliance thereof.  

5. Review of Organizational Structure  

The Internal Auditor should conduct an appraisal of the organisation structure to ascertain 

whether it is in harmony with the objectives of the enterprise and whether the assignment of 

responsibilities is in consonance therewith. For this purpose he should review the manner in 

which the activities of the enterprise are grouped for managerial control. The internal auditor 

should examine the organisation chart to find out whether the structure is simple and 

economical and that no function enjoys an undue dominance over the others. He should see 

whether the lines of authority and responsibility are clearly defined and communicated to all 



the organisational levels. He should particularly see that the responsibilities of managerial staff 

at headquarters do not overlap with those of chief executives at operating units.  

The internal auditor should examine the reasonableness of the span of control of each 

executive (the number of sub-ordinates that an executive controls). There should be a proper 

balance between the span of control of different executives at different levels. He should 

examine whether there is a unity of command i.e., whether each person reports only to one 

superior. Where dual responsibilities cannot be avoided, the primary one should be specified 

and the specific responsibility to each senior fixed.  

6. Accomplishment of Established Goals for Operations  

The internal auditor should review the overall objectives of the enterprise to evaluate whether 

they are clearly stated and are attainable. The translation of such overall objectives into specific 

objectives for each department and programme should be reviewed. It should be examined 

whether the objectives are revised periodically in the light of changes in internal and external 

environment. The internal auditor should examine whether to the extent possible, objectives 

are expressed in precise quantifiable terms (both monetary and non-monetary) to facilitate 

detailed planning and execution. Internal Auditor should review operations and programmes to 

ascertain whether results are consistent with established objectives and goals and whether the 

operations or programmes are being carried out as planned.  

7. Review of Custodianship and Safeguarding of Assets  

The Internal Auditor should verify the existence of the assets and also review the control 

system to ensure that all assets are accounted fully. He should review the means used for 

safeguarding assets against losses e.g. fire, improper or negligent activity, theft and illegal acts 

etc. He should review the control systems for intangible assets e.g. the procedures relating to 

credit control. Where an enterprise uses electronic data processing equipment, the physical 

and systems control on processing facilities as well as on data storage should be examined. He 

should also review the adequacy of the insurance cover for the various risks involved. 

 

 INTERNAL AUDIT CORE PRINCIPLES 

 As per the Institute of Internal Auditors (IIA), core principles of Internal Audit hovers around 

the performance of effective internal auditing and all of them must be present and working 

well. How an internal auditor, as well as an internal audit function, demonstrate achievement 

of the Core Principles may be quite different from organisation-to-organisation. But, failure to 



achieve any of the Core Principles implies that an internal audit activity is not as effective as it 

could be in achieving internal audit’s mission. Core Principles of Internal Audit are:  

 Demonstrates integrity. 

 Demonstrates competence and due professional care.  

 Independent and objective exercise. 

 Aligns with the strategies, objectives, and risks of the organisation. 

 Is appropriately positioned and adequately resourced.  

 Demonstrates quality and continuous improvement.  

 Communicates effectively. 

 Provides risk-based assurance.  

 Is insightful, proactive, and future-focused.  

 Promotes organizational improvement. 

 

INDEPENDENCE OF INTERNAL AUDITOR 

 Internal auditing, being an independent, objective assurance and consulting activity designed to add 

value and improve an organisation’s operations, the concept of independence is equally relevant for the 

internal auditor. Internal Auditor may or may not be an employee of the company, but he evaluates the 

functioning of the management at different levels. Therefore, to be efficient and effective, the internal 

auditor must have adequate independence. 

 To ensure his independence he is made responsible directly to the Board of Directors through audit 

committee. Such a channel of communication provides an independent mode whereby an internal 

auditor can communicate and share his views on the scope of internal audit, findings, etc. If internal 

auditor is made subordinate to lower level management, his independence will be effected which will 

affect his functioning and effectiveness. An outsider, like a Chartered Accountant or a Company 

Secretary or a firm of Chartered Accountants or a firm of Company Secretaries, if acting as internal 

auditor, is likely to be more independent than an employee of the organization. 

 

INTERNAL AUDIT TECHNIQUES 

 An Internal auditor uses Internal Audit tools/techniques to ensure that controls, processes and policies 

are adequate and effective, and that they adhere to industry practices and regulatory mandates. The 

techniques which are often used by an internal auditor are discussed herein. 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

INTERNAL AUDIT TECHNIQUES 

 

(a) Review of Operating 

Environment- A firm’s operating 

environment describes 

management’s ethical qualities, 

leadership style and business 

practices.  

(c) Test Controls- An internal auditor 

tests a business organization’s 

controls, policies and guidelines to 

ensure that such controls are 

adequately designed and are 

operating effectively.  

(d) Account Details- An internal 

auditor performs tests of account 

details to ensure that financial 

statements of a business entity are not 

“materially misstated.”  

 

(b) Review Controls- An auditor 

applies generally accepted auditing 

standards (GAAS) to detect 

mechanisms, procedures, tools and 

methodologies that build controls.  

 

INTERNAL AUDIT PROCESS: STEP WISE APPROACH  

1. Establish and communicate the scope and objectives for the audit to appropriate 

management.  

2. Develop an understanding of the business area under review. This includes 

objectives, measurements and key transaction types. This involves review of 

documents and interviews. Flow charts and narratives may be created if necessary.  

3. Describe the key risks facing the business activities within the scope of the audit. 

4. Identify control procedures used to ensure each key risk and transaction type is 

properly controlled and monitored. 

5. Develop and execute a risk-based sampling and testing approach to determine 

whether the most important controls are operating as intended.  

6. Report issues and challenges identified and negotiate action plans and solutions 

with management to address the problems.  

7. Follow-up on reported findings at appropriate intervals. Internal audit 

departments maintain a followup database for this purpose.  

 



EVALUATION OF INTERNAL AUDIT FUNCTION BY AN AUDITOR 

The internal audit function greatly assist the Secretarial auditor in determining the extent to which he 

can place reliance upon the work of the internal auditor. The Secretarial auditor should document his 

evaluation and conclusions in this respect. The important aspects to be considered in this context are: 

 1. Organisational Status - Whether internal audit is undertaken by an outside agency or by an internal 

audit department within the entity itself. The internal auditor reports to the management, in an ideal 

situation he reports to the highest level of management and is free of any other operating responsibility.  

2. Scope of Audit Function - The external auditor should ascertain the nature and depth of coverage of 

the assignment which the internal auditor discharges for management. He should also ascertain to what 

extent the management considers, and where appropriate acts upon internal audit recommendations.  

3. Technical Competence - The external auditor should ascertain that internal audit work is performed 

by persons having adequate technical training and proficiency. This may be accomplished by reviewing 

the experience and professional qualifications of the persons undertaking the internal audit work.  

4. Due Professional Care - The external auditor should ascertain whether internal audit work appears to 

be properly planned, supervised, reviewed and documented.  

5. Monitoring of internal control: The internal audit function may be assigned specific responsibility for 

reviewing controls, monitoring their operation and recommending improvements thereto.  

6. Examination of financial and operating information: The internal audit function may be assigned to 

review the means used to identify, measure, classify and report financial and operating information, and 

to make specific inquiry into individual items, including detailed testing of transactions, balances and 

procedures.  

7. Review of operating activities: The internal audit function may be assigned to review the economy, 

efficiency and effectiveness of operating activities, including non- financial activities of an entity. 

 8. Review of compliance with laws and regulations: The internal audit function may be assigned to 

review compliance with laws, regulations and other external requirements, and with management 

policies and directives and other internal requirements.  

9. Risk management: The internal audit function may assist the organization by identifying and 

evaluating significant exposures to risk and contributing to the improvement of risk management and 

control systems.  

10 Governance: The internal audit function may assess the governance process in its accomplishment of 

objectives on ethics and values, performance management and accountability, communicating risk and 

control information to appropriate areas of the organization and effectiveness of communication among 

those charged with governance, external and internal auditors, and management. 

 



ROLE OF INTERNAL AUDIT IN ORGANIZATION CONTROL MECHENISM  

1. Internal Control 

 The internal control may be defined as “The process designed, implemented and maintained by those 

charged with governance, management and other personnel to provide reasonable assurance about the 

achievement of an entity’s objectives with regard to reliability of financial reporting, effectiveness and 

efficiency of operations, safeguarding of assets, and compliance with applicable laws and regulations. 

The term “controls” refers to any aspects of one or more of the components of internal control.  

Objectives  

(i) To ensure that the transactions are executed in accordance with management’s general or 

specific authorization;  

(ii) To make sure that all the transactions are promptly recorded in the correct amount in the 

appropriate accounts and in the accounting period in which executed, so as to permit 

preparation of financial information within a framework of recognized accounting policies 

and practices and relevant statutory requirements, if any, and to maintain accountability for 

assets;  

(iii)  To ensure assets are safeguarded from unauthorised access, use or disposition; and  

(iv)  To make sure that appropriate action is taken with regard to any differences between the 

recorded assets are compared with the existing assets at reasonable intervals.  

Internal Control Mechanism 

 Internal Audit is a vital constituent of Internal Control Mechanism. It is important to constitute and 

maintain an Audit Committee that shall provide assistance to the Board of Directors in fulfilling their 

oversight responsibility to the shareholders relating to: 

a) The integrity of the financial statements and the financial reporting process and principles;  

b) Internal controls;  

c) The qualifications, independence, remuneration, and performance of the independent 

auditors;  

d) Staffing, focus, scope, performance, and effectiveness of the internal audit function;  

e) Risk management; and  

f) Compliance with legal, regulatory, and corporate governance requirements. 

Internal audit functions add value to an organization’s internal control system by bringing a systematic, 

disciplined approach to the evaluation of risk and by making recommendations to strengthen the 

effectiveness of risk management efforts. The internal auditor should focus towards improving the 

internal control structure and promoting better corporate governance. The role of the internal auditor 

encompasses:  

– Evaluation of the efficiency and effectiveness of controls 



 – Recommending new controls where needed or discontinuing unnecessary controls 

 – Using control frameworks 

 – Developing Control self-assessment  

2. Risk management  

Risk management relating to an organization objectives, and identification, analysis, and response to 

those risks that could potentially impact its ability to realize its objectives. Generally, the risks fall under 

strategic, operational, financial reporting, and legal/regulatory categories. Management performs risk 

assessment activities as part of the ordinary course of business in each of these categories.  

Internal auditors may evaluate each of these activities, or focus on the processes used by management 

to report and monitor the risks identified. For example, internal auditors can advise management 

regarding the reporting of forward looking operating measures to the Board, to help identify emerging 

risks.  

3. Corporate Governance  

Corporate governance is a combination of processes and organizational structures implemented by the 

Board of Directors to inform, direct, manage, and monitor the organization’s resources, strategies and 

policies towards the achievement of the organizations objectives. The internal auditor is often 

considered one of the “four pillars” of corporate governance, the other pillars being the Board of 

Directors, management, and the external auditor. A primary focus area of internal auditing as it relates 

to corporate governance is helping the Audit Committee of the Board of Directors (or equivalent) 

perform its responsibilities effectively.  

APPRAISAL OF MANAGEMENT DECISIONS 

Management is charged with this responsibility on behalf of the organization’s stakeholders and is held 

accountable for this responsibility by an oversight body (e.g. board of directors, audit committee, 

elected representatives). A dedicated, independent and effective internal audit activity assists both 

management and the oversight body (e.g. the board, audit committee) in fulfilling their responsibilities 

by bringing a systematic disciplined approach to assessing the effectiveness of the design and execution 

of the system of internal controls and risk management processes. Beside above, Internal Audit has 

become an important management tool for the following reasons: 

1. Internal Auditing is a specialized service to look into the standards of efficiency of business 

operation.  

2.  Internal Auditing can evaluate various problems independently in terms of overall management 

control and suggest improvement.  

3. Internal Audit’s independent appraisal and review can ensure the reliability and promptness of MIS 

and the management reporting on the basis of which the top management can take firm decisions.  



4. Internal Audit system makes sure the internal control system including accounting control system in 

an organization is effective. 

5. Internal Audit ensures the adequacy, reliability and accuracy of financial and operational data by 

conducting appraisal and review from an independent angle.  

6. Internal Audit is an integral part of “Management by System”.  

7. Internal Audit can break through the power ego and personality factors and possible conflicts of 

interest within the organization.  

8. It ensures compliance of accounting procedures and accounting policies.  

9. Internal Auditor can be of valuable assistance to management in acquiring new business, in 

promoting new products and in launching new projects for expansion or diversification of business. 

 The main objective of appraisal of management decision is to see how decisions are taken by the 

management: ─ whether the decisions are taken after following the decision making process. ─ Whether 

such decisions meeting the organisation objectives. ─ Whether such decisions are documented in a fair 

manner 

 Steps in Appraisal of Management Decision  

1. In appraisal of management decision the following step should be considered by the auditor:  

2. Whether the management decision are well defined or not  

3. Whether the Objectives and desired output has been set out clearly and relate explicitly with the 

policy or strategy adopted by the company to help in post event evaluation of the management 

decisions. Ideally the objectives of the every management decision should be specific, measurable, 

agreed, realistic and time-dependent. 

 4. While taking Decision, whether the management has considered the effect of the Associated Risk; 

Time Availability; Scale and location; Scope for Alternative arrangements with other public bodies; 

Degree of involvement of Regulators and Civic Bodies; Capacity of the market to deliver the required 

output; Alternative asset uses; Use of new or established technology; and Environmental Issues.  

5. In case of the Major Investment decision, whether the various possible options were considered. 

 6. Whether such potential options are analyzed reviewed in terms of value, costs, benefits, risk and 

uncertainties of options. 

 7. Whether the options are selected after due analysis and a consensus decision is taken After a 

manager has analyzed all the alternatives,  

8. Whether the selected alternative implemented efficiently.  

9. Ongoing Review of management decision control and evaluation system actions need to be 

monitored. 



Lesson 11- Concepts and Principles of Other Audits 
 

INTRODUCTION TO VARIOUS AUDIT 
Audit is an independent and systematic examination of statutory records, books of accounts, documents 
and vouchers of an organization. Audit provides and significant assurance to the management and other 
stakeholders on the affairs of the company. The Auditor while conducting audit obtains evidence and 
formulates an opinion on the basis of his judgment which is communicated through their audit report. 
As an independent professional, auditor provides third party assurance on every subject matter for 
which he has been engaged.  
The audits are considered as the emerging areas for the company secretaries and with the expertise in 
these areas, the company secretaries has prove themselves competent professional for conducting such 
audits. The detailed principles of the various audits are elaborated in this chapter. 
 
1. CORPORATE GOVERNANCE AUDIT 
Corporate Governance deals with conducting the affairs of a company such that there is fairness to all 
stakeholders and that its actions benefit the greatest number of stakeholders. It is about openness, 
integrity and accountability. 
Recent scandals in Indian Corporates have raised questions not only about the practices adopted by 
companies to solicit business but also about the standards of accountability in public administration 
including within the government machinery and institutions. 
Audit of corporate governance processes provides assurance to the various stakeholders that all the 
required governance activities have been accomplished and which governance norms has not been 
satisfied by the company for assisting stakeholders in making an informed decision. Corporate 
Governance Audit mechanism works primarily through Audit Committee and the Auditor. 
 

Need for Corporate Governance Audit (CGA) 
The audit serves as a monitoring device and is essential in corporate governance also. The auditors view 
management as the primary driver of corporate governance and to ensure commitment of the Board in 
managing the company in a transparent manner. 
The history indicates that well-governed companies receive higher market valuations. Improving 
corporate governance will also increase capital flows to companies; from domestic and global capital; 
equity and debt; and from public securities markets and private capital sources even the increased 
customer base. 
 

Scope of Audit of Corporate Governance Activities 
The scope of Corporate Governance Audit is wide and generally boundary-less, as the subject covers: 
1. Financial and non-financial Information’s and disclosures 
2. Rights of Stakeholders; 
3. Boards of Directors (Composition, mix, independence); 
4. Control Environment (Accounting, Controls, Internal and External Audit); 
5. Risk Management; 
6. Transparency and Disclosure of financial information and executive compensation; 
7. Strategic plans, programs and guidance on social responsibilities. 
 
 
 



Role of Audit Committee 
Audit Committee plays a vital role in the Corporate Governance of an entity. The Companies Act, 2013 
and LODR Regulations in respect of the constitution, terms of Reference and role & responsibility of the 
Audit committee, underline the importance of audit process and its contribution to the Corporate 
governance process: Structure of Audit Committee with respect to corporate governance has been 
defined under LODR Regulations as follows: 
• Every listed entity shall constitute a qualified and independent audit committee in accordance with 
the terms of reference, subject to the following: 
• The Audit Committee shall have minimum three directors as members. Two-thirds of the members of 
audit committee shall be Independent Directors. All members of Audit Committee shall be financially 
literate and at least one member shall have accounting or related financial management expertise. 
• The Chairperson shall be an independent director and he shall be present at the Annual General 
Meeting to answer shareholder queries. 
• The Company Secretary shall act as the Secretary of the Committee. 
 

Role of Audit Committee w.r.to corporate governance has been defined under LODR 
Regulations as follows: 

 Oversight of the listed entity’s financial reporting process and the disclosure of its financial 
information to ensure that the financial statement is correct, sufficient and credible; 

 Recommendation for appointment, remuneration and terms of appointment of auditors of the 
listed entity; 

 Approval of payment to statutory auditors for any other services rendered by the statutory 
auditors; 

 Reviewing, with the management, the quarterly financial statements before submission to the 
board for approval; 

 Reviewing, with the management, the statement of uses / application of funds raised through 
an issue (public issue, rights issue, preferential issue, etc.), the statement of funds utilized for 
purposes other than those stated in the offer document / prospectus / notice and the report 
submitted by the monitoring agency monitoring the utilization of proceeds of a public or rights 
issue, and making appropriate recommendations to the board to take up steps in this matter; 

 Reviewing and monitoring the auditor’s independence and performance, and effectiveness of 
audit process; 

 Approval or any subsequent modification of transactions of the listed entity with related parties; 
 Scrutiny of inter-corporate loans and investments; 
 Valuation of undertakings or assets of the listed entity, wherever it is necessary; 
 Evaluation of internal financial controls and risk management systems; 
 Reviewing, with the management, performance of statutory and internal auditors, and 

adequacy of the internal control systems; 
 Reviewing the adequacy of internal audit function, if any, including the structure of the internal 

audit department, staffing and seniority of the official heading the department, reporting 
structure coverage and frequency of internal audit; 

 Discussion with internal auditors of any significant findings and follow up there on; 
 Reviewing the findings of any internal investigations by the internal auditors into matters where 

there is suspected fraud or irregularity or a failure of internal control systems of a material 
nature and reporting the matter to the board; 

 Discussion with statutory auditors before the audit commences, about the nature and scope of 
audit as well as post-audit discussion to ascertain any area of concern; etc. 



 
Illustrative Checklist for Auditing Corporate Governance System in a Company 

(A) Accountability 
1. Check there is separation of ownership and control. 
2. Check whether executive management is accountable to Board 
3. Check whether Board is accountable to shareowners 
4. Check whether there is a Board / Audit Committee Charter 
5. Check whether the independent directors have powers to play their role effectively 
6. Check whether sufficient number of meetings held, and are the meetings of sufficient length and 
depth to cover the agenda and provide healthy discussion of issues 
7. Check whether the auditors of the company have full access to information and authority to present 
their view points at Board meetings. 

(B) Fairness 
1. Check whether all shareowners, including minorities are treated equitably 
2. Check whether there are defined procedures for effective resolutions of violations 
3. Check whether the company has pricing policy and fair market practice code 

(C) Transparency 
1. Investors should be able to obtain information about the rights attached to all series and classes of 
shares before they purchase. Any changes in voting rights should be subject to approval by those classes 
of shares which are negatively affected. 
2. Check whether there is a timely, accurate disclosure on all material matters, including: financial and 
non-financial information, performance, ownership, frauds, going concern crisis and governance 
3. Check whether the company has a policy for making political contributions 
4. Check whether the company has comprehensive insider trading disclosure and compliance practices 
5. Check whether shareholders should be able to make their views known on the remuneration policy 
for board members and key executives. The equity component of compensation schemes for board 
members and employees should be subject to shareholder approval. 

(D) Responsibility 
1. Check whether there are 6 of stakeholders’ rights, social responsibility and business sustainability 
requirements 
2. Check whether the Board’s responsibility includes review and guiding of corporate strategy, major 
plans of action, risk policy, annual budgets and business plans; setting performance objectives; 
monitoring implementation and corporate performance; and overseeing major capital expenditures, 
acquisitions and divestitures. 

(E) Shareholder Interests 
1. Check whether shareholders should have the right to participate in and to be sufficiently informed on 
decisions. 
2. Check whether capital structures and arrangements that enable certain shareholders to obtain a 
degree of control disproportionate to their equity ownership should be disclosed. 
3. There exist rules and procedures governing the acquisition of corporate control in the capital markets, 
and extraordinary transactions such as mergers, and sales of substantial portions of corporate assets, 
should be clearly articulated and disclosed so that investors understand their rights and recourse. 
Transactions should occur at transparent prices and under fair conditions that protect the rights of all 
shareholders according to their class. 
4. The exercise of ownership rights by all shareholders, including institutional investors, should be 
facilitated. 
5. Minority shareholders should be protected from abusive actions.  

 



CORPORATE GOVERNANCE DUE DILIGENCE – COVERAGE 
The following aspects are to be analyzed during corporate governance due diligence. The list provided 
hereunder is not an exhaustive list. 
I. BOARD INDEPENDENCE & GOVERNANCE 
(i) Board Composition 
(a) Is the Chairperson an Executive Chairperson? 
(b) If Chairperson is Executive, does 50% or more of the Board consist of Independent directors? 
(c) If the non-executive Chairperson is a promoter of the company or is related to any promoter or 
person occupying management positions at the Board level or at one level below the Board, does 
50% or more of the Board consist of Independent directors? 
(d) If the non-executive Chairperson is not a promoter of the company or is not related to any promoter 
or person occupying management positions at the Board level or at one level below the Board, does 
1/3rd or more of the Board consist of Independent directors? 
(ii) The proportion of Independent Directors to total number of Directors. 
(iii) Senior/lead independent director if any, if the offices of Chairperson and Chief Executive Officer are 
not held by different persons. 
(iv) Written policy/ procedure if any for induction of Independent Directors. 
(v) Disclosure if any in the Annual Report the basis on which independent directors are nominated on 
the Board 
(vi) Letter of appointment of non-executive directors. 
(vii) Maximum tenure of independent directors if any specified. 
(viii) Details of Separate meetings of independent directors. 
(ix) Details of Orientation programme/training of directors. 
(x) Details of D&O insurance if any provided. 
(xi) Gap between resignation and appointment of independent directors. 
(xii) Details of affirmative statement from each of the independent directors that they meet the criteria 
of independence (Annual and at the time of appointment). 
II. BOARD SYSTEMS AND PROCEDURES 
(i) Details of Circulation of Agenda. 
(ii) Details of Board meetings. 
(iii) Attendance in Board Meeting. 
(iv) Details of meeting through video conferencing. 
(v) List of applicable laws if any maintained by the company. 
(vi) Information/Certificate to the Board on statutory compliances. 
(vii) Communication of Board decisions to various departments. 
(viii) Details of written Code of Conduct for Directors, Senior Management and other Employees. 
(ix) Policy on succession planning at senior management level (just one level below the Board), 
(x) Policy on Action Taken Report. 
(xi) Policy on reviewing the effectiveness of Board and its members. 
(xii) Share dealings by Directors and his relatives. 
III. BOARD COMMITTEES 
(i) Names of Board committees, its terms of reference, composition and meetings. 
(ii) Details of chairperson of Board committees. 
(iii) Proportion of independent directors in Audit Committee. 
(iv) Risk assessment process by Audit Committee. 
(v) Process of reviewing the related party transactions by the Audit Committee. 
(vi) Details of financial experts in the Audit Committee. 
(vii) Communication mechanism between internal auditor, Audit Committee and CFO. 



(viii) Details of rotation of Auditors/audit partners. 
(ix) Details of pending investor grievances. 
IV. TRANSPARENCY AND DISCLOSURE COMPLIANCES 
(i) Details of disclosures in the Annual Report. 
(ii) Disclosure on the details of remuneration paid to Board members. 
(iii) Disclosure on related party transaction. 
(iv) Disclosure on material cases pending against the company. 
(v) Details of directors appointed or proposed to be appointed. 
(vi) Means of communication. 
(vii) Details of filings with Corp filing portal. 
(viii) Disclosures on insider trading. 
(ix) Disclosure of CEO/CFO on compliance under LODR Regulations. 
(x) Compliance of Secretarial Standards issued by ICSI. 
(xi) Compliance of Accounting Standard/Cost Accounting Standard (if applicable). 
(xii) Details of Secretarial Audit if any. 
(xiii) Adverse remarks in Audit Report, Cost Audit Report, Secretarial Audit Report. 
(xiv) Disclosure of director’s relationship inter-se. 
(xv) Details of corporate disclosure policy. 
V. CONSISTENT SHAREHOLDER VALUE ENHANCEMENT 
(i) Growth in net-worth. 
(ii) Details of dividend paid. 
(iii) Dividend policy, if any. 
(iv) EPS 
(v) Details of public shareholdings. 
(vi) Details of investor satisfaction survey, if any. 
VI. OTHER STAKEHOLDERS VALUE ENHANCEMENT 
(i) Details of Vendor/Supplier/Customer Satisfaction surveys. 
(ii) Personnel policy. 
(iii) Policy on employee participation in management. 
(iv) Policy on ESOPs 
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(v) Policy on prevention of sexual harassment. 
(vi) Vendor Development policy. 
VII. CORPORATE SOCIAL RESPONSIBILITY 
(i) Policy on CSR, if any. 
(ii) CSR/Sustainability Report, if any. 
(iii) Energy conservation initiatives. 
(iv) Water/waste management initiatives. 
(v) Budget for CSR activities 
 

CORPORATE SOCIAL RESPONSIBILITY (CSR) AUDIT 
Corporate Social Responsibility (CSR) includes various social and environmentally responsible guidelines, 
essential for companies that want to maintain a strong connection to the marketplace. CSR has become 
a mandatory part of many Companies vide introduction in Companies Act, 2013 and has changed the 
dynamics of CSR. An increased emphasis on governance, stricter monitoring and reporting obligations 
require companies to be more accountable, disciplined and strategic in their CSR approach. 
 
 



CSR under Companies Act, 2013 
Section 135 of the Companies Act, 2013 provides that every company having net worth of rupees five 
hundred crore or more, or turnover of rupees one thousand crore or more or a net profit of rupees five 
crore or more during the immediately preceding financial year shall 
─ constitute a Corporate Social Responsibility Committee of the Board consisting of three or more 
directors, out of which at least one director shall be an independent director; 
─ adopt a CSR Policy in order to develop a sustainable CSR road map to help determine both compliance 
and social relevance with the Act. 
─ spend, in every financial year, at least 2% of its average net profits made during the three immediately 
preceding financial years, in pursuance of its CSR policy. 
 
Objective of CSR Audit 
Corporate Social Responsibility (CSR) audit help in measuring the actual social performance against the 
social objectives set by the Company. It also provides that at what level the decision making, mission 
statement, guiding principles, and business conduct are aligned with social responsibilities. The audit 
helps meeting the expectations of stakeholder groups relating to social and environmental 
responsibilities of the company. 
 
Purpose of CSR Audit 
─ To ensure compliance with the provisions of Companies Act, 2013 with respect to constitution of the 
Committee, adoption of policy and appropriate spending towards CSR activities. 
─ To facilitate transparent monitoring mechanism and a mentor for the Company’s CSR activities and 
implementation of CSR policy. 
─ To evaluate internal control and governance framework 
─ To assess the project life cycle 
─ To conduct financial review of projects to confirm the utilization of budgets for achieving desired 
outcomes. 
 
Methodology for CSR Audit 
1. Review of CSR policy, CSR committee, governance structure, strategy, projects, partner identification 
and selection process, monitoring, evaluation and reporting 
2. Interact with beneficiaries, project team, management and other stake holders 
3. Review of beneficiary identification and selection process, budget allocation, outcomes monitoring 
and reporting 
4. Review of CSR expenditure, project’s direct expenditure, overheads and administrative expenses, 
traceability and genuiness of expenditure, per beneficiary cost, reasons for inability to spend 2% of 
Profits  
 
Conducting CSR Audit 
The CSR audit may be conducted internally by the company or engage external agencies having 
expertise in CSR projects. However the companies publish periodical report on their social initiatives and 
through the Website. However, according to provisions of Companies Act, 2013, Companies are 
required to annex report on the corporate social responsibilities with the Board report of the company. 
 
Coverage of CSR Audit: 
The CSR Audit cover the CSR Activities relating to Human Rights, Fundamental Human Rights, Freedom 
of association and Collective bargaining, Nondiscrimination, Forced labor, Child labor, health and safety, 
career development and training, Environmental Issues and Issues relating to Community development 



and social wellbeing. However the Schedule VII of the Companies Act, 2013 provides the list of activities 
which could be taken by the company as their CSR Activities. These activated cover the following 
activities: 
(i) Eradicating hunger, poverty and malnutrition, promoting health care including preventive health care 
and sanitation 4[including contribution to the Swach Bharat Kosh set-up by the Central 
Government for the promotion of sanitation] and making available safe drinking water. 
(ii) Promoting education, including special education and employment enhancing vocation skills 
especially among children, women, elderly and the differently abled and livelihood enhancement 
projects. 
(iii) Promoting gender equality, empowering women, setting up homes and hostels for women and 
orphans; setting up old age homes, day care centres and such other facilities for senior citizens and 
measures for reducing inequalities faced by socially and economically backward groups. 
(iv) Ensuring environmental sustainability, ecological balance, protection of flora and fauna, animal 
welfare, agro forestry, conservation of natural resources and maintaining quality of soil, air and water 
4[including contribution to the Clean Ganga Fund set-up by the Central Government for rejuvenation of 
river Ganga]. 
(v) Protection of national heritage, art and culture including restoration of buildings and sites of 
historical importance and works of art; setting up public libraries; promotion and development of 
traditional art and handicrafts; 
(vi) Measures for the benefit of armed forces veterans, war widows and their dependents; 
(vii) Training to promote rural sports, nationally recognized sports, Paralympics sports and Olympic 
sports 
(viii) Contribution to the prime minister's national relief fund or any other fund set up by the central 
govt. for socio economic development and relief and welfare of the schedule caste, tribes, other 
backward classes, minorities and women; 
(ix) Contributions or funds provided to technology incubators located within academic institutions which 
are approved by the central govt. 
(x) Rural development projects. 
(xi) Slum area development. 
Explanation.- For the purposes of this item, the term `slum area' shall mean any area declared as such by 
the Central Government or any State Government or any other competent authority under any law for 
the time being in force.] 
 
Illustrative Checklist for Corporate Social Responsibility provisions under Companies Act, 
2013 
1. Check if the constitution of CSR Committee is applicable to company. 
2. If yes, whether the company has constituted Corporate Social Responsibility Committee of the 
Board consisting of three or more directors, out of which at least one director is an independent 
director. 
In case where a Company is not required to appoint an Independent Director under sub-section (4) of 
149, it shall have in its Corporate Social Responsibility Committee two or more Directors. 
3. Whether the Company has CSR Policy approved by the CSR Committee. 
4. Whether the CSR Committee has recommended list of CSR projects or programme within the purview 
of schedule VII. 
5. Whether the monitoring process of such projects or programme has been established by the 
company. 
6. The Composition of CSR Committee is disclosed in the Board’s Report. 



7. Check whether the CSR activities were under taken as per CSR policy and projects, programs or 
activities excludes activities undertaken in pursuance of its normal course of business 
8. Corporate social Responsibility Committee has recommended the amount of expenditure to be 
incurred on the activities referred in the Corporate Social Responsibility policy. 
9. The company has instituted a transparent monitoring mechanism for implementation of the CSR 
projects or programs or activities undertaken by the company. 
10. The company has disclosed the contents of the policy in Board’s report and at its website, if any. 
11. The Board’s report includes an annual report on CSR containing prescribed particulars. 
12. In case the company does not spend the specified amount (i.e. at least two percent of the average 
net profits made during the three immediately preceding financial years), Board’s report specifies the 
reason for not spending the amount. 
13. Check if the Net profits of the Company are in accordance with the provisions section 198 of the Act 
or not. 
14. in case the company has build CSR Capacities of their own personnel, Check whether the 
expenditure including expenditure on administrative overheads shall not exceed five percent of total 
CSR Expenditure of the company in one financial year. 
15. The company has complied with all other requirement of the CSR Rules. 
 

TAKEOVER AUDIT 
The Takeover audit includes the compliances relating disclosure requirements (event based /continuous 
disclosures), Pricing, Open offer and verification of the compliance of various stage of takeover process 
etc., under the provision of the Companies Act, 2013 and the SEBI (Substantial Acquisition of Shares and 
Takeovers) Regulations, 2011. However the takeover audit primarily includes: 
• Identify and Categories of acquirer i.e. Promoter, Promoter group, Person in control, Persons acting in 
concert, Associates, Immediate Relatives etc. 
• Ensuring that the timely disclosures have been made by promoters, members of Promoter Group and 
PACs relating to Acquisition, Transfer and encumbrance. 
• Effective Monitoring of the holdings of promoters, members of Promoter Group and PACs and take 
necessary action as required 
• Ensuring that timely intimation is sent to stock exchanges in respects of transfers exempt under SEBI 
(SAST) Regulations. 
• Ensuring that timely reports are filed in respect of transfers exempt under SEBI (SAST) Regulations 
with Stock Exchanges and SEBI, if applicable. 
• Thoroughly examine the takeover regulations through checklist and timeline for compliances. 
 
Consequences of Violation of obligations SEBI (SAST) Regulations, 2011 
SAST Regulations, 2011 have laid down the general obligations of acquirer, Target Company and the 
manager to the open offer. For failure to carry out these obligations as well as for failure / non-
compliance of other provisions of these Regulations, penalties have been laid down there under. These 
penalties include: 
─ directing the divestment of shares acquired; 
─ directing the transfer of the shares / proceeds of a directed sale of shares to the investor protection 
fund; 
─ directing the target company / any depository not to give effect to any transfer of shares; 
─ directing the acquirer not to exercise any voting or other rights attached to shares acquired; 
─ debarring person(s) from accessing the capital market or dealing in securities; 
─ directing the acquirer to make an open offer at an offer price determined by SEBI in accordance with 
the Regulations; 



─ directing the acquirer not to cause, and the target company not to effect, any disposal of assets of the 
target company or any of its subsidiaries unless mentioned in the letter of offer; 
─ directing the acquirer to make an offer and pay interest on the offer price for having failed to make an 
offer or has delayed an open offer; 
─ directing the acquirer not to make an open offer or enter into a transaction that would trigger an open 
offer, if the acquirer has failed to make payment of the open offer consideration; 
─ directing the acquirer to pay interest of for delayed payment of the open offer consideration; 
─ directing any person to cease and desist from exercising control acquired over any target company; 
─ directing divestiture of such number of shares as would result in the shareholding of an acquirer and 
persons acting in concert with him being limited to the maximum permissible non-public shareholding 
limit or below. 
 

INSIDER TRADING AUDIT 
The Insider Trading audit includes the compliances requirements (event based /continuous disclosures) 
under the SEBI (Prohibition of Insider Trading) Regulations, 2015 which includes: 
• Initial disclosures of trades which are to be made by only the promoters, key managerial personnel, 
directors internally; 
• Continual disclosures which is to be made by every promoter, employee or director in case value of 
trade exceed monetary threshold of ten lakh rupees over a calendar quarter; company to accordingly 
notify stock exchanges within 2 trading days; 
• Submission of Trading Plans 
• Appointment of Compliance Officer 
• Pre-clearance for trading 
• Codes of Fair Disclosure and Conduct 
• Role of the Designate person 
• Manner of dealing with UPSI (unpublished price sensitive information) 
 
Illustrative checkpoints for verification of Compliance under the SEBI (Prohibition of Insider Trading) 
Regulations, 2015 includes whether: 
1. The company has appointed a compliance officer 
2. The company has designated an officer to administer the code of conduct and other requirements 
under Insider trading regulations. (Regulation 9) 
3. The Board of Directors of has formulated a code of practices and procedures for fair disclosure of 
unpublished price sensitive information as per Schedule A of Insider trading regulation. 
4. The Code has been hosted on the website of the company and a copy of the same must be sent to the 
stock exchange. 
5. The Company has appointed a Chief Investor Relation Officer, who is also a senior officer of the 
company to deal with dissemination of information and disclosure of unpublished price sensitive 
information, as per the principles set out in Schedule A of Insider trading regulations. 
6. The Company has formulated code of conduct to regulate, monitor and report trading by insiders as 
per Schedule B of these regulations. 
7. The Company has formulated an internal code of conduct for governing dealing in securities as per 
the minimum standards set out in Schedule B of Insider trading regulations. 
8. Every such code of practices and procedure relating to unpublished price sensitive information and 
every document thereto has been promptly intimated to the stock exchange where the securities are 
listed. 
9. The trading plan has been formulated in compliance with Regulation 5. If yes, whether necessary 
compliances have been made. 



10. The disclosures were taken from the KMPs of the Company and from those relating to trading by 
such person’s immediate relatives, and by any other person for whom such person takes trading 
decisions. (Regulation 6) 
11. The connected person or class of connected persons have made disclosures of holdings and trading 
in securities of the company in such form and at such frequency as may be determined by the company 
in order to monitor compliance with these regulations. (Regulation 7) 
12. Every code of practices and procedures for fair disclosure of unpublished price sensitive information 
and every amendment thereto have been promptly intimated to the stock exchanges where the 
securities are listed. (Regulation 8) 
13. Any action has been sanctioned by the Board for the violation/ contravention of the provisions these 
regulations. (Regulation 10) 
14. The Compliance officer has reviewed and monitored the trading plans if any, submitted by any 
insider and approved the trading plan that it has not violated these regulations. 
15. The Compliance officer has received undertaking or declaration from insider with respect to the 
trading plan, as the case may be. 
16, The Compliance officer has notified the trading plan to the stock exchange(s), if any. 
17. The Company maintains the record of the said disclosures as required for a minimum period of five 
years. 
18. The Company has received the initial disclosure from every promoter, Key Managerial Personnel 
(KMP) and Directors with respect to the securities held by them in Company. 
19. The Company receives disclosure by every person on appointment as KMP or Director or upon 
becoming a promoter within seven working days of such appointment or becoming promoter. 
20. The Company is regular in receiving continual disclosure from the promoter(s), employees and 
directors with respect to the number of securities acquired or disposed of within two trading days of 
such transaction, if such transactions exceed Rs.10,00,000 or such other value as may be specified in a 
calendar quarter. 
21. The Company has notified the particulars of such trading to the stock exchange(s) within two trading 
days of receipt of the disclosure or from becoming aware of such information. 
22. The Company is regular in receiving disclosures of holding & trading of securities of the company by 
any other connected person or class of connected persons, held or traded by them. The Company has in 
its discretion require this information & set out the frequency for seeking such information. 
23. The Compliance officer has provided reports of trading to the Chairman of Audit Committee, if any 
or to the Chairman of the Board of Directors as per the frequency stipulated by the Board of Directors. 
24. The Company follows Chinese wall procedures & processes as per the norms contained in the code 
of conduct, wherever applicable. 
25. The Compliance officer determines the timing of closure of the trading window and re-opening of 
the trading window. 
26. The Compliance officer has put in place appropriate procedure for pre-clearance of trades for its 
employees. 
27. The Designated Person have not entered into any contra trade as per the specified period as 
mentioned in the code of conduct which shall be not less than six months from the date of trade in 
securities of the Company. 
28. The profit arises from the Contra trade, if executed inadvertently or otherwise, has been liable to be 
disgorged for remittance to SEBI for credit to the Investor Protection and Education Fund administered 
by the SEBI under the Act. 
29. Any action has been initiated by SEBI against the company or any of its promoter, director, Key 
Managerial Personnel, officer or employee under the PIT regulations in the past or present. 



30. The company or any of its promoters, director, Key Managerial Personnel, officer or employee has 
been convicted by SEBI with respect to Insider Trading in the past or present. (Note: Please mention the 
action taken by SEBI in the audit report as qualification) 
31. Any action taken against persons responsible for non- adherence with respect to formulation of code 
of conduct. 
32. Any other prevention mode with respect to insider trading as adopted by the Company. 
 

INDUSTRIAL AND LABOUR LAW AUDIT 
Industrial and labour law Audit is an effective tool for compliance management of labour, employment 
and Industrial laws. Audit helps to detect non-compliances of labour and employment laws applicable to 
a business and take corrective measures to avoid any unwarranted legal actions by the regulators 
against the business and its management. Labour Law audit is useful in promoting cordial relations 
between employees and employers and also lead to better governance and value creation for the 
business. 
Labour Law Audit envisages a systematic scrutiny of records prescribed under labour legislations by a 
professional like Company Secretary, who shall report to the compliance and non-compliance/extent of 
compliance and conditions of labour in the Indian Industry/Business and in any commercial 
establishments. 
 
Scope of Industrial and labour Audit 
The Labour law auditor cover all labour legislations applicable to an Industry/Business or any other 
commercial establishment, wherein audit is being conducted by the Labour Law Auditor. Scope of labour 
law audit will certainly differ from business to business which is based on the nature of business, size of 
business, location of Business and Number of Manpower etc. 
Labour laws audit is a unique concept and differs from other compliance/audits in the country. While all 
other audits are based on financial implications on company/business entity, whereas the labour laws 
audit consideration of human values, and the rights of the workman. The scope of Secretarial Audit also 
includes examining and reporting on whether the adequate systems and processes are in place to 
monitor and ensure compliance required under the various Industrial and Labour Laws. 
Though the Industrial and Labour audit include the various State and Local Laws along with the central 
Laws. However the illustrative list of the Compliance requirement under the various central laws has 
been provided below: 
 
Factories Act, 1948 
1. The Factories Act, 1948 is applicable to the company, if yes 
2. The occupier has at least fifteen days before occupying or using any premises as a factory, sent to the 
Chief Inspector a written notice as contained in section 7. 
3. The company has renewed the licence on an yearly basis within 2 months from the expiry of the 
licence as contained under Section 7. 
4. The provisions regarding registration / licence as prescribed in section 6 have been complied with. 
5. The employer has appointed the manager/ occupier of the factory under the Act and sent notice to 
the competent authority. 
6. The company has complied with: 
● Health measures as provided in chapter III; 
● Safety measures as provided in chapter IV; 
● Applicable provisions of chapter IV-A; 
● Welfare measures as provided in chapter V; 
● Working hours of adults as provided in chapter VI; 



● Employment of Young Persons as provided in chapter VII; and 
● Annual leave with wages as provided in chapter VIII. 
7. under the Factories Act, 1948 Registers, Return & Abstracts. 
● Register of Compensatory Holidays - Form -8 
● Register of Adult Workers - Form-11 
● Register of Leave with Wage Register - Form-14 
● Muster Roll - Form-22 
● Register of Accident & Dangerous Occurrences - Form-23 
● Inspection Book 
● Half yearly Returns - Form - 21 (Before 15th of July (& 15th of January) of every year in duplicate) 
● Accident & Dangerous Occurrences - Form - 23 (Every Month) 
● Combined Annual Returns - Form - 20, (Before January every year) 
● Notice of Adult workers - Form – 10 
● Abstract of Factories Act, 1948 
 
Industrial Disputes Act, 1947 
1. The Industrial Disputes Act, 1947 is applicable to the company. 
2. There is an industrial dispute, as defined under Section 2-A of the Act. 
3. The company has maintained a muster roll as required under section 25-D of the Act. 
4. The Company is an industrial establishment, having one hundred or more workmen. If yes, the 
company has constituted Works Committee as required under Section 3 of the Act. 
5. Any change in the conditions of service applicable to any workman in respect of any matter specified 
in the fourth schedule of the Act, has been made after giving 21 days notice to the workmen, of such 
intention in Form E, as required under Section 9-A of the Act, read with Rule 34. 
6. The company has twenty or more workmen. If yes, the company has constituted Grievance 
Redressal Committee as required under Section 9-C of the Act. 
7. The Company is a Public Utility Service. If yes, the lockout if any has been carried out after giving 
sufficient notice in Form N, as required under Section 22(3) of the Act read with rule 73. 
8. The Company has complied with the conditions precedent to the retrenchment of workmen, as 
required under Section 25-F and Section 25-N, as applicable. 
9. The Company maintains a muster roll for its workmen as required under Section 25-D. 
10. The Company has compensated for being laid off, the workmen, whose name is in the muster rolls 
and has completed not less than one year of continuous service.(Rule 25C) 
11. The company has compensated the workmen in case of closing down of undertakings, as prescribed 
in section 25-FFF. 
 
The Payment of Wages Act, 1936 
1. The Payment of Wages Act, 1936 is applicable to the company. 
2. The payment of wages is made before: 
a. before the expiry of the 7th day of the following month, when less than 1000 persons are employed. 
b. before the expiry of the 10th day of the following month, when more than 1000 workers are 
employed. 
3. The deductions made from the wages of the employee are in accordance with section 7 of the Act. 
4. Any deduction has been made on account of damage or loss. 
5. If any deduction has been made on account of damage or loss, show cause notice has been given to 
the employee. 
6. In case any deduction has been made for unauthorized absence, opportunity of being heard is given. 



7. The registers and records giving particulars of persons employed, the work performed by them, the 
wages paid to them, the deductions made from their wages and the receipts given by them are 
maintained and preserved for a period of 3 years or more. 
8. The employer has displayed the abstract of the Act and Rules made thereunder in the manner 
prescribed under section 25. 
 
The Minimum Wages Act, 1948 
1. The Minimum Wages Act, 1948 is applicable to the Company. 
2. The company has been paying the minimum wages as notified from time to time by the appropriate 
Government under the Act. 
3. The company has paid wages in cash. If not, the wages in kind has been paid after following the 
procedure prescribed under section 11 of the Act. 
4. The company follows the conditions prescribed with regard to working hours, working day under 
section 13 of the Act. 
5. The company has paid overtime rate as prescribed under section 14 of the Act read with rule 25. 
6. The company has maintained all registers and records that are required to be maintained under 
section 18 of the Act and rule 26. 
7. The company has followed the procedure prescribed with respect to payment of undisbursed 
amounts due to employees, for reasons such as death, whereabouts not known etc. 
8. The company has followed the procedure prescribed in rule 21 with respect to deductions made from 
the wages. 
9. The company has followed time and conditions of payments of wages prescribed in rule 21. 
10. Notices in Form No. IX-A, containing the minimum rate of wages has been displayed at the main 
entrance to the establishment, as specified in rule 22. 
 
Employees' State Insurance Act, 1948 
1. The Employees' State Insurance Act, 1948 is applicable to the company. 
2. The factory or establishment to which the Act applies has been registered. 
3. The rate of contribution of the employer and employee is in accordance with the Act. [Rule 51 of ESI 
(Central) Rules, 1950.] 
4. The manner and time Limit for making payment of contribution is in accordance with the Act. 
5. The employer has maintained the register of employees in Form No. 6. 
6. Submission of returns/reports: 
a. Annual return in Form No. 01-A; 
b. Return of contributions in Form No. 5; 
c. Report of accident in Form No. 12; 
d. Report of death of insured persons. 
7. The benefits provided in Chapter V of the Act were made available to the applicable employee. 
 
The Employees’ Provident Fund and Miscellaneous Provisions Act, 1952 
1. The Employees’ Provident Fund and Miscellaneous Provisions Act, 1952 is applicable to the company. 
2. The contributions made by the employer and the employee and payment thereof are in accordance 
with para 29 and 30 of the Employees’ Provident Funds Scheme, 1952. 
3. The employer has obtained declarations from the persons taking up the employment. (Para 34 of the 
scheme) 
4. The employer has prepared the contribution card in Form No. 3 or 3-A as appropriate in respect of 
every employee in his employment. 
5. The employer has sent to the Commissioner: 



a. Consolidated return in the form specified by the commissioner. 
b. Monthly return in Form No. 5 together with declaration in Form No. 2. 
c. In such form as the commissioner may specify of employees leaving service of the employer during 
the preceding month. 
d. Inspection note book in such form as the commissioner may specify, is maintained. 
e. Accounts relating to amount contributed to the fund by the employer and by the employee have been 
maintained. (Para 36 of scheme) 
6. The employer has furnished particulars of ownership in Form No. 5-A to the Regional Commissioner. 
(Para 36 A of scheme) 
7. The employer has forwarded the monthly abstract to the commissioner. [Para 38 (2) of scheme] 
8. Consolidated annual contribution statement in Form No. 6-A was sent to the commissioner. [Para 
38(3) of scheme] 
9. Submission of contribution card to the commissioner with a statement in Form No. 6. 
10 Any proceedings under the Act have been initiated against the Directors for recovery of dues. 
11. If the Employer has created its own trust, whether the terms of trust are more beneficial than those 
provided under the trust. 
12. The conditions imposed by PF Commissioner for the creation of Trust are satisfied. 
13. The provisions relating to Employees’ Pension Scheme, 1995 have been complied with. 
14. The provisions relating to Employees' Deposit Linked Insurance Scheme, 1976 have been complied 
with. 
 
The Payment of Bonus Act, 1965 
1. The Payment of Bonus Act, 1965 is applicable to the company. 
2. Computation of available surplus, allocable surplus and bonus are correctly arrived at. 
3. Any amount has been deducted from bonus and if so, whether they are in accordance with the 
provisions of section 18. 
4. Bonus is paid to the eligible employees. 
5. The minimum or maximum amount of bonus paid is in accordance with section 10 or section 11, as  
the case may be. 
6. The company has paid bonus to the employee: 
(a) Where there is a dispute regarding payment of bonus pending before any authority under section 22- 
within a month from the date on which the award becomes enforceable or the settlement comes into 
operation, in respect of such dispute; 
(b) In any other case-within a period of eight months from the close of the accounting year. 
7. The company has maintained the registers as provided in rule 4. 
8. The company has submitted the annual return of payment of bonus to the Inspector in Form No. D 
within thirty days after the expiry of the time limit prescribed in section 19. 
 
The Payment of Gratuity Act, 1972 
1. The Payment of Gratuity Act, 1972 is applicable to the company. 
2. There are employees who have worked for a continuous period of 5 years or more. 
3. Any gratuity has been paid to any employee. If yes, whether it has been paid within 30 days. 
4. The employer has displayed a notice as provided in rule 4, specifying the name of the officer with 
designation who is authorised to receive notice under the Act or the rules made thereunder. 
5. The employer has complied with the provisions related to nominations as specified in rule 6. 
6. Gratuity of any employee has been forfeited. If yes, whether an opportunity of being heard is given? 
7. The gratuity has been forfeited for the reasons as specified in the Act. 



8. The employer has displayed the abstract of the Act and rules made thereunder at or near the main 
entrance of the establishment, as specified in rule 20. 
9. The employer has obtained insurance for liability of payment of gratuity as specified in section 4A of 
the Act. 
 
The Contract Labour (Regulation and Abolition) Act, 1970 
1. The Contract Labour (Regulation and Abolition) Act, 1970 is applicable to the company. 
2. The principal employer has obtained the certificate of registration for the establishment. 
3. The appropriate Government has by a notification prohibited the employment of contract labour 
under section 10. 
4. The contractors have obtained license from the Licensing Authority for contract labour undertaken or 
executed by them. 
5. The contractors have got their license renewed in time. 
6. The contractors are employing workmen as per license and registration certificate. 
7. The number of workmen actually employed by the contractors’ tallies with the number of workmen 
shown in the license. 
8. The contractors are sending half-yearly returns in Form No. XXIV in time. 
9. Where the wage period is one week or more, the contractors are issuing wages slips in Form No. 
XIX one day prior to the disbursement of wages. 
10. The principal employer maintains register of contractors in Form No. XII. 
11. The principal employer has sent annual return in Form No. XXV to the Registering Officer. 
12. The principal employer has within fifteen days of commencement or completion of each contract, 
submitted return in Form No. VI-B to the Inspector. 
13. Minimum rate of wages are being paid to the contractor labour in the presence of authorized 
representative of the principal employer. 
14. The authorized representative of the principal employer gives a certificate to this effect at the end of 
the entries in the register of wage- cum- Muster Roll, as the case may be. 
15. The contractors are properly depositing ESI, EPF contributions in respect of their workmen and 
submitting copies of the challan to the HR Department of the company. 
16. The contract labour is provided the facility of rest room, canteen, wash room, first aid and other 
facilities. 
17. The contract labour is granted leave with wages. 
18. The contract labour is being paid over time at double rate. 
19. The workmen engaged by the contractor are ensured benefits from ESI Scheme including issue of 
cards, temporary slips and are provided medical facilities. 
20. The contract labour is being given contribution slips of EPF issued by the Regional Provident 
Commissioner. 
21. The payment of wages to contract labour is being made in accordance with rule 65. 
22. The leave applications and gate passes of the contract labour are being signed by the contractor and 
his agent. 
 
The Maternity Benefit Act, 1961 
1. The Maternity Benefit Act, 1961 is applicable to the company. 
2. The employer has knowingly employed a woman in any establishment during the six weeks 
immediately following the day of her delivery, miscarriage or medical termination of her pregnancy. 
3. Any pregnant woman has made any request not to give her any work which is of an arduous nature or 
which involves long hours of standing, etc. during the period of one month immediately preceding the 
period of six weeks, before the date of her expected delivery. 



4. Any woman employee is entitled for maternity benefit, medical bonus and nursing break and if yes, 
whether payment has been made and nursing break was allowed in accordance with the Act. 
5. The employer exhibited the abstract of the provisions of the Act and the rules made thereunder in 
accordance with section 19 of the Act. 
6. Whether the employer has maintained muster rolls, registers and records as prescribed, if any, by the 
appropriate Government. 
7. Whether the employer has submitted annual return in the form prescribed, if any, by the appropriate 
Government. 
 
The Child Labour (Prohibition and Regulation) Act, 1986 
1. The Child Labour (Prohibition and Regulation) Act, 1986 is applicable to the company. 
2, The occupier has sent notice to Inspector as per section 9 when a child is employed or permitted to 
work. 
3. The employer has employed any child labour in occupations set forth in Part-A or Process set forth in 
Part-B of the Schedule to the Act. 
4. The employer has maintained the register in Form No. A in respect of children employed or permitted 
to work as specified in section 11. 
5. The occupier has displayed notice containing abstract of sections 3 and 14 as specified in section 12. 
 
The Industrial Employment (Standing Orders) Act, 1946 
1. The Industrial Employment (Standing Orders) Act, 1946 is applicable to the company. 
2. One hundred or more workmen are employed, or were employed on any day of the preceding twelve 
months. 
3. The industrial establishment has submitted to the Certifying Officer, five copies of the draft standing 
Orders proposed by it for adoption in the establishment. 
4. The text of the Standing Orders as finally certified has been prominently posted by the company in 
English and in the language understood by the majority of workmen on special boards to be maintained 
for the purpose. 
5. The industrial establishment has modified the Standing Orders on agreement between the employer 
and the workmen or a trade union or other representative body of the workmen. 
6. Any workman was suspended by the industrial establishment pending investigation or inquiry into 
complaints or charges of misconduct. 
7. The industrial establishment has paid any subsistence allowance to any suspended employee. 
 
The Employees’ Compensation Act, 1923 
1. The Employees’ Compensation Act, 1923 is applicable to the company. 
2. Any personal injury is caused to an employee by an accident arising out of or in the course of  
employment. If yes, the company has paid compensation as prescribed under Section 4 of the Act. 
3. The company has maintained notice book in its premises, for reporting notice of accidents as 
prescribed in Section 10(3) of the Act. 
4. The company has reported of fatal accident or serious bodily injuries in Form No. E-E to the 
Commissioner, as prescribed in section 10-B read with Rule 11 of the rules. 
5. The company has deposited compensation with the Commissioner in respect of the workman whose 
injury has resulted in death and has furnished statement in Form No. A, OR In other cases company shall 
furnish statement in Form 'AA', as prescribed in section 8(1) read with rule 6(1). (As 
Applicable) 
6. The company has furnished a statement in Form 'D', while depositing compensation, as required 
under section 8(2) read with rule 9. 



7. The company has sent a return as to compensation paid during the previous year. (As specified by the 
State Government in respective state law) 
8. On settlement of compensation amount in between company and workman, company executed a 
memorandum of agreement with the workman in Form No. K, L or M, as the case, may be and 
submitted such agreement along with an application to register it to the Commissioner, as prescribed in 
rule 48. 
9. The provisions for reservation of apprentice training places for SC/ST/OBC have been made in 
designated trades. 
10. The contract of apprenticeship was sent by the employer to the apprenticeship advisor/entered on 
the port-site within 7 days for verification & registration. 
 
Equal Remuneration Act, 1976 
1. Equal Remuneration Act, 1976 is applicable to the Company. 
2. Payment of equal remuneration has been made to all for same work or work of similar nature and 
there is no discrimination between men and women while recruiting or subsequent to recruitment, 
promotion etc. (As per Section 4 read with section 5) 
3. The company has maintained register in relation to workers in Form No. D as required under rule 6. 
 
The Employment Exchange (Compulsory Notification of Vacancies) Act, 1959 
1. The Employment Exchange (Compulsory Notification of Vacancies) Act, 1959 is applicable to the 
company. 
2. The company has notified the vacancies to employment exchanges, as prescribed in section 4 of the 
Act read with rule 5. 
3. The company has furnished quarterly returns in Form No. ER-1, biennial return in Form No.ER-II to 
local employment exchange as prescribed in rule 6. 
 

CYBER AUDIT 
Cyber security is an attempt to minimising any risk of financial loss, disruption or damage to the 
reputation of an organisation that may arises from the failure of its information technology systems. The 
objective of the cyber audit is to provide an assessment of the operating effectiveness of cyber security 
policies and procedures, identify, protect, detect, respond and recover processes and activities to the 
board. The Cyber audit program generally covers sub-processes such as asset management, awareness 
training, data security, resource planning, recover planning and communications, in order to identify 
internal control and regulatory deficiencies that could put the organization at risk. 
The security and control issues which deals under cyber security audits includes 

 Protection of sensitive data and intellectual property 
 Protection of networks to which multiple information resource are connected 
 Responsibility and accountability for the device and information contained in it 

The scope of a cyber security audit includes: 
 Data security policies relating to the network, database and applications in place 
 Data loss prevention measures deployed 
 Effective network access controls implemented 
 Detection/prevention systems deployed 
 Security controls established (physical and logical) 
 Incident response program implemented. 

 
 
 



Dimension of the Cyber Security Audit Process Management 
Management of the Company ultimately owns the risk decisions made for the organization. Therefore, it 
has a vested interest in ensuring that cyber security controls exist and are operating effectively. 
Decisions are typically made based on guidance received during the risk management processes, for 
taking appropriate decisions. 
 
Risk Management 
The objective in any risk assessment is twofold. First, it is critical to communicate the state of the risk so 
that it is easy to understand and be clear on the level of risk involved. Secondly and just as significantly 
the ways in which to address that risk must be identified as well. This provides both problem and 
solution, and mitigates the negative impact of that risk to an enterprise. The risk landscape is ever-
changing. It is important to have defined processes, trained and competent cyber security resources, 
and a governance framework to ensure that appropriate actions are carried out by enterprise leadership 
and managed effectively to address current and emerging threats. 
 
Internal Audit 
Cyber Auditing is a security measure not an inconvenience. It is critical to protecting an enterprise in 
today’s global digital economy. The internal audit department plays a vital role in cyber security auditing 
in many organizations, and often has a dotted-line reporting relationship to the audit committee to 
ensure an independent view is being communicated at the board level of the enterprise. Audit helps 
enterprises with the challenges of managing cyber threats, by providing an objective evaluation of the 
controls and making recommendations to improve them as well as assisting the senior management and 
the board of directors understand and respond to cyber risks.  
 
Illustrative checkpoint on the Cyber Security Audit 

Personnel Security 
1. Whether the staff wears ID badges? 
2. Whether it is a current picture part of the ID badge? 
3. Are authorized access levels and type (employee, contractor, visitor) identified on the Badge? 
4. Whether the credentials of external contractors are checked? 
5. Whether the company has policies addressing background checks for employees and contractors? 
6. Whether the Company has a process for effectively cutting off access to facilities and information 
systems when an employee/contractor terminates employment? 

Physical Security 
1. Whether the Company has policies and procedures that address allowing authorized and limiting 
unauthorized physical access to electronic information systems and the facilities in which they are 
housed? 
2. Whether the Company’s policies and procedures specify the methods used to control physical access 
to your secure areas, such as door locks, access control systems, security officers, or video monitoring? 
3. Whether the access to the computing area is controlled (single point, reception or security desk, sign-
in/sign-out log, temporary/visitor badges)? 

Account and Password Management 
1. Whether the Company has policies and standards covering electronic authentication, authorization, 
and access control of personnel and resources to your information systems, applications and data? 
2. Whether the Company ensures that only authorized personnel have access to the computers? 
3. Whether the Company requires and enforces appropriate passwords? 
4. Are your passwords secure (not easy to guess, regularly changed, no use of temporary or default 
passwords)? 



Confidentiality of Data 
1. Whether the Company is exercising responsibilities to protect sensitive data under their control? 
2. Whether the most valuable or sensitive data encrypted? 
3. Whether the Company has a policy for identifying the retention of information (both hard and soft 
copies)? 

Compliance and Audit 
1. Whether the Company reviews and revises the security documents, such as: policies, standards, 
procedures, and guidelines, on a regular basis? 
2. Whether the Company audits the processes and procedures for compliance with established policies 
and standards? 
3. Whether the Company test the disaster plans on a regular basis? 
4. Does management regularly review lists of individuals with physical access to sensitive facilities or 
electronic access to information systems. 

 

ENVIRONMENT AUDIT 
According to Section 2(a) of the Environmental Protection Act, 1986, ‘Environment’ includes Water, air 
and land. The inter-relationship which exists among and between, (i) water, air, land, and (ii) human 
beings, other living creatures, plants, microorganisms and property. 
Environmental audit in general term reflect various types of evaluations intended to verify the 
environmental compliance and management system implementation gaps, along with related corrective 
actions and it has a wide variety of meanings. Environmental Audit refers to verification and assessment 
of environmental measures in an organisation. 
Objectives of environmental audit are to evaluate the efficacy of the utilization of resources of man, 
machine, materials, and to identify the areas of environmental risks and liabilities and weaknesses of 
management system and problems in compliance of the directives of the regulatory agencies and 
control the generation of pollutants and / or waste. 
An environmental audit from a financial perspective is conducted to ensure that public funds were spent 
efficiently and for their intended purposes. During an audit of financial statements related to 
environmental matters, the following issues will merit special attention: 
• Initiatives to prevent, abate, or remedy damage to environment; 
• Conservation of renewable and non-renewable resources; (Mentioned In Director’s Report) 
• Consequences of violating environment laws, rules and regulations; 
• Consequences of vicarious liability imposed by the government, courts etc. 
 
1. Environmental Compliance audits: 
Compliance audit with respect to environmental issues will relate to providing assurance that 
governmental and private companies’ activities are conducted in accordance with the relevant laws, 
rules, notifications, regulations and standards as also policies and strategies. The audit have limited 
scope which is pre-defined under various legislations. Further the Audits are also focused on operational 
aspects of a company/site, rather than the contamination status of the real property. The following law 
covered under the environment compliance audit: 
Air Pollution 
1. The Indian Boilers Act, 1923. 
2. The Motor Vehicle Act, 1939 (Repealed by Act No. 59 of 1988). 
3. The Mines and Minerals (Regulation and Development) Act, 1947. 
4. The Factories Act, 1948. 
5. The Industries (Development and Regulation) Act, 1951. 
6. The Air (Prevention and Control of Pollution) Act, 1981. 



Water Pollution 
7. The River Boards Act, 1956. 
8. The Merchant Shipping (Amendment) Act, 1970. 
9. The Water (Prevention and Control of Pollution) Act, 1974 
10. The Water (Prevention and Control of Pollution) Cess Act, 1977 
Radiation 
11. The Atomic Energy Act, 1962. 
Pesticides 
12. The Poison Act, 1919. 
13. The Factories Act, 1948. 
14. The Insecticides Act, 1968. 
Miscellaneous 
15. The Indian Fisheries Act, 1897. 
16. The Indian Forest Act, 1927. 
17. The Prevention of Food Adulteration Act, 1954. 
18. The Ancient Monuments and Archaeological Sites and Remains Act, 1958. 
19. The Wildlife (Protection) Act, 1972 
20. The Urban Land (Ceilings and Regulation) Act, 1976. 
21. The Forest (Conservation) Act, 1980 
22. The Environment (Protection) Act, 1986. 
23. The Public Liability Insurance Act, 1991. 
 
2. Environmental Management Systems Audit: 
ISO 14001 is a voluntary international standard for environmental management systems ("EMS"). An 
EMS meeting the requirements of ISO 14001:2004 is a management tool enabling an organization of any 
size or type to: 
1. Identify and control the environmental impact of its activities, products or services; 
2. Improve its environmental performance continually, and 
3. Implement a systematic approach to setting environmental objectives and targets, to achieving these 
and to demonstrating that they have been achieved. 
ISO 14001 is an environment management system standard published by International Organisation for 
standardization in the year 1996 and later updated in the year 2005. It provides highly effective, globally 
accepted framework for establishing and continually improving the effectiveness of environmental 
management. Implementation of ISO 14001 may bring with it both reductions in environmental risk and 
environmental costs. 
 

Process of Environment Audit 
1. Understanding the industrial activity and Pre-audit or planning stage 
Collection of background information about the entity, definition of objectives and scope of audit, 
formation of audit team and development of audit plan and protocols. 
2. On-site or Field Audit 
Communicate the objectives of the audit to key faculties and schedule necessary meetings and 
interviews, identify areas of concern, site / facility inspection, evidence / records / document review, 
staff interviews, initial review of findings. 
3. Assessing the impact and post-audit 
Final evaluation of findings, submit preliminary report with type and magnitude of impact on the 
environment, get approval of management, introduce the findings to the auditees, submit final 
environment audit report along with short/ long term acceptability. 



4. Follow up or review 
Verify the action taken on audit findings and recommendations. 
 

CHECKLIST ON ENVIRONMENT AUDIT 
A. Environment Policy 
1. Whether the company have defined and documented its environmental policy. 
2. Whether such policy is based on significant environmental aspects and Corporate policy. 
3. Whether such policy is appropriate to the organization's activities and their potential environmental 
impacts and regulatory requirements. 
4 Does the policy include commitments to: 

 Continual improvement 
 Prevention of pollution 
 Comply with environmental legislation and other requirements 

5. Does the policy provide a framework for setting environmental objectives and targets.. 
6. Is the policy documented, implemented, maintained and communicated to all persons working for or 
on behalf of the organization. 
7. Is the policy available is freely available to public. 
 
B. Environment Aspects 
1. Whether a procedure been established, implemented and maintained to identify the environmental 
aspects of its current and relevant past activities. 
2. Whether aspects related to potential significant environmental aspects been considered in 
establishing and implementing the EMS. 
3. Whether aspects having legal and/or regulatory reporting, monitoring or operational requirements 
been identified as “significant” aspects. 
4. Are the following environmental aspects considered in sufficient detail: 
• Air emission 
• Wastewater effluent 
• Waste management 
• Soil pollution 
• Raw material and natural resource usage 
• Hazardous and toxic material 
• Impact on well being (e.g. noise, smell, heat, landscape, protection) 
• Utility, energy and resource 
5. Other environmental specific issues on site such as housekeeping, storage, areas, piping 
6. Are the following operational aspects considered: 
• Normal operating conditions 
• Abnormal operating conditions (e.g. start up and shut down conditions, maintenance, incidents) 
• Development of new or modified processes, products or services 
7. Actual and potential emergency conditions and accidents. 
8. Have significant aspects been identified. 
 
C. Legal and Other Requirements 
1. Has a procedure been developed and implemented to identify applicable regulatory, legal and other 
requirements. 
2. Are current copies of all applicable regulatory and other requirements accessible to personnel as 
necessary. 
3. Have all further agreements the organization needs to fulfill been integrated in the procedure: 



─ Business related agreements 
─ Agreements with public authorities 
4. Guideline other than legal requirements (e.g. company policy, industry codes and practices, etc.) 
5. Are the following licenses, permits and approvals available to demonstrate full legal compliance: 
─ Licenses of waste collectors 
─ Air emission permits 
─ Wastewater discharge permits 
─ Permits and licenses related to dangerous goods 
─ Environmental fees, e.g. wastewater discharge fee 
─ Registration at authorities (e.g. wastewater discharge, air emission inspection) 
 

INFORMATION SYSTEMS AUDIT 
Information systems auditing or systems audit is an ongoing process of evaluating controls, collecting 
and evaluating evidence to determine whether a computer system safeguards assets, maintains data 
integrity, allows organizational goals to be achieved effectively, and uses resources efficiently. Thus, 
information systems auditing supports traditional audit objectives; attest objectives (those of the 
external auditor) that focus on asset safeguarding and data integrity, and management objectives (those 
of the internal auditor) that encompass not only attest objectives but also effectiveness and efficiency 
objectives. 
The audit consists of an evaluation of the components which comprise that system, with examination 
and testing in the following areas: 
─ High-level systems architecture review 
─ Business process mapping (e.g. determining information systems dependency with respect to user 
business processes) 
─ End user identity management (e.g. authentication mechanisms, password standards, roles limiting or 
granting systems functionality) 
─ Operating systems configurations (e.g. services hardening) 
─ Application security controls 
─ Database access controls (e.g. database configuration, account access to the database, roles defined in 
the database) 
─ Anti-virus/Anti-malware controls 
─ Network controls (e.g. running configurations on switches and routers, use of Access control lists, and 
firewall rules) 
─ Logging and auditing systems and processes 
─ IT privileged access control (e.g. System Administrator or root access) 
─ IT processes in support of the system (e.g. user account reviews, change management) 
─ Backup/Restore procedures 
During the System audit, the auditors are required to understand and evaluate the overall control 
environment. The control environment reflects the overall attitude of, awareness of, and actions by the 
board of directors, management, and others concerning the importance of internal controls in the 
enterprise. 
General objectives of System Auditing are: 
– Validation of the organizational aspects and administration of the information service function. 
– Validation of the controls of the system development life cycle. 
– Validation of access controls to installations, terminals, libraries, etc. 
– Automation of internal auditing activities. 
– Internal training. 
– Training members of the information service function department 



System Audit and SEBI 
In order to bring stability and integrity in the securities market, and in view of the various technological 
developments and innovations, for bringing efficiency to the markets, SEBI vide Circular No. 
CIR/MRD/DMS/34/2013, dated November 06, 2013, has prescribed stock broker, who use Algorithmic 
Trading or provide their clients with the facility of Algorithmic Trading system audit framework and 
mandated Stock Exchanges to ensure conduct of system audit of its members as per the prescribed 
framework and monitor the same. 
 
CHECKLIST ON SYSTEMS AUDIT 
A. MANAGEMENT CONTROLS 
1. Security Policy and Standards: 
1. Whether the organization has a Security Policy? 
2. If a security policy exists, it needs to be examined for adequacy in proportion to the risk. 
2. Constitution of Steering Committee: 
The formulation and implementation of a sound security policy should be a team effort, brought into 
effect by a committee in which there is at least one member of the Board of Directors apart from the 
CIO and User HoDs. 
3. Business Continuity Planning: 
The IS Auditor should examine all such possibilities by which the availability of Computer Systems is 
threatened with temporary or permanent breakdown. In sensitive areas, even proofing against mob 
violence/terrorist strikes should be kept in view. 
4. Systems Development Methodology: 
The documentation should be properly cross-indexed. The effect of a change made in the system should 
be well understood and thorough testing should be done and documented. The System Auditor should 
get necessary evidence and comment on the lack of proper adherence to procedure 
 
B. OPERATIONAL CONTROLS 
1. Monitoring physical assets 
1. Whether monitoring of physical assets are done in regular intervals? 
2. Any discrepancy in the data collected and the current data of physical assets are addressed 
immediately or not? 
2. Ensure adequate environmental controls: 
1. Whether proper facilities of Air-conditioning (dust, temperature & humidity controls), Power 
Conditioning (Online UPS functioning all the time with backups, proper earthing) are timely reviewed? 
2. Whether the cable connections/electronic points are functioning properly or not is reviewed on 
regular intervals? 
 
C. ORGANIZATIONAL CONTROLS 
1. Whether the roles, responsibilities and duties of User Departments and IT Department are defined? 
2. The CIO should have three reportees– one for taking care of the development team, one for ensuring 
Information System / IT Center security and another for managing the facilities (i.e., operations and 
maintenance of hardware, OS, database administration, vendor management, service providers etc. 
 
D. APPLICATION CONTROLS 
1. Whether each of the Computer Systems and subsystems must have its own set of controls for Inputs, 
Processing & Outputs. Processing controls should also ensure checks for legal compliance. 

 



FORENSIC AUDIT 
Forensic Audit is a dynamic and strategic tool in combating corruption, financial crimes and frauds 
through investigations and resolving allegations of fraud and embezzlement. Forensic is the application 
of science to crime concerns. Forensic science is science applied to legal matters especially criminal 
matters. The examination of a company’s financial records to derive evidence which can be used in a 
court of law are a Forensic Audit. It includes the use of accounting, auditing and investigative skills to 
assist in the legal matters. 
Forensic audits are highly specialized, and the work requires detailed knowledge of fraud investigation 
techniques and the legal framework. Forensic accountants are trained to look beyond the numbers and 
have necessary skills and experience to accept the work. Highly specialized and the work requires 
detailed knowledge of fraud investigation techniques and the legal framework (civil, criminal laws and 
human psychology) and to identify substance over form when dealing with an issue. . 
A forensic auditor is required to have specialist training so that he can understand the legal framework 
and also has the knowledge of forensic audit techniques. He should also have the expertise in the use of 
IT tools and techniques that facilitate data recovery and analysis. 
Forensic audit is done in two-phases. 
1. Investigation Services – At first the auditor begins with an investigation; looking into the accounts 
and statement, and identifying defects in it. It then moves on to find ways to deal with such defects, 
which is a reactionary function. 
2. Litigation Services – It is entirely possible the frauds detected be resolved within the company itself. 
However, there are times when they need to be resolved through legal channels. During such situations, 
forensic auditors give litigation support to the advocates. Their advice and consultation about the 
legalities of commercial disputes are very essential. Moreover, they also provide research assistance by 
giving relevant documents and facts to support a legal claim, and also help decide the extent of damage 
that is required. They are also called up by the Court as an expert witness for further investigation. 
Forensic audits are done in following areas: 
• Criminal investigations 
• Professional negligence cases 
• Arbitration cases 
• Fraud investigation and risk /control reviews 
• Settlement of insurance claims 
• Dispute settlement 
 
PURPOSE OF FORENSIC AUDIT 
I. Corruption 
In Forensic audit, while investigating fraud, auditor would look out for: 
Conflicts of interest – When fraudster used his/her influence for personal gains detrimental to company. 
For example, if a manager allows and approves inaccurate expenses of employee with whom he has 
personal relations.  
Bribery – As the name suggest offering money to get things done or influence a situation one’s favour 
would be bribery.. 
Extortion – In above example, if someone demands money so as to award Tender to other party then it 
would amount to extortion 
II. Asset Misappropriation 
This is the most common and prevalent fraud carried out by fraudsters. Misappropriation of cash, raising 
fake invoices, payments made to non existing suppliers or employees, misuse of assets or theft of 
Inventory are few examples of such asset misappropriation. 
 



III. Financial statement fraud 
Companies get into such type of frauds so as to show a better performance of the company than what it 
is actually. This is done so as improve liquidity or ensure top management keep earning the bonuses or 
due to market pressure on performance. 
Some examples of such frauds are – Intentional forgery of accounting records; omitting transactions – 
either revenue or expense transactions, non-disclosures of relevant details from the financial 
statements; or not applying the requisite financial reporting standards. 
 
Procedure of Forensic Auditing Investigation 
Step 1 – Accepting the Investigation 
A forensic audit is always assigned to an independent firm/group of investigators in order to conduct an 
unbiased and truthful audit and investigation. They need to do an assessment of their own training and 
knowledge of fraud detection and legal framework. Only when they are satisfied with such 
considerations, can they go ahead and accept the investigation. 
 
Step 2 – Planning the Investigation 
Planning the investigation is the key step in a forensic audit. The auditor(s) must carefully ascertain the 
goal of the audit so being conducted, and to carefully determine the procedure to achieve it, through 
the use of effective tools and techniques. Before planning the investigation, they should Catalog 
possible fraud symptoms, 
Symptoms of Fraud 
• Delayed submission of returns information etc.; 
• Delayed remittances into Bank; 
• Delay or non preparation of Bank reconciliation statements; 
• Lifestyle of promoters/directors and key employees; 
• Continued internal control lapses and not following norms of corporate governance 
 
Internal Indicators 
• Delay in finalisation of accounts; 
• Frequent changes in Accounting Policies; 
• Continuing Losses; 
• Over drawl of loans or advances; 
• Higher cost per unit of production; 
• High amount of losses or wastage shown in books Vs Norms; 
• High investment in group companies 
• Profit not supported by increased cash availability*** 
 
ILLUSTRATIVE CHECKLIST ON FORENSIC AUDIT: 
• Whether the fraud detected is at the management level or employee level? 
• What was the reason or motive behind the fraud? 
• How is the internal check on cash transactions, raising of invoices etc.? Who is responsible for the 
checking if all the things are in order in regular intervals? 
• What is the nature of fraud – corruption, assets misappropriation or financial misstatement? 
• Whether the entries passed are properly reflected in the Balance sheet without any omission? 
• Whether IT returns are filed every year properly? 
• Whether bank entries are reconciled on regular basis? Whether Bank statements do not have any 
discrepancy. 
 



Fraud Triangle and Fraud Risk 
A fraud triangle is a tool used in forensic auditing that explains three interrelated elements that assist 
the commission of fraud- Pressure (motive), opportunity (ability to carry out the fraud) and 
rationalization (justification of dishonest intentions). Fraud risk is the vulnerability a 
company/organisation has to those who are capable of overcoming the three elements in the fraud 
triangle.  
 
Step 3 – Gathering Evidence 
In forensic auditing specific procedures are carried out in order to produce evidence. Audit techniques 
and procedures are used to identify and to gather evidence to prove, for example, how long have 
fraudulent activities existed and carried out in the organization, and how it was conducted and 
concealed by the perpetrators. In order to continue, it is pertinent that the planning stage has been 
thoroughly understood by the investigating team, who are skilled in collecting the necessary evidence.  
 
Step 4 – Reporting 
The reporting stage is the most obvious element in a forensic audit. After investigating and gathering 
evidence, the investigating team is expected to give a report of the findings of the investigation, and also 
the summary of the evidence and conclusion about the loss suffered due to the fraud. It should also 
include the plan of the fraud itself, and how it unfolded, basically the whole trail of events, and 
suggestions to prevent such fraud in the future. 
 
Step 5 – Court Proceedings 
The last stage expands over those audits that lead to legal proceedings. Here the auditors will give 
litigation support to the Company/Regulators. The auditors are called to Court, and also included in the 
advocacy process. The understanding here is that they are called in because of their skill and expertise in 
commercial issues and their legal process. It is important that they lay down the facts and findings in an 
understandable and objective manner for everyone to comprehend so that the desired action can be 
taken up. They need to simplify the complex accounting processes and issues for others to understand 
the evidence and its implications. 
 
FORENSIC AUDIT REPORT 
Forensic Audit Report is statement of observation gathered & considered while proving conclusive 
evidence. It is a medium through which an auditor expresses his opinion under audit after the forensic 
audit investigation is completed. 
Sample Table of contents of a Forensic Audit Report may include the following: 
1. Executive Summary 
2. Origin of the audit 
3. Audit Objective 
4. Proposed Audit Outputs 
5. Audit Implementation approach 
6. Risk Analysis 
7. Internal Environment Risk: Customers, product and Competitors; Financial Management; Human 
Resource Management; Information Technology; Business processes 
8. External Environment Risk: Economy and market situation; political and legal scenario; Technology in 
the sector 
9. Audit Process 
10. Preliminary understanding of scope and incident coverage 
11. Collect evidence 



12. Conduct Interviews 
13. Analyze findings 
14. Validate inferences and conclusions 
15. Evidence of risk events 
16. Conflicts of interest; Bribery; Extortion; Theft; Fraudulent transactions; inventory frauds; misuse of 
assets; financial statement frauds 
17. Audit recommendations 
18. Logical framework approach 
19. Preconditions and risks 
20. Governance on recommendation implementation 
21. Stakeholders 
22. Budget considerations 
 

SOCIAL AUDIT 
A social audit is a way of measuring, understanding, reporting and ultimately improving an 
organization’s social and ethical performance. A social audit helps to narrow gaps between vision/goal 
and reality, between efficiency and effectiveness. It is a technique to understand, measure, verify, 
report on and to improve the social performance of the organization. 
Social audit is a process of reviewing official records and determining whether state reported 
expenditures reflect the actual money spent on the ground. A social audit is a formal review of a 
company's endeavors in social responsibility. 
The key difference between development and social audit is that a social audit focuses on the neglected 
issue of social impacts, while a development audit has a broader focus including environment and 
economic issues, such as the efficiency of a project or programme. 
 
Implications of Social Audit 
• Social auditing creates an impact upon governance. It values the voice of stakeholders, including 
marginalized/poor groups whose voices are rarely heard. 
• Social auditing is taken up for the purpose of enhancing local governance, particularly for 
strengthening accountability and transparency in local bodies. 
• Social Audit makes it sure that in democracy, the powers of decision makers should be used as far as  
possible with the consent and understanding of all concerned. 
 
Objectives of Social audit 
1. Assessing the physical and financial gaps between needs and resources available for local 
development. 
2. Creating awareness among beneficiaries and providers of local social and productive services. 
3. Increasing efficacy and effectiveness of local development programmes. 
4. Scrutiny of various policy decisions, keeping in view stakeholder interests and priorities, particularly of 
rural poor. 
5. Estimation of the opportunity cost for stakeholders of not getting timely access to public services. 
6. Provision of information needed to improve the effectiveness of programs designed to enhance 
community development. 
To be effective, the social auditor must have the right to: 
1. Seek clarifications from the implementing agency about any decision-making, activity, scheme, 
income and expenditure incurred by the agency; 
2. Consider and scrutinize existing schemes and local activities of the agency; and 



3. Access registers and documents relating to all development activities undertaken by the 
implementing agency or by any other government department. 
This requires transparency in the decision-making and activities of the implementing agencies. In a way, 
social audit includes measures for enhancing transparency by enforcing the right to information in the 
planning and implementation of local development activities 
 
SOCIAL AUDIT- COVERAGE 
A social audit examines issues regarding internal practices or policies and how they affect the identified 
society. The activities included tend to pertain to the concepts of social responsibility. This can include 
activities affecting the financial stability of a region, any environmental impact resulting from standard 
operations and issues of transparency in reporting. 
There is no standard regarding what must be considered as the society during the audit. This allows a 
business to expand or contract the scope based on its goals. While one company may wish to 
understand the impact it has on a small-scale society, such as a particular city, others may choose to 
expand the range to include an entire state, country or the world as a whole. 
 
Use of Social Audit Findings 
As a social audit is completely voluntary, the results of the audit are not required to be released to the 
general public or any regulatory agency. While positive results may be voluntarily disclosed, negative 
results may be kept internal and used to identify potential improvements that can make the results of 
the next social audit more favorable. For example, if a company found that the examined society did not 
believe it was adequately involved in charitable activities within the community, the company might 
choose to increase efforts in this area in the hopes of improving public perception. 
 
STEPS FOR SOCIAL AUDIT 
• Clarity of purpose and goal of the local elected body. 
• Identify stakeholders with a focus on their specific roles and duties. Social auditing aims to ensure a 
say for all stakeholders. It is particularly important that marginalized social groups, which are normally 
excluded, have a say on local development issues and activities and have their views on the actual 
performance of local elected bodies. 
• Definition of performance indicators which must be understood and accepted by all. Indicator data 
must be collected by stakeholders on a regular basis. 
• Regular meetings to review and discuss data/information on performance indicators. 
• Follow-up of social audit meeting with the panchayat body reviewing stakeholders’ actions, activities 
and viewpoints, making commitments on changes and agreeing on future action as recommended by 
the stakeholders. 
• Establishment of a group of trusted local people including elderly people, teachers and others who are 
committed and independent, to be involved in the verification and to judge if the decisions based upon 
social audit have been implemented. 
• The findings of the social audit should be shared with all local stakeholders. This encourages 
transparency and accountability. A report of the social audit meeting should be distributed for Gram 
Panchayat auditing. In addition, key decisions should be written on walls and boards and communicated 
orally. 
 
 
 
 
 



CHECKLIST ON SOCIAL AUDIT: 
• Whether the Company has well defined policies for development of the society especially the poor 
and rural people? 
• Whether on regular basis the scrutiny of fulfillment of the policy is done? 
• Whether the physical and financial gaps between needs and resources available for local development 
are assessed on regular intervals? 
• Whether the voices of the minority shareholders are considered? Are necessary actions taken over 
them? 



Lesson 12 Audit Engagement 

MEANING OF AUDIT ENGAGEMENT 

The audit engagement is a contractual arrangement by way of the Audit Engagement letter 

between the auditee and the auditor.  

Offer and acceptance of the Audit Engagement  

The offer for the audit engagement may be initiated either by the Auditee or by the auditor. 

However it is necessary that the engagement are accepted by the auditors and the auditor 

fulfills the various criteria for acting as an auditor prescribed in the various applicable laws.  

An auditor may be appointed either as a result of one to one communication between the 

auditor and the Management or through a tendering process followed by the Management.  

In case the auditor is to be appointed by the management on one to one basis, following 

steps should be taken care by the auditor:  

─ Selection or screening of prospective auditee based on following risk / assessment:  

    • Client acceptance and engagement risk e.g. highly leveraged client, habitually litigant client, 

in the media for wrong reason, pledging of shares by the promoter group, PE involvement.  

    • Performance Risk – capacity, resources etc.  

    • Engagement Contract Risk  

    • Reputation Risk  

     • Commercials 

 ─ Communicating his willingness to take up the audit assignment. 

 ─ Conducting a pre- engagement meeting with the Management to discuss about the terms of 

engagement, prior year audit results, appropriateness of reporting framework, understanding 

business and environment including internal control system, design & operation, audit process, 

periodicity of audit , determining nature and conflict of interest etc.  

 ─ Signing the engagement letter with the Management. 

 



In case where the appointment of auditor is through a tendering process by the management, 

following steps should be taken care by the auditor: 

 ─ Pre-bid meeting with the management to discuss upon various aspects of the tender, scope 

of work terms of engagement, prior year audit results, appropriateness of reporting framework, 

understanding business and environment including internal control system, design & operation, 

audit process, periodicity of audit determining nature and conflict of interest etc. 

 ─ Submission of Technical Bid as per the requirements of the tender document of the 

Management. 

 ─ Signing the engagement letter with the management. 

 

 APPOINTING AUTHORITY 

Under the provision of the Section 139 of the Companies Act, 2013 specifically provides that 

the appointment of the first statutory auditor shall be appointed by the Board of the Company 

within 30 days of the incorporation of the company, however the subsequent auditors shall be 

appointed upon the recommendation of the board or the audit committee of the company, if 

any, by the members at the general meeting of the company. Whereas, in case of the 

Secretarial Audit under Section 204 of the Companies Act, 2013, the Section provides for the 

appointment of the Practicing Company Secretary as Secretarial Auditors and shall be 

appointed by the board of the company.  

In case of the appointment of Internal Audit under section 138 of the Companies Act, 2013, the 

internal auditor can be appointed by the board to conduct internal audit of the function and 

activities of the company. It may be noted that the internal Auditor may or may not be the 

employee of the company.  

In case where the tribunal/ official liquidator by exercising his power, appointed the auditor, 

the tribunal/ official liquidator is considered as the appointing authority. 

 In case where the law specifically provides for the appointing authority and the appointing 

authority may authorize such person to sign the engagement letter, however instances where 

the law has not provided, the person who signs the engagement letter in official capacity can be 

considered as the appointing authority. 

  

 



Communication to Previous Auditor  

The term Predecessor or Previous Auditor can be defined as an Auditor who has conducted the 

most recent audit assignment of the Auditee of the same nature and submitted report thereon 

prior to the incumbent Auditor or was engaged but did not complete the audit assignment due 

to his resignation, termination or otherwise. In case whenever a practicing company secretary 

is appointed as Secretarial Auditor in place of the existing Secretarial Auditor, he should 

communicate the appointment to the earlier incumbent in writing, in view of the provisions of 

clause (8) of Part I of the First Schedule to the Company Secretaries Act, 1980 and the relevant 

pronounced judgments. 

 Terms and Conditions of Audit engagement 

 The objective and scope of every audit is dependent on the four corners of the terms and 

conditions which also include the scope of audit as agreed by and between the auditee and the 

auditors of the company. This requires the specific attention of the auditors and auditee on the 

following points: 

• The objective and purpose of the audit  

• The responsibilities of the auditor 

• The responsibilities of management/ Auditee  

• The Audit risk 

• The Audit Limitation  

• The Audit plan  

This is essential that the auditor as well as the auditee should agree upon the terms of audit 

engagement and documented the same in the audit engagement letter or other suitable form 

of written agreement which can be referred on any conflict arising during the course of audit.  

AUDIT FEE & EXPENSES 

 Audit fee which is to be charge by the auditor depends on several factors, which includes:  

• Size of the organization;  

• Nature of business;  

• Internal Controls systems & Technology adopted;  



• Scope of audit;  

• Frequency of audit etc.  

Audit fees should be a fair reflection of the value of the work performed for the auditee, taking 

into account the above mentioned factors. However, the Audit services should not be offered 

or rendered under an arrangement whereby no fee will be charged unless specified findings or 

results are obtained, or where the fee is otherwise contingent upon the findings or results of 

such services, and fees should not be regarded as being contingent if fixed by a court or other 

public authority.  

In case of Statutory Auditors, Section 142 of the Companies Act, 2013 provides that the 

remuneration to the Auditors shall be fixed in the general meeting of the company, also the 

auditor can claim the expenses incurred by him in connection with the audit of the company. 

Similarly, In case of the Secretarial Audit and the Internal Audit, the Audit fee shall be decided 

by the Audit committee or by the board of the company.  

  

INDEPENDENCE AND CONFLICT OF INTEREST 

Section 141(3) of the Companies Act, 2013 provides for the eligibility criteria for the 

Appointment of an Auditor and Section 149(6) of the Companies Act, 2013 provides for the 

eligibility criteria of Independence, a combination of both of provisions may be considered as 

the guiding criteria for the Auditors independence. Following are certain examples where an 

auditor shall assumed to have interested in the auditee’s business or enterprise:  

1. Holding any security of or interest in the company or its subsidiary, or of its holding or 

associate company or a subsidiary of such holding company.  

2. Indebtedness to the company, or its subsidiary, or of its holding or associate company or a 

subsidiary of such holding company.  

3. Has given a guarantee or provided any security in connection with the indebtedness of any 

third person to the company, or its subsidiary, or of its holding or associate company or a 

subsidiary of such holding company.  

4. Having business relationship (direct or indirect) with the company, or its subsidiary, or of its 

holding or associate company or a subsidiary of such holding company.  

5. Any relative of the auditor is a director or is in employment of the company as a director or 

key managerial personnel. The Company Secretaries Act, 1980 (the Second Schedule, Part I, 



paragraph 4) makes it an act of misconduct for a Company Secretary to express an opinion on 

any report or statement of a business or enterprise in which he or his firm or a partner of his 

firm has a substantial interest, unless he discloses the interest also in his report.  

The Act does not define the phrase “substantial interest”. This is just as well as it has to be left 

to the judgment and discretion of the professional to determine the extent of interest which 

would affect his independence. A conflict of interest creates a threat to objectivity and may 

create threats to the other fundamental principles. Such threats may be created when:  

• The professional provides a professional service related to a particular matter for two or more 

clients whose interests with respect to that matter are in conflict; or  

• The interests of the professional with respect to a particular matter and the interests of the 

client for whom the professional provides a professional service related to that matter are in 

conflict.  

An auditor shall not allow a conflict of interest to compromise professional judgment. Examples 

of situations in which conflicts of interest may arise include:  

(i) Providing a transaction advisory service to a client seeking to acquire an audit client 

of the firm, where the firm has obtained confidential information during the course 

of the audit that may be relevant to the transaction. 

(ii) Auditing two clients at the same time who are competing to acquire the same 

company where the audit report might be relevant to the parties’ competitive 

positions.  

(iii) Taking audit assignment of two clients regarding the same matter, who are in a legal 

dispute with each other. 

(iv) Providing an audit report for a licensor on royalties due under a license agreement 

when at the same time advising the licensee of the correctness of the amounts 

payable 

When identifying and evaluating the interests and relationships that might create a conflict of 

interest and implementing safeguards, when necessary, to eliminate or reduce any threat to 

compliance with the fundamental principles to an acceptable level, the auditor shall exercise 

professional judgment and take into account whether a reasonable and informed third party, 

weighing all the specific facts and circumstances available to the auditor at the time, would be 

likely to conclude that compliance with the fundamental principles is not compromised.  

If safeguards cannot reduce the threat to an acceptable level, the auditor shall decline to 

perform the audit; or shall terminate relevant relationships or dispose of relevant interests to 

eliminate the threat or reduce it to an acceptable level. Before accepting a new client 



relationship, engagement, or business relationship, an auditor shall take reasonable steps to 

identify circumstances that might create a conflict of interest, including identification of:  

1. The nature of the relevant interests and relationships between the parties involved; and 

2. The nature of the service and its implication for relevant parties. 

CONFIDENTIALITY  

The Auditors of a company while performing the audit assignment access the various confidential 

information of the company and it is most required for the auditors to maintain the confidentiality of 

the auditee information. The principle of confidentiality imposes an obligation on the auditor to refrain 

from:  

• Disclosing information acquired as a result of professional relationships without proper and specific 

authority or unless there is a legal or professional right or duty to disclose; and  

• Using information acquired as a result of professional relationships to their personal advantage or the 

advantage of third parties.  

• An auditor should maintain confidentiality even in a social environment. The auditor should be alert to 

the possibility of inadvertent disclosure, particularly in circumstances involving long association with a 

business associate or a relative. 

 • An auditor should also maintain confidentiality of information disclosed by a prospective client or 

employer.  

• An auditor should also consider the need to maintain confidentiality of information within the firm or 

employing organization.  

• An auditor should take all reasonable steps to ensure that staff under the auditor’s control and 

persons from whom advice and assistance is obtained respect the auditor’s duty of confidentiality.  

 

Preconditions of accepting/continuing any professional engagement 

 Prior to acceptance of any Audit engagement, the auditor, in order to establish whether the 

preconditions for accepting professional assignment are present, the auditor should check that:  

(a) Whether the reporting framework as required in the preparation, performance of audit, review of 

the secretarial/ non-financial statements is acceptable; and  

(b) Whether the management is in agreement to acknowledge and understands its responsibility 

relating to:  



           (i) Preparation of the secretarial/ non-financial statements in accordance with the applicable 

reporting framework, including their fair presentation; 

          (ii) Development of internal control/systems/procedure to enable the preparation of secretarial/ 

nonfinancial statements which are free from material misstatement, whether due to fraud or error; and       

          (iii) Providing: 

 Access to all information of which management is aware that is relevant to the 

preparation/audit/review etc. of the secretarial/ non-financial statements such as records, 

documentation and other matters;  

 Additional information that the auditor may request from management for the relevant 

purpose; and 

 Unrestricted access to persons within the company from whom the auditor determines it 

necessary to obtain audit evidence.  

 

Limitation on Scope Prior to Engagement Acceptance 

 If management or appointing authority impose a limitation on the scope of the auditor’s work in the 

terms of a proposed audit engagement such that the auditor believes the limitation will result in the 

auditor disclaiming an opinion on the Secretarial records/non-financial statements, the auditor shall not 

accept such a limited engagement as an audit engagement, unless required by law or regulation to do 

so.  

Other factors affecting Engagement Acceptance 

 If the preconditions for an audit/professional assignment are not present, the auditor should discuss 

the matter with management. Unless required by law or regulation to do so, the auditor should not 

accept the proposed audit engagement: 

(a) If the auditor assesses that the reporting framework to be applied in the preparation of the 

secretarial records/non-financial statements is unacceptable, or  

(b) If the agreement has not been concluded. 

 

Agreement on Engagement Terms 

 The auditor should agree upon the terms of engagement with the management or those charged with 

governance, as appropriate. The agreed terms of the engagement should be recorded in an engagement 

letter or other suitable form of written agreement and includes:  

 



(a) The objective and scope of engagement;  

(b) The responsibilities of the firm;  

(c) The responsibilities of management;  

(d) Identification of the applicable financial reporting framework; and  

(e) Reference to the expected form and content of any reports and a statement that there may be 

circumstances in which a report may differ from its expected form and content.  

If any law or regulation prescribes sufficient detail of the terms of the engagement referred to above, 

there is no need to record them in a written agreement, except for the fact that such law or regulation 

applies and that management acknowledges and understands its responsibilities. 

Criteria for declining and withdrawing from an Engagement 

 Based on the evaluation of client information and the following factors, the auditor should determine 

and document the conditions beyond which it would be prudent to decline, or withdraw from an 

engagement: (a) Client’s status/information that is likely to impact adversely on the independence of 

the firm.  (b) Ability of the firm to provide appropriate service to the client, considering needs for 

technical skills, knowledge of the industry and personnel. (c) Consider circumstances which would cause 

the firm to regard the engagement as one requiring special attention or presenting unusual risks.  

Limits on Audit Engagements  

An auditor shall not accept audit engagement beyond the limits of number of audits, if any, as may be 

specified under applicable laws or any other body governing such profession. Violation of the limits by 

the auditor may attract disciplinary actions against the auditor.  

Internal control, no matter how effective, can provide an entity with only reasonable assurance about 

achieving the entity’s reporting objectives or compliance objectives due to the inherent limitations of 

internal control. Such Internal control systems and processes are responsibility of the Management. An 

independent audit conducted in accordance with the applicable auditing standards does not act as a 

substitute for the maintenance of internal control mechanism in the organization.  

 

Audit Engagement Letter 

 It is in interest of both the Management and the auditor that the auditor should get an audit 

engagement letter before the commencement of the audit to help avoid misunderstandings with 

respect to the terms of engagement. In some entities, however, the objective and scope of an audit and 

the responsibilities of management and of the auditor may be sufficiently established by law, in that 

case, the engagement letter may give a reference to the fact that relevant law or regulation applies and 



that management acknowledges and understands its responsibilities for preparation and maintenance 

of records and for devising proper systems to ensure compliance with the provisions of applicable laws 

and regulations.  

The auditor shall obtain a new engagement letter if the scope or context of the assignment changes 

after initial appointment.  

 

Form and Content of Audit Engagement Letter 

The form and content of audit engagement letter may vary for each audit engagement, but it would 

generally include reference to:  

─ Elaboration of the scope of audit, including reference to applicable legislation, regulations and ethical 

and other pronouncements of professional bodies to which the auditor adheres. 

 ─ The form of any other communication of results of the audit engagement. 

 ─ Arrangements regarding the planning and performance of the audit, including the composition of the 

audit team.  

─ Written representations to be provided by the management to the auditor. 

 ─ The agreement of management to make available to the auditor adequate records, reports and other 

information in time to allow the auditor to complete the audit in accordance with the proposed 

timetable. 

 ─ The agreement of management to inform the auditor of events occurring or facts discovered 

subsequent to the date of the financial statements, of which management may become aware, that may 

affect the status of compliance by the under any law. 

─ Period within which (with Milestones) audit report should be submitted by the auditor. Audit fees and 

any billing arrangements including out of pocket expenses for sight visit etc. 

 When relevant, the following points also could be made in the audit engagement letter:  

 Arrangements concerning the involvement of other auditors and specialists in some aspects of 

the audit Arrangements concerning the involvement of internal auditors and other staff of the 

entity  

 Arrangements to be made with the predecessor auditor, if any, in the case of an initial audit  

 Any restriction of the auditor's rights or duties when such possibility exists  

 Any obligations of the auditor to provide audit documentation to other parties 

 Additional services to be provided, such as those relating to regulatory requirements 

 A reference to any further agreements between the auditor and the entity 



When law or regulation prescribes in sufficient detail the terms of the audit engagement, the auditor 

may not record them in a written agreement, except for the fact that such law or regulation applies and 

that management acknowledges and understands its responsibilities. However, the auditor may 

nonetheless consider that there are benefits in getting a fuller audit engagement letter.  

When the auditor of a parent entity is also the auditor of a component, the factors that influence the 

decision whether to get a separate audit engagement from the component include the following:  

 Who appoints the component auditor;  

  Whether a separate auditor’s report is to be issued on the component;  

 Legal requirements in relation to audit engagements;  

 Degree of ownership by parent ;and  

 Degree of independence of the component management from the parent entity.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 
 
 
 

 

 
 
 
 



 

 

 
 
 



 

 

 
 
 
 

 

 

 

 

 

 

 

 

 

 



 

 



 

 

 
 



Lesson 13-Audit Principles and Techniques 
 
INTRODUCTION 
The auditing principles defines governing an Audit and includes the professional responsibilities, which 
Should be observed by the auditor while carrying out any audit assignments, Some of these principle are as under: 

 Integrity objectivity and independence 
 Confidentiality 
 Skill and competence 
 Work performed by others 
 Documentation 
 Planning 
 Audit evidence 
 Accounting System and Internal Control 
 Audit conclusions and reporting 

 
Auditing Techniques 
1. Inspection of the 
Documents and records: 

While verifying various transactions, the auditor examines the supporting documents 
and records. This 
Technique is otherwise called vouching. The purpose of examining the documents 
and records is to confirm 
the authenticity (genuineness) of the transaction and 
• To find whether the transactions and the supporting document are appropriate. 
• To ensure whether the transactions are authorized (approved). 
• To ensure whether the classification of the transaction is proper. 
While the scrutiny of documents, the auditor comes across the various records and 
documents and if he comes across any unusual transactions, he verifies the same 
thoroughly. This is called scanning of records, which requires experience and 
expertise. 
One can classify the documents into 4 major categories according to their origin and 
availability. 
1. Documents which have their origin in the hands of the third party and held by them 
– Most reliable evidence. 
2. Documents which have their origin in the hands of the third party and held by the 
organization – More reliable. 
3. Documents which have their origin in the hands of the organization and held by the 
third party – Reliable. 
4. Documents which have the origin in the hands of the organization and held by the 
organization – Reliable only if the internal control is effective. 
Physical Verification 
If an item can be measured in physical term, the same may be verified for quantity 
and quality (if possible). By physical examination, the auditor ensures the availability 
of the item. However, the ownership of the items cannot be verified through this 
method. 

2. Observation: The auditor observes a particular procedure being carried by the organization. 
Examples are observation of the internal control measures that are adopted in 
transactions involving cash, procedures followed on receipt or issue of material, etc. 
The auditor makes his observations to evaluate the efficiency and effectiveness of the 
system followed by the organization. 
 
 
 



3. Inquiry and 
Confirmation 
 

Inquiry: Seeking information from persons belonging to the organization or from 
outside organization is called inquiry. 
Confirmation: Confirming the information available with the records of the 
organization or with the persons mostly from outside the organization through an 
inquiry is confirmation. 
Inquiry and confirmation can take place either orally or in writing. The best example 
for inquiry and confirmation is confirming the balances of debtors shown in the 
accounting records with the debtors of the organization. 

4. Computation An auditor makes appropriate calculations and verifies the accuracy of the accounting 
records. For example, the auditor computes the depreciation to be charged for the 
year, by taking into consideration. the value of the asset (cost), the date of purchase, 
the rate of depreciation, etc., to verify the accuracy of the depreciation charged by 
the organization. The auditor also traces a particular transaction from the origin to 
check the book keeping procedure. 

5. Analytical Procedures 
 

The purpose of analysis is to ensure consistency of accounting methods and also to 
evaluate the efficiency of the management by comparing the results of several years. 
The several analytical procedures are Reconciliation, Ratio Analysis; and Variance 
Analysis. The auditor also applies the analytical procedures to help the management 
in decision making. Such analytical techniques are Marginal Costing, Standard costing 
etc. 
While conducting the audit, he may change his technique according to the changes 
observed in the circumstances. The suitable audit techniques adopted by the auditor 
helps him to carry on the audit efficiently. 

 
 

Audit Planning 
For an effective audit the availability of resources and skilled manpower is required and sometimes the availability 
of skilled team members is become a constraint in cases where the auditor does not have the in-house experts for 
such audit. The demand for resources also exceeds the availability in majority of cases. Hence, the audit firm needs 
to carefully form an audit team or assign the professional assignments to the audit team so that the adequate staff 
in terms of manpower and required skill can be deployed on the audit assignment. 
While framing the audit plan, it is required to focus on the availability of skilled audit staff, the time frame for audit 
performance and completion, the nature and complexities involved, risk assessments and the audit tests to 
address to those risks. 
The process of audit planning should include the following elements: 
1. The purpose and objectives 
2. Legal framework under which the audit is being conducted 
3. Significant areas and issues involved 
4. Process and technique to be adopted 
5. Check points, activities 
6. Allocation of work contents amongst the staff 
7. Time schedules for completion of various tasks/ phases 
8. Determining time lines for submission of Draft Report, discussion thereon with the auditee and submission of 
final report 
9. Areas to be classified on “Risk” criteria to allocate suitable resources 
10. Determining the extent of detailed examination and coverage in terms of volume 
11. Evaluation of internal controls and professional work carried out by other agencies / experts and placing 
reliance thereon 
12. Materiality considerations and determining the threshold therefore 
13. Structure, contents of the report. 

 
 



Essentials of Audit Planning 
The Audit planning helps to develop an audit approach which will ensure that sufficient appropriate evidence 
is gathered to support the audit opinion in the most cost effective manner. For a successful audit plan, the 
following points should be considered by auditor: 
• The Audit should be planned in such manner, which ensures the high quality of audit in economic, efficient, and 
effective way and in a timely manner. 
• The Audit plan should be documented and should be kept with the audit working papers. 
• The Inter related steps and events should be clubbed together. 
• The elements of an audit plan may be similar for different auditee entities. However, the actual contents may 
differ from auditee to auditee enterprise, and on nature, type & objective of the audit or authentication 
assignment. 
• The audit plan should be reviewed by the experienced auditor, normally not engaged on the assignment. Their 
experience may be useful to modify the audit plan to meet the audit objectives more vigorously. 
• The audit plan should be flexible enough to accommodate modifications which may be necessary and should be 
carried out with the approval of team leader. 
• Auditing involves the collection and analysis of facts and data sufficient to reach reliable and valid conclusions 
about the subject of the audit. 
• The Auditing staff should be made familiar of the quality control policies and procedures of the firm. The 
hierarchy, responsibility & authority for decision making needs to be clearly defined and understood by the audit 
staff. 
• The Audit plan includes the nature, timing and extent of audit procedures to be performed by audit teams. 
Sometimes audit plan requires modification based on revised consideration of assessed risks. 
e.g., Auditor gets some information during the course of audit which differs significantly from the information 
available when the auditor planned the audit procedure. 

 

 

Risk Assessment 
Auditing risk means that an auditor accepts / presumes some level of uncertainty in performing the audit work, 
which means that the auditor accepts the risk that the audit opinion given by the auditor might be wrong.  
The Audit risk has three components: 
 

Inherent Risk: Inherent risk is the susceptibility of a class of transaction to misstatement that could be material, 

individually or when aggregated with misstatements in other transaction, assuming that there were no related 
internal controls. For example, Genuineness of the related party transactions. 
 

Control Risk: Control Risk is the risk that a misstatement that could occur in an class of transactions and that could 

be material individually or when aggregated with misstatement on other transaction, will not be prevented or 
detected and corrected on a timely basis by the internal control systems. For example, delay in the filing of forms. 
 

Detection Risk: Detection Risk is the risk that an auditor’s substantive audit procedures will not detect a 
misstatement that exist in class of transactions that could be material, individually or when aggregated with 
misstatement on other transaction. For example, while certification of e-form, the auditor has overlooked the 
compliance of the Secretarial Standards. 
 
There is an inverse relationship between materiality and the level of audit risk, that is, the higher the materiality 
level, the lower the audit risk and vice versa, Auditor should take note of the inverse relationship between 
materiality and audit risk when determining the nature, timing and extent of audit procedures. 
 
 
 
 
 



COLLECTION OF INFORMATION/RECORDS OF AUDITEE 
Before going for the audit planning, it is necessary for an auditor to have thorough understanding of the auditee 
entity and its operations, which helps in designing an efficient and effective audit approach so that the audit 
resources are focused on the areas of greatest risk and audit methods which meet audit objectives at minimum 
cost are adopted in obtaining competent, relevant and reasonable evidence to support the audit judgement and 
conclusions. 
The Audit team should 

 Familiarize itself with 
o The operations and organisation of the auditee entity 
o The financial statement 
o The regulatory framework 
o The general legal framework governing the entity operations 

 Understand the accounting processes and the degree of the technology involvement 
 Access the overall control environment and in particular the control to prevent irregularity, illegality and 

fraud; 
 Perform preliminary analytical procedures 
 Analyze the financial statement in to account areas. 

 
PREPARATION OF AUDIT CHECKLIST 
It is important to remember that checklists are used to guide the auditor’s and do not rigidly dictate exactly what is 
to be audited as in various event the auditor need to check beyond the checklist and the compliance requirement 
is different according to the nature and business of the company. 
The benefits of the Audit checklists are as under: 
a. Promote planning for the audit. 
b. Ensure a consistent audit approach. 
c. Act as a sampling plan and time manager. 
d. Serve as a memory aid. 
e. Provide a repository for notes collected during the audit process (audit field notes) 

1. Audit checklists provide assistance to the audit process. 
2. Auditors need to be trained in the use of a particular checklist and be shown how to use it to obtain 

maximum information by using good questioning techniques. 
3. Checklists assist an auditor to perform better during the audit process. 
4. Checklists help to ensure that the audit is conducted in a systematic and comprehensive manner and 

adequate evidence is obtained. 
5. Checklists provide the structure and continuity to the audit and ensure that the audit scope is being 

followed. 
6. Checklists provide a means of communication and a place to record data for use for future reference. 
7. A completed checklist provides objective evidence that the audit was performed. 
8. A checklist provides a record. 
9. Checklists can be used as an information base for planning future audits. 
10. Checklists can be provided to the auditee ahead of the onsite audit. 

SELECTION OF AUDIT TECHNIQUES 
In the planning phase, auditor reviews the internal controls and institutional arrangements established by the 
auditable entity to prevent, detect, and rectify instances of noncompliance. Based on this review auditors identify 
control risks and other risks and keep these in consideration while they start gathering audit evidence. The audit 
procedures to be applied would depend on the particular subject matter and criteria and auditors’ professional 
judgment. When the risks of non compliance are significant and auditors plan to rely on the controls in place, such 
controls are required to be tested. When controls are not considered reliable, auditors plan and perform 
substantive procedures to respond to the identified risks. Auditors perform additional substantive procedures 
when there are significant risks of non-compliance. 
Audit evidence is the information used by the auditor for arriving at the audit conclusions 

 



Gathering and Evaluating Evidence 
The evidence gathering and evaluation is a simultaneous, systematic and an iterative process and involves: 
a) Gathering evidence by performing appropriate audit procedures. 
b) Evaluating the evidence obtained as to its sufficiency (quantity) and appropriateness (quality). 
c) Re-assessing risk and gathering further evidence as necessary. 
 
The evidence gathering and evaluation process should continue until the auditor is satisfied that sufficient and 
appropriate evidence exists to provide a basis for the auditors’ conclusion. Audit evidence is gathered using a 
variety of techniques such as the following: 
 

 Documents/Records scrutiny- This is predominant mode of obtaining audit evidence and involves 
scrutiny of 

 a wide variety of documents e.g. board resolutions, agenda and minutes, notices, registers, cash books 
and accounting records, procedure manuals, reports etc. 

 
 Testing, Interviews and Analysis- Fieldwork typically consists of interviewing the staff of the company 

whether formally or informally, reviewing procedure manuals, processes, testing and analyzing 
compliance with applicable policies and procedures and laws, rules, regulations and assessing the 
adequacy of controls. This exercise may result in significant findings which the auditor may bear in mind 
while preparing the audit report. 

 
 Questionnaires- This involves seeking information from relevant persons within the auditable entity 

through issue of a formal questionnaire to elicit further information and gather relevant audit evidence. 
 

 Confirmation- Confirmation is a type of inquiry and involves obtaining, independently of the auditable 
entity, a reply from a third party with regard to some particular information – for example confirmation of 
balances from the banks. 

 
 Analytical procedures- Analytical procedures involve comparing data, or investigating fluctuations or 

relationships that appear inconsistent. Data analytical tools, or analytical tools, statistical techniques or 
other mathematical models could also be used in comparing actual with expected results. 

 
 Evaluation of Evidence- Audit evidence collected through above mentioned audit procedures, is to be 

evaluated against the relevant, already identified criteria. This involves consideration of evidence 
collected vis-a-vis the subject matter information as well as the written responses obtained from 
responsible officers of the auditable entity against the applicable criteria. 

 
What constitutes material non-compliance is a matter of professional judgment and includes consideration of the 
circumstances, quantitative and qualitative aspect of the transactions or the issues concerned. Auditors consider a 
number of factors in applying professional judgement to determine whether or not the noncompliance is material. 
Such factors may include the following: 
• Extent and importance of amounts involved, which include both monetary values and other quantitative 
measures; 
• Nature of the non-compliance; 
• Cause leading to the non-compliance; 
• Possible effects and consequences of the non-compliance; 
• Visibility and sensitivity of the program in question; and Needs and expectations of the legislature, public and 
other users of audit reports 

 
 
 
 



SAMPLING 
Auditor draws conclusions about the large volume of data (population) by selecting a sample out of such data. The 
sample size determines the quantum of risk that the auditor is ready to accept. There are no set rules for defining 
the sample size. Sample size depends upon the experience and professional judgment of the auditor and is also 
based on “Audit risk” factor. 
Audit Sampling: Application of audit procedures to less than 100% of the population of documents/items relevant 
for audit such that all sampling units have a chance for selection (for applying audit procedure thereon) so as to 
provide the auditor a reasonable basis on which conclusion about the entire population can be drawn. 
However, the Sample design, size & selection of items for testing should meet the following: 
(a) Purpose of the audit procedure and population characteristics shall be considered for designing an audit 
sample. 
(b) Sample size shall be so chosen as to reduce sampling risk to an acceptable low value. 
(c) Random sampling, whenever practicable, shall be considered so that each sampling unit shall have reasonable 
chance of selection. 
(d) For sampling, use of stratification and value-weighted selection will increase audit efficiency. 

 
COMPLIANCE TEST OF INTERNAL CONTROL SYSTEM 
The Compliance test of the internal compliance and control system is conducted by performing regular reviews of 
internal controls, operation of the risk management framework and the quality management system of the 
company. Generally, the Audit and Risk Management Committee is responsible for reviewing and analysing the 
effectiveness of the risk management framework, the internal compliance and control systems and should report 
on the same to the Board, not less than annually or at such intervals as determined by the Board. 

 
SUBSTANTIVE CHECKING 
Substantive checking is the technique use by auditor to obtain the audit evidence in order to support auditor 
opinion. Substantive checking is part of substantive audit approach and it is performing at the execution stage of 
audit. It is different to test of control. The number of sample in substantive checking is depending on many factors. 
For example, the audit approach considered by auditor depends upon whether they decided to use systematic 
approach, substantive audit approach or else. Normally, if audit approach to be used is substantive, then the 
volumes of samples to be reviewed are higher than systematic approach. 
Accordingly, the substantive checking are to confirm the following assertion: ─ 
• Verified existence, 
• Confirmed rights and obligations, 
• Check validity, 
• Verified completeness. 
• Check occurrence 
• Check completeness, 
• Confirmed accuracy, 
• Verified authorization, 
• Test cut-off dates 
The substantive audit procedures are performing at the execution stag after auditors prepared audit planning. 

 
DEPENDENCE ON OTHER EXPERT 
In case where the auditor is planning to use the work of an expert, the auditor should evaluate the professional 
competence of the expert. This will involve considering the expert’s Professional certification or licensing by, or 
membership in, an appropriate professional body and Experience and reputation in the field in which the auditor is 
seeking audit evidence like for building structure related compliance, a civil engineer is considered as the expert, 
for aviation related compliance, the aeronautical engineer is considered as expert and so on. 
The auditor should evaluate the objectivity of the expert. The risk that an expert’s objectivity will be impaired 
increases when the expert is employed by the entity; or is related in some other manner to the entity. 
While issuing an unmodified auditor’s report, the auditor should not refer to the work of an expert. Such a 
reference might be misunderstood to be a qualification of the auditor’s opinion or a division of responsibility, 



neither of which is intended. If, as a result of the work of an expert, the auditor decides to issue a modified 
auditor’s report, in some circumstances it may be appropriate, in explaining the nature of the modification, to 
refer to or describe the work of the expert (including the identity of the expert and the extent of the expert’s 
involvement). In these circumstances, the auditor should obtain the permission of the expert before making such a 
reference. If permission is refused and the auditor believes a reference is necessary, the auditor may need to seek 
legal advice. 

 
EXTERNAL EXPERTS’ OPINION 
An auditor may take external expert’s opinion on various technical matters which forms the audit evidence. 
The auditor has to place reliance on the opinion expressed by the external expert considering his reliability, 
competency, consistency with data & information and independence. 
In case of an external expert it shall be ensured that the interests and relationship of the external expert does not 
constitute a threat to that expert’s objectivity. The auditor shall evaluate adequacy of expert’s work having regard 
to the following: 
1. Relevance and reasonableness of expert’s findings/conclusions and consistency thereof with other audit 
evidence. 
2. Relevance and reasonableness of assumptions and methods used in the expert’s work. 
3. Relevance, reasonableness, accuracy and completeness of source data (if any) used in the expert’s work 
provided, such data are significant for the expert’s Work. 
4. Agreement with the expert on the nature and extent of further work by the expert in case expert’s work is found 
to be inadequate for audit purpose. 
5. Performance of additional, appropriate audit procedures in case expert’s work is found to be inadequate for 
audit purpose. 

 
Reference of Expert’s opinion in Audit Report 
If the auditor’s opinion remains unmodified by the work of an expert, such work shall not be mentioned in 
Report unless required by law or regulation. Even when such reference is required by law/regulation, the 
Auditor shall specify in the Report that such reference to expert’s Work does not reduce responsibility for the 
opinion. 
If the auditor’s opinion is modified by the work of an Auditor’s expert, such work may be referred to in the 
Audit Report to have an understanding of the modification of opinion, provided, the Auditor shall specify in the 
Audit Report that such reference to expert’s work does not reduce auditor’s responsibility for the auditor’s 
opinion. 

 
External Confirmation 
External confirmation means Audit evidence obtained as a direct written response to the auditor from a third party 
(confirming party) on paper or electronic media or in any other form. External confirmation seeking steps are: 
(a) Determine information to be confirmed / requested. 
(b) Select appropriate confirming party. 
(c) Design/format confirmation request. 
(d) Send the request with follow up. 

 
Results of External Confirmation & Reliability of Response 
The auditor shall evaluate whether results of external confirmation provide relevant and reliable audit evidence or 
whether further audit evidence is necessary: In such cases 
(a) Where the auditor doubts the reliability of response further audit evidence should be obtained to resolve 
doubt. 
(b) In case of non-response, alternative audit procedure shall be performed to obtain reliable and relevant audit 
evidence. 
(c) Positive confirmation response request should be sought only when alternative audit procedures will not obtain 
audit evidence required. If the auditor does not receive such confirmation its implication on audit and auditor’s 
opinion shall be evaluated. 



(d) The auditor shall not use response to any negative confirmation request as the sole substantive audit 
procedure to address assessed risk of a material misstatement. 

 
COLLECTION OF AUDIT EVIDENCES 
Audit evidence means information collected and used by the auditor in arriving at the conclusions on the basis of 
which his opinion is based. An auditor need to plan & perform his audit tasks which enable him to obtain sufficient 
and appropriate audit evidence on the basis of which he can draw audit conclusions to express his opinion. When 
designing and performing audit procedures the auditor shall consider the relevance and reliability of the 
information to be used as audit evidence.  
Absence of information e.g. inability or refusal of the management to provide information sought by the auditor 
also constitutes audit evidence. Audit evidence includes inspection, observation, confirmation, recalculation, 
reperformance and analytical procedures, often in some combination, in addition to inquiry 
Audit evidence is more reliable when it is obtained from independent sources outside the entity, directly by the 
auditor and in documentary form. External confirmation should be obtained as a direct written response to the 
auditor, in documentary form which is considered as qualitative audit evidence. 
Written representations by the management are audit evidence. Such written representations may not be 
considered as sufficient and appropriate audit evidence on their own and an auditor must also obtain other audit 
evidence regarding fulfillment of management responsibilities. 

 
CREATION OF AUDIT TRAILS 
The auditor should prepare and maintain working papers, the form and content of which should be designed to 
meet the circumstances of a particular engagement. The information contained in working papers constitutes the 
principal record of the work that the auditor has done and the conclusions that he has reached concerning 
significant matters. Working papers serve mainly to – 

1) Provide the principal support for the auditor's report, including his representation regarding observance 
of the standards of field work, which is implicit in the reference in his report to generally, accepted 
auditing standards. 

2) Aid the auditor in the conduct and supervision of the audit. 
Working papers are records kept by the auditor of the procedures applied, the tests performed, the information 
obtained, and the pertinent conclusions reached in the engagement. Examples of working papers are audit 
programs, analyses, memoranda, letters of confirmation and representation, abstracts of company documents, 
and schedules or commentaries prepared or obtained by the auditor. Working papers also may be in the form of 
data stored on tapes, films, or other media. Working papers ordinarily should include documentation showing 
that- 

 The work has been adequately planned and supervised, indicating observance of the first standard of field 
work. 

 A sufficient understanding of internal control has been obtained to plan the audit and to determine the 
nature, timing, and extent of tests to be performed. 

 The audit evidence obtained, the auditing procedures applied, and the testing performed have provided 
sufficient competent evidential matter to afford a reasonable basis for an opinion, indicating observance 
of the third standard of field work. 

Working papers are the property of the auditor. The auditor's rights of ownership, however, are subject to ethical 
limitations relating to the confidential relationship with clients. 
The auditor should adopt reasonable procedures for safe custody of his working papers and should retain them for 
a period sufficient to meet the needs of his practice and to satisfy any pertinent legal requirements of records 
retention. 
Audit working papers provide evidence of audit coverage and documentation of audit trails; they should be 
properly filed and stored.  
 

 
 
 



MATERIALITY 
 
• The concept of the materiality draw the whole process of the audit, the user of the audit report does not require 
the absolute accuracy to make informed decision, accordingly a matter is considered material if its omission or 
misstatement would reasonably influence the decision of an intended under of the audit report. 
 
• The concept of materiality should be considered by the auditor while determining the nature, timing and extent 
of audit procedures and evaluating the effect of the misstatements. 
 
• The concept of materiality is used both at the planning stage of the audit, when deciding what and how much 
work need to be done and in evaluating the result of the audit, which is generally known as planning materiality 
and reporting materiality. 
 
• The Auditor has to report the errors which he judges to be material, the audit work can be planned in the 
knowledge that it need to detect errors that are material. 
 
• In accessing materiality, the prime consideration is the total value of the error, However, the values is not the 
sole consideration, the nature of the error or the context in which the transaction occurs are sometimes more 
important and the auditor must always consider these factors, as well as the value, when deciding whether an 
error is material. 
Materiality consists of both quantitative and qualitative factors. Materiality is often considered in terms of 
monetary value but the inherent nature or characteristics of an item or group of items may also render a matter 
material. Materiality is a matter of professional judgment and depends on the auditor’s interpretation of the users’ 
needs.  
During the planning process, information is gathered about the entity in order to assess risk and establish 
materiality levels for designing audit procedures. Issues that may be considered material even if the monetary 
value is not significant would include the following: 
  • Material by Value 
  • Material by nature 
  • Material by context 
         (a) Fraud; 
         (b) Intentional unlawful acts or non-compliance; 
         (c) Incorrect or incomplete information to executive, the auditor or to the 
         (d) Legislature (concealment); 
         (e) Intentional disregard to the executive, authoritative bodies or auditors; and 
         (f) Events and transactions made despite knowledge of the lack of legal basis to 
         (g) Carry out the particular event or transaction. 
In formulating audit opinion or report, the auditor should inter-alia give due regard to the materiality of the matter 
keeping in view the amount, nature and context. Materiality is determined for: 
(a) Planning purposes 
(b) Purposes of evaluating the evidence obtained and the effect of identified instances of mis-statement or non-
compliance: and 
(c) Purposes of reporting the results of the audit work. 

 
RECORD KEEPING 
Quality and integrity of an audit depends on the existence of a complete and understandable record of the work 
the auditor performed, the conclusions the auditor reached, and the evidence the auditor obtained that supports 
those conclusions. Clear and comprehensive audit documentation is essential to enhance the quality of the audit. 
Audit documentation must be assembled for retention within a reasonable period of time after the auditor's 
report is released.  



The needs of the firm for retention of engagement documentation, and the period of such retention, will vary with 
the nature of the engagement and the firm’s circumstances, for example, whether the engagement 
documentation is needed to provide a record of matters of continuing significance to future engagements. 
In the specific case of audit engagements, the retention period ordinarily is no shorter than seven years from the 
date of auditor’s report. any procedure that the Auditor adopts for retention of engagement documentation 
should : 
 
         • enable the retrieval of, and access to, the engagement documentation during the retention period, 
particularly in     the case of electronic documentation since the underlying technology may be upgraded or 
changed over time. 
          • provide, where necessary, a record of changes made to engagement documentation after the engagement 
files have been completed. 
          • enable authorized external parties to access and review specific engagement documentation for quality 
control or other purposes. 



Lesson 14- Audit Process and Documentation 
 
 
OVERVIEW OF THE AUDIT PROCESS 
 
The audit process can be broadly grouped in three phases: 
a. Planning 
b. Executing 
c. Reporting 
 
 
Audit Planning 
For an effective audit, a timely, well thought out and well executed planning efforts is essential. The 
Audit planning consists of the following actions: 

 Understanding the company 
 Establishing audit objectives and scope 
 Determining Materiality 
 Assessment of Risk 
 Preparation of Audit plan 
 Preparation of detailed audit programme 

 
 
Execution of Audit 
The effective Audit Execution is based on the Audit plan and the efficiency of the Audit team. However 
the Execution of the audit covers the following actions: 
 
1. Sampling of various transactions or items 
2. Sampling for testing of controls 
3. Identification of events 
4. Performing controls testing procedures 
5. Performing analytical procedures 
6. Sampling for substantive test of details 
7. Performing substantive test of details 
8. Review of working papers 
9. Management Discussion on Draft Report 
 
 
Reporting  
In the reporting phase, the auditor covers evaluation of audit results, deriving conclusion, forming of 
opinion and prepare the audit report. 



 
 
PRELIMINARY PREPARATION 
The illustrative list of the activities covered under the preliminary preparation is as under: 

 A brief outline of the company’s activities and financial circumstances, cross referenced to more 
detailed information if appropriate 

 The effect of the regularity framework on the audit, cross referenced to a summary of primary 
and secondary legislation. 

 Details of any significant facts, events or changes which have taken or may take place; their 
likely effect on the company operations or environment and on the audit/. 

 A description of the scope of the audit and the authority under which it is conducted and the 
type of audit, the form of opinion required and another reporting requirement. 

 The sources of funding, financial targets and a brief assessment of the Company’s financial 
position. 

 Planning materiality, cross referenced to documentation setting out the reasons and basis on 
which it was calculated 

 A summary of specific risk identified any major problem likely to be met and other items in the 
financial statements which are likely to require specific. 



 A brief assessment of general control environment and mitigating controls and whether they are 
to be relied on. 

 A brief overview of the audit approach to be adopted, this is to say the degree of the compliance 
and substantive procedures. 

 Audit proposal for dealing with multi locations 
 Details of the nature and extent of use to be made of the work to be carried out by internal 

audit other auditors and specialists 
 A summary of the key team members and the total planned days / hours. 
 Respective responsibilities of the auditor and the auditee entity; and 
 Liaison schedule with auditee entity. 

 
QUESTIONNAIRE 
Questionnaire is a comprehensive series of questions concerning internal control. This is the most 
widely used form for collecting information about the existence, operation and efficiency of internal 
control in an organisation. An important advantage of the questionnaire approach is that the oversight 
or omission of significant internal control review procedures is less likely to occur with this method. 
With a proper questionnaire, all internal control evaluation can be completed at one time or in sections. 
The review can more easily be made on an internal basis.  
 
The questionnaire is annually issued to the client and the client is requested to get it filled by the 
concerned executives and employees. If on a perusal of the answers, inconsistencies or apparent 
incongruities are noticed, the matter is further discussed by auditors with the client for a clear picture 
and accordingly the auditor prepares a report of deficiencies and recommendation for improvements. 
 
INTERACTION THROUGH INTERVIEWS 
The main purposes for an interview in context of an audit are orientation, examination and 
confirmation. An interview can have one or two of these purposes, but normally not all three at the 
same time. 
 

Orientation is normally part of the audit team's learning process during the planning phase. It aims at 

exploring and giving an overview of a specific area or function, e.g., by asking for presentations of 
activities, explanations of formal or informal networks. The objective could be to identify possible audit 
subjects or to find out about other available sources of information, such as key persons or 
documentation. 
 
 

Examination aims at more specific issues with a view to establishing new information, often to be used 

as audit evidence. In some cases, such information has not been previously recorded at all but is 
embodied in the interviewee through personal experiences, particular references, opinions, etc.  
 

Confirmation, finally, often goes together with either orientation or examination, but deserves to be 

mentioned as a separate purpose because of its fundamental importance. Confirmation, by definition, is 
typically based on information that has already been gathered. However, in this context the information 
can also be gathered and confirmed simultaneously.  
 
The interview techniques can be gainfully used in a structured or unstructured manner to elicit 
information form the entity both in the planning as well as execution phase. The Auditor can use the 
interview mode to obtain both qualitative and quantitative information. 



An interview can very well be justified by a combination of these purposes. Orientation requires a more 
unstructured approach, with the auditor having maximum flexibility where necessary to explore themes 
that have not previously been considered and to deeply probe the responses that are given.  
The aim is often to obtain evidence (documents, opinions and ideas) that relate to the audit's objectives, 
to confirm facts and to collaborate data from other sources. The auditor has a firm grasp of the issues he 
wants to cover and should know in advance what type of data he wants 
 
 
 
 
AUDIT PROGRAMME 
Audit programme contains step by step instructions to be carried out by team members i.e. it is simply a 
list of audit procedures to be executed by team members. The main purpose of audit programme is that 
every material area has been audited appropriately and sufficient appropriate audit evidence has been 
obtained in respect of every important areas of audit. 
Audit programmes are prepared on the basis of audit plan usually by the auditor who is signing the 
Audit Report of the company. But sometimes, auditors have a basic audit programme and the same is 
used by the auditor after making some modifications to it to make it according the audit engagement in 
hand. Mostly it is in the form of a checklist which can be used by the Audit executives to make sure 
every required procedure has been implemented. This can also help in monitoring the work of Audit 
executives in specific or assistants in general. 
Audit programmes may be laid down in advance for the whole year for some aspects of the audit which 
auditor expects to be audited after regular intervals of time or when needed. For understandability and 
convenience, audit programmes are written for each audit area separately and then assigned to specific 
team members. 
The prepared audit program may be revised if needed in accordance with the prevailing circumstances. 
An audit program largely depends on the size of the organization and other relevant factors. Minimum 
essential work to be done is Standard Programme and rest is according to circumstances. There is no 
standard audit programme applicable for all situations. Audit programme is documented in the Audit 
Working Papers, which are the official record that contains the planning and execution of the audit 
agreement. 
 



 
 
IDENTIFICATION OF APPLICABLE LAWS 
In India, Every mode of business needs to obey various laws, rules, regulations, orders etc. depending on 
the manner of doing business, business activities and areas of doing business. Sometimes, this may 
include laws from multiple countries and sometimes such laws have conflicting requirements on each 
other.  
Further, the identification of the compliance requirements under applicable laws is just one part of the 
auditor, but for the management of the company it is necessary to make sure there is sufficient 
evidence that the company is compliant with each and every one of them. For ensuring the compliance 
of the applicable laws the company: 

 Should have a documented inventory of every applicable law, regulation, contractual obligation 
and any other form of compliance requirement which needs to comply; 

 Should publish its compliance policy which should be supported by standards, procedures, and 
guidelines; 

 Should Exchange emails with Legal\Compliance team, Functional heads, compliance officers and 
others with information on compliance obligations and skills (e.g. Privacy, Procurement, HR, 
Finance, IT) concerning compliance matters in the information security context; 

 Should Share related Agendas, minutes or notes of meetings with those people on related 
matters; 

 Should place internal reports concerning applicable compliance obligations, ideally with 
evidence that management is actively engaged in assessing the extent to which compliance is 
needed and aware of the risks of noncompliance; 

 Should conduct Compliance assessment\review\audit reports, noting the content, form, 
distribution, status. 

Further the legal team of the company should continuously communicate the effect of such changes on 
the Company, its holding, subsidiary, Joint Venture Company or any of the geographical area where the 
company operates. 
 



Some of the regulators like MCA, RBI, SEBI, on time to time issue the Master Circulars, and master 
Direction, Removal of Difficulties order etc. which helps in identifying and figure out the actual 
requirement of the law which needs to be complied with. 
 
CREATION OF MASTER CHECKLIST 
The Audit is not a process of the collecting data and checking the checkbox, it is the postmortem of the 
affairs of the company, the data and evidence collected during the execution of the audit shall be 
independently reviewed by the auditor and submit its report to the shareholders. Unless the auditor 
independently reviews the facts & data, the auditor is not able to give his independent opinion. 
In general, an audit checklist can be divided in to the following headings according to their significance 
in the audit scope. 
 
1. Entity operation and organizations: This checklist contains the matters relating to: 
─ Product manufactured/ service delivered/ operation performed by the company. 
─ Statutory status basis for these operations. 
─ Objects of the Company as per the memorandum of Association 
─ Capital structure of the company and funding status. 
─ Details of the promoters and directors of the company 
─ Details of Subsidiaries, Joint ventures and Associate companies 
─ Transactions with the related parties. 
─ Material Changes took place during the audit period. 
─ Recipient of the products/Services of the company 
─ Details of the key managerial personnel. 
─ Details of the functional head responsible for audit 
─ Details of the audit committee and its term of References 
─ Details of the geographical location where the company operates 
─ Audit observations of the previous year’s etc. 
 
2. Financial & Non-financial Reporting Requirement 
The company’s Financial Statement, Directors’ report, Annual Return, Websites, Filing with the 
regulators is the primary source of information about the company. The financial statements are the 
focus of financial audit; the audit team should familiarize itself with the format of financial statement 
which needs to the submitted to the regulators. This checklist generally covers the points relating to 
changes in laws, regulations, accounting standards, accounting rules or accounting policies since the last 
audit, new heads of accounts introduced since the last audit, changes in the format of accounts or any 
such item which require exercising of judgement or estimation. 
In case of the Non-financial disclosures and reporting requirement the audit team should have the 
detailed requirements under Legal and regulatory framework along with the procedural requirements of 
the same. 
 
3. Legal and regulatory requirement 
The legal and regulatory requirement of every company differs according to the nature and status of the 
company, its business activity, area of operation, geographical location etc. depending on the relevant 
central, state and local laws, rules & regulations. It is the most important for the auditor to have the 
detailed compliance requirement applicable to the company and such checklist should cover the section 
wise compliance requirement highlighting the amendment during the audit period. 
 
 



4. Matter of Shareholder &public interest 
The Audit team should identify the extent of the shareholder and public interest in the company’s 
activities and the financial statement. The factors which might indicate such interest includes the public 
deposit, loan and advances dividend, Corporate Social Responsibility, Small shareholders’ interest, high 
level of comment in media etc. 
 
5. Review of Control Environment 
After the review of the control systems, the auditor determines the specific component increase or 
decrease, the effectiveness of some or all application systems and controls. If based on the 
understanding of the control environment, the audit team has fundamental doubts about the 
effectiveness of the prevailing systems and controls; the same should be reported to the entity and 
should be kept in mind while carrying the audit. The checklist shall contain the checkpoints relating to 
management characteristic, philosophy, operation style and commitment, accurate disclosures and 
reporting 
─ The operating environment and culture 
─ Management commitment to designing and maintaining reliable accounting systems 
─ The ability of management to control the operations 

 The organizational structure of the entity 
 Methods of assigning authority and responsibility 
 Supervision and monitoring 
 Senior management control methods 

 
WORKING PAPERS AND MAINTENANCE OF WORK SHEET 
 
Working Papers 
Working papers contain the records of planning and preliminary surveys, the audit program, audit 
procedures, fieldwork, fact findings and other documents relating to the audit. 
In the working papers document the auditor’s conclusions and the reasons as to why those conclusions 
were reached should be documented. The disposition of each audit finding identified during the audit 
and its related corrective action should be documented. 
Working papers include all the evidence gathered by auditor indicating what work has been done by him 
and the procedure he has followed in verifying a particular asset or a liability and also provide 
information that whether: 
─ Audit was properly planned; 
─ Audit was carried out; 
─ Audit was adequately supervised; 
─ The appropriate review was undertaken; 
─ The evidence is sufficient and appropriate to support the audit opinion. 
Working papers should be completed throughout the audit and Working papers should be economical 
to prepare and to review. Working papers should be complete and concise, they should be considered 
as a usable record of work performed. The working papers may include: 
(a) Planning documents and audit programs. 
(b) Internal control questionnaires, flowcharts, checklists and narratives. 
(c) Notes and minutes resulting from interviews. 
(d) Organizational data, such as charts with job descriptions, process chart. 
(e) Copies of important documents. 
(f) Information about operating and financial policies. 
(g) Results of control evaluations. 



(h) Letters of confirmation and representation. 
(i) Analysis and test of transactions, processes. 
(j) Results of analytical review procedures. 
(k) Audit reports and management responses. 
(l) Audit correspondence that documents the audit conclusions reached. 
 
Scanned Documents as working papers 
Scanned documents should include a reference to the source and the purpose of the document which is 
relevant to understand or appreciating the actual audit work performed. Such information needs to be 
included only when it is not provided elsewhere in the working papers. 
 
Tick marks 
Tick marks do not need to be standardized throughout the set of working papers, but must be consistent 
throughout a particular work paper. Tick mark explanations must be a part of the working paper or 
included in a separate tick mark legend work paper. 
 
Cross Referencing 
Cross-references should be used to refer information useful in more than one place or to other relevant 
information including the source of information, composition of summary totals, or other documents or 
examples of transactions. To encourage conciseness, documents/information only single copy of the 
working papers should be placed in working file for cross referencing. 
 
Standard Working papers 
A standard set of working papers will include at least the following documents: 

A. General File: The General File contains key information through the various phases of the audit 
including planning (audit objectives, planning comments including etc.), reporting process, audit 
programs and comments for the next audit. The General File will include the draft and final 
reports.Audit responses will also be included in the file. 

 
B. Work paper File: This file should contain the detailed audit procedures and detailed audit 

working papers. Detailed audit procedures provide detailed audit steps of the audit work to be 
performed during fieldwork that will achieve the specific audit objectives outlined in the audit 
program. 

 
C. Future Audit Considerations: Auditors are encouraged to develop and document future audit 

ideas during the course of their work. These should be included in the "Comments for next 
audit" section of the General File 

Working papers are the connecting link between the client’s records and the audited records. These 
provide permanent historical record. The working papers are the property of the auditor and the client 
cannot ask the auditor for their custody. However it is the duty of the auditor to maintain confidentiality 
of the client information. Further, if audit working papers are disclosed than it may amount to 
professional misconduct. 
 
 
 
 
 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Types of Working 

Papers 

(i) Permanent File 
The permanent file usually contains documents and matters of continuing importance of clients’ 
business which will be required for more than one audit. The data in these file are the information, 
which is of continuous interest and relevant to succeeding audits. Data in this file can include the 
following: 
A. Statutory Documents 
B. The rules and regulations of the company 

 Memorandum of Association 
 Articles of Association 
 Certificate of Incorporation / Commencement of Business 
 Registration documents under various statutory bodies 

C. Copies of documents of continuing importance and relevance to the auditor 
 Letter of engagement and Board Resolution for appointment of the auditor 
 Record of communication with the retiring auditor 
 Royalty Agreement / Technical collaboration 
 Copies of important legal documents/contracts 

D. Addresses of the registered office and business -The Company’s registered office address and all 
other units/premises, with a short description of the work carried on at such places. 
E. An organization chart -Details of all departments and sub-divisions thereof showing hierarchy of 
management. 
F. List of books and records with location -List of books and records maintained by the company and 
place of their location. Names, positions, specimens of signatures and initials of persons responsible 
for books and document should also be included. 
G. An outline history of the organization. 
H. Analysis of significant ratios and trends. 
I. Internal Controls - Notes on internal control with Details of study & evaluation of internal controls 
in the form of narrative record, questionnaires or flow charts etc. 
J. The business structure within a group and associated companies - List of all holding, subsidiary and 
associate companies. 
K. Company’s advisors - A list of the company’s advisors such as bankers, merchant bankers, 
stockbrokers, solicitors, valuers, insurance brokers etc. 
 

(ii) Current Audit File 
These file contains information relating to the audit of the current period. Information included in the 
current file should be information for the period under audit. The indicative list of current file can be as 
follows: 
A. Appointment letter for the Current Year, along with the defined scope of Audit 
B. Extracts of important board/management meetings 
C. List of responsible persons with their designation and contact details 
D. Secretarial Audit Report/Financial Audit Report for Current year as well as previous year 
E. Actions initiated by company towards Secretarial Auditor’s observations and suggestions in previous 
years reports 
F. Audit Plan/Audit Program 
G. Current year’s Secretarial Records 
H. Communications with the company/management team 
I. Letters of representations, confirmations received from company 
J. Audit review points and highlights of analysis 
 



 
Audit Trail 
Audit Trail is a repository of administrative and operational documentation relating to audit process. It is 
established and maintained to aid in audit planning and to centralize available documentation and 
information not included in the individual audit files. Information included in the permanent files should 
only be information that cannot be feasibly included in the working papers due to volume or format or 
because the information will be applicable on an ongoing basis to the current audit or future audits. 
Permanent files should be filed with all audit and follow-up working papers supporting the audit.  
 
Working paper Review 
The auditor should review all working papers to determine whether they are relevant and have a useful 
purpose, evidence the audit work performed and sufficiently support the audit findings. In addition, the 
auditor should ensure the conclusions reached were reasonable and valid, and that the Office working 
paper standards were followed. The review will consist of: 

A. Determining compliance with working paper guidelines. 
B. Reviewing the audit program that outlines the major objectives of the audit, and ensure that the 

procedures accomplish the objective(s). 
C. Reviewing the audit procedures and the referenced working papers to ensure the working 

papers support the procedures performed and all procedures have been completed. 
D. Determine that the working papers adequately document the conclusions reached in the report. 
E. Ensuring that all findings prepared have been discussed with the appropriate member of 

management, and that the disposition of the audit concerned is documented. 
F. Documenting review notes. 

 
Filing and Protection of Working papers 
All working papers that are considered confidential, are the property of the Auditor, and are to be kept 
under adequate control. Working papers often contain sensitive information or data that must be 
protected from unauthorized use or review. 
While conducting field work away from the Auditor’s office, the auditors should control the working 
papers to ensure that information is neither removed, nor substituted nor altered. 
 
Retention Policy 
All working papers pertaining to an audit belong to the Auditor. All such data is to be kept by the Auditor 
and is subject to the retention requirements as required by law. 
 
IDENTIFICATION OF THE EVENT AND CORPORATE ACTIONS 
During the Audit planning stage the auditors should go through the various filings with statutory bodies 
etc. to understanding the company affairs, the following points considered as events/information on 
which the auditor should specifically verify the compliance required under applicable laws. 

1) Acquisition(s) (including agreement to acquire), Scheme of Arrangement (amalgamation/ 
merger/ demerger/restructuring), or sale or disposal of any unit(s), division(s) or subsidiary of 
the Company or any other restructuring. 

2) Issuance or forfeiture of securities, split or consolidation of shares, buyback of securities, any 
restriction on transferability of securities or alteration in terms or structure of existing securities 
including forfeiture, reissue of forfeited securities, alteration of calls, redemption of securities 
etc. 

3) Revision in Rating(s). 
4) Outcome of Meetings of the board of director relating to 



        ─ Dividends and/or cash bonuses recommended or declared or the decision to pass any      
dividend and the date on which dividend shall be paid/dispatched; 

─ Any cancellation of dividend with reasons thereof; 
─ The decision on buyback of securities; 
─ The decision with respect to fund raising proposed to be undertaken 
─ Increase in capital by issue of bonus shares through capitalization including the date on which 
such bonus shares shall be credited/dispatched; 
─ Reissue of forfeited shares or securities, or the issue of shares or securities held in reserve for 
future issue or the creation in any form or manner of new shares or securities or any other 
rights, privileges or benefits to subscribe to; 
─ Short particulars of any other alterations of capital, including calls; 
─ Financial results 
─ Decision on voluntary delisting by the listed entity from stock exchange(s). 

5) Agreements (viz. shareholder agreement(s), joint venture agreement(s), family settlement 
agreement(s) impacting management and control of the Company, agreement(s)/treaty(ies)/ 
contract(s) with media companies) which are binding and not in normal course of business, 
revision(s) or amendment(s) and termination(s) thereof. 

6) Fraud/defaults by promoter or key managerial personnel or by Company or arrest of key 
managerial personnel or promoter. 

7) Change in directors, key managerial personnel (Managing Director, Chief Executive 
8) Officer, Chief Financial Officer, Company Secretary etc.), Auditor and Compliance Officer. 
9) Appointment or discontinuation of share transfer agent. 
10) Corporate debt restructuring. 
11) One time settlement with a bank. 
12) Reference to IBC, 2016 and winding-up petition filed by any party / creditors. 
13) Issuance of Notices, call letters, resol3utions and circulars sent to shareholders, debenture 

holders or creditors or any class of them or advertised in the media by the Company . 
14) Proceedings of Annual and extraordinary general meetings. 
15) Amendments to memorandum and articles of association. 
16) Commencement or any postponement in the date of commencement of commercial production 

or commercial operations of any unit/division 
17) Change in the general character or nature of business brought about by arrangements for 

strategic, technical, manufacturing, or marketing tie-up, adoption of new lines of business or 
closure of operations of any unit/division (entirety or piecemeal) 

18) Capacity addition or product launch. 
19) Awarding, bagging/receiving, amendment or termination of awarded/bagged orders/contracts 

not in the normal course of business. 
20) Agreements (viz. loan agreement(s) (as a borrower) or any other agreement(s) which are 

binding and not in normal course of business) and revision(s) or amendment(s) or termination(s) 
thereof. 

21) Disruption of operations of any one or more units or division of the Company due to natural 
calamity (earthquake, flood, fire etc.), force majeure or events such as strikes, lockouts etc. 

22) Effect(s) arising out of change in the regulatory framework applicable to the Company 
23) Litigation(s) / dispute(s) / regulatory action(s) with impact. 
24) Fraud/defaults etc. by directors (other than key managerial personnel) or employees of 

Company . 
25) Options to purchase securities including any ESOP/ESPS Scheme. 
26) Giving of guarantees or indemnity or becoming a surety for any third party. 



27) Granting, withdrawal, surrender, cancellation or suspension of key licenses or regulatory 
approvals. 

28) Any other information/event viz. major development that is likely to affect business, e.g. 
emergence of new technologies, expiry of patents, any change of accounting policy that may 
have a significant impact on the accounts, etc. and brief details thereof and any other 
information which is exclusively known to the Company and which may be necessary to enable 
the holders of securities of the Company to appraise its position and to avoid the establishment 
of a false market in such securities. 

 
IDENTIFICATION OF EVENTS HAVING BEARING ON AFFAIRS OF THE COMPANY 
An event/action may be considered as having major bearing on Company‘s affairs includes the following 
situations: 
a. Events/actions altering the Incorporation documents of the Company 
b. Changes in the Capital structure of the company 
c. Change in the affairs/management of the company 
d. Change in the licensing or permission for the business operation of the company 
e. Capacity expansion and utilization of the company 
f. Sale/ Disposing of the substantial assets of the company 
g. Entering in to Joint ventures agreements etc. 
 
Further, the SEBI (LODR) Regulations, 2015 include the following events which are considered as having 
bearing on affairs of the company: 

1. Default in timely payment of interests/preference dividend or redemption or repayment 
amount or both in respect of the non-convertible debt securities and non-convertible 
redeemable preference shares and also default in creation of security for debentures as soon as 
the same becomes apparent; 

2. Any attachment or prohibitory orders restraining the company from transferring non-
convertible debt securities or non-convertible redeemable preference shares from the account 
of the registered holders along-with the particulars of the numbers of securities so affected, the 
names of the registered holders and their demat account details; 

3. Any action which shall result in the redemption, conversion, cancellation, retirement in whole or 
in part of any non-convertible debt securities or reduction, redemption, cancellation, retirement 
in whole or in part of any non-convertible redeemable preference shares; 

4. Any action that shall affect adversely payment of interest on non-convertible debt securities or 
payment of dividend on non-convertible redeemable preference shares including default by 
issuer to pay interest on non-convertible debt securities or redemption amount and failure to 
create a charge on the assets; 

5. Any change in the form or nature of any of its non-convertible debt securities or non-convertible 
redeemable preference shares that are listed on the stock exchange(s) or in the rights or 
privileges of the holders thereof and make an application for listing of the securities as changed, 
if the stock exchange(s) so require; 

6. Any changes in the general character or nature of business / activities, disruption of operation 
due to natural calamity, and commencement of commercial production/commercial operations; 

7. Any events such as strikes and lock outs. Which have a bearing on the interest 
payment/dividend payment/ principal repayment capacity; 

8. Details of any letter or comments made by debenture trustees regarding payment/non-payment 
of interest on due dates, payment/non-payment of principal on the due dates or any other 



matter concerning the security, listed entity and /or the assets along with its comments 
thereon, if any; 

9. delay/default in payment of interest or dividend / principal amount /redemption for a period of 
more than three months from the due date; 

10. Failure to create charge on the assets within the stipulated time period; 
11. Any instance(s) of default/delay in timely repayment of interests or principal obligations or both 

in respect of the debt securities including, any proposal for re-scheduling or postponement of 
the repayment programmes of the dues/debts of the Company with any investor(s)/lender(s). 
Explanation.-For the purpose of this sub-para, ‘default’ shall mean Non-payment of interest or 
principal amount in full on the pre-agreed date and shall be recognized at the first instance of 
delay in servicing of any interest or principal on debt. 

12. Any major change in composition of its board of directors, which may amount to change in 
control as defined in Securities and Exchange Board of India (Substantial Acquisition of Shares 
and Takeovers)Regulations, 2011; 

13. Any revision in the rating; 
14. The following approvals by board of directors in their meeting:- 

a. The decision to pass any interest payment; 
b. Short particulars of any increase of capital whether by issue of bonus securities through 

capitalization, or by way of right securities to be offered to the debenture holders, or in 
any other way; 

15. All the information, report, notices, call letters, circulars, proceedings, etc. concerning non-
convertible redeemable preference shares or non-convertible debt securities; 

16. Any other change that shall affect the rights and obligations of the holders of non-convertible 
debt securities /non-convertible redeemable preference shares, any other information not in 
the public domain necessary to enable the holders of the listed securities to clarify its position 
and to avoid the creation of a false market in such listed securities or any other information 
having bearing on the operation/performance of the listed entity as well as price sensitive 
information. 

 
 
BOARD COMPOSITION 
The Auditor should go through the following points while conducting the audit: 
1. Board of directors: 
a. Composition and category of directors (e.g. promoter, executive, non-executive, independent 
nonexecutive, nominee director-institution represented and whether as lender or as equity investor); 
b. Attendance of each director at the meeting of the board of directors and the last annual general 
meeting; 
c. Number of other board of directors or committees in which a directors is a member or chairperson; 
d. Number of meetings of the board of directors held and dates on which held; 
e. Disclosure of relationships between directors inter-se; 
f. Number of shares and convertible instruments held by non-executive directors; 
g. Web link where details of familiarization programme imparted to independent directors is disclosed 
 
2. Audit committee: 
a. Brief description of terms of reference; 
b. Composition, name of members and chairperson; 
c. Meetings and attendance during the year. 
 



 
3. Nomination and Remuneration Committee: 
a. Brief description of terms of reference; 
b. Composition, name of members and chairperson; 
c. Meeting and attendance during the year; 
d. Performance evaluation criteria for independent directors 
 
4. Stakeholder Relationship Committee: 
a. Brief description of terms of reference; 
b. Composition, name of members and chairperson; 
c. Meeting and attendance during the year. 
 
BOARD PROCESSES 
The Board of directors as an institution plays a prominent role in corporate governance. It is responsible 
for directing and overseeing the business and management of the company. Given this pivotal role of 
the board, directors are considered as fiduciaries in that they are required to act in the interest of 
various constituencies in a company such as shareholders and other stakeholders. Accordingly, the law 
foists on the directors duties and liabilities as instruments that modulate their conduct. 
Directors are, however, entitled to various protective measures in the form of mitigating factors either 
conferred upon them by law or through practical mechanisms they may establish. The Section 118(10) 
mandates on every company to observe the Secretarial Standards on the meeting of the Board of 
Directors (SS-1) as specified by the Institute of Company Secretaries of India (ICSI). 
To ensure the effective board processes the auditor should also observe the requirement of the 
secretarial standards during the Audit along with the disclosure, eligibility, level of expertise, 
involvement of the directors in decision making etc. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 



Lesson 15- Forming an Opinion and Reporting 
 
INTRODUCTION TO PROCESS OF FORMING AN OPINION 
The audit is performed by an Auditor who is independent to the company which is being audited and the critical 
part in Auditing is the forming of Opinion i.e. views of the Auditors, which shall be based on the fact, records 
verifications made by him during the performance of the audit.  
During the performance of the audit or after the conclusion of the audit, the auditor need to submit a report 
stating that the affairs of the company are carried out in the fair manner and are free from material misstatement. 
In particular, the auditor shall evaluate whether, in view of the requirements of the applicable reporting 
framework: 
(a) The Company has adequately disclosed information about its affairs; 
(b) The Company has followed the all procedure as required under the applicable laws; 
(c) The Company is in compliance with the applicable laws; 
(d) The Company is consistent with the applicable reporting framework; 
(e) The information presented by the company is relevant, reliable, comparable, and understandable; and 
(f) The company has provided adequate disclosures to enable the intended users to understand the effect of 
material transactions and events on the information. 
 
FORMS OF OPINION 
 
Unqualified / Unmodified Opinion 
An unqualified opinion is also known as a clean opinion. The auditor reports an unqualified opinion if the affairs of 
the company are presumed to be free from material misstatements.  
An unqualified opinion contains no reservations concerning the company. This is also known as a “clean” opinion, 
meaning that the affairs of the company are presented fairly. 
The Auditor should express an unmodified opinion when based on Audit Evidence, the Auditor conclude that: 
a. There is due compliance with the applicable law in terms of timelines and process; and 
b. The records as relevant for the audit verified by him as a whole are free from misstatement and maintained in 
accordance with applicable laws. 
c. The auditor should express an unmodified opinion when the auditor concludes that the information on the 
affairs of the company in all material respects, are in accordance with the applicable reporting framework. 
 
Modified Opinion 
 
 Modifications to the Opinion: 
The Auditor should express modified opinion when the Auditor concludes that: 
a. Based on the Audit Evidence obtained, there is non-compliance with the applicable laws in terms of timelines 
and process; or 
b. Based on the Audit Evidence obtained, the records as a whole are not free from misstatement; orare not 
maintained in accordance with applicable laws; or 
c. He is unable to obtain sufficient and appropriate Audit Evidence to conclude that there is due compliance with 
the applicable laws in terms of timelines and process; or 
d. He is unable to obtain sufficient and appropriate Audit Evidence to conclude that the records as a whole are free 
from misstatement; or are maintained in accordance with applicable laws. 
e. When the auditor has reasons to believe that the affairs of the company are not free from material 
misstatement or 
f. When the auditor is not able to obtain sufficient appropriate audit evidence. 
 
 
 



In case the Auditor expresses a modified opinion or disclaims an opinion, the text of the opinion shall be either in 
italics or bold letters. 
The modification on Opinion can be in the following three categories depending upon the nature and 
severity/extremity of the matter under consideration: 
• The qualified opinion 
• The adverse opinion 
• The disclaimer of opinion. 
 
Qualified Opinion 
An Opinion can be considered as a qualified opinion when the auditor specifically provides the additional 
paragraph or points out the specific instances where the company has failed to do compliance as required under 
the law, or provides reasons for the not issuing the unqualified report on the affairs of the company 
 
Adverse Opinion 
An Opinion can be considered as an adverse opinion, which is considered as the Out of track Opinion, wherein the 
auditor concluded that the affairs of the company are not in line with its objectives, government rules, and the 
company has neglected and grossly misstated its records. 
An adverse opinion is an indicator of fraud, and public entities that receive an adverse opinion are forced to take 
corrective measures. 
 
Disclaimer of Opinion 
Such opinion is an indication that no opinion was formed by the auditors and the Auditor was not able to conclude 
that the affairs of the company are conducted in true and fair manner, such disclaimer of opinion is not considered 
as an opinion itself. 
 
 

 
 
 
Emphasis of Matter 
Emphasis of matter (EOM) is included in the audit report to seek the attention of the reader, to make the reader 
aware about the specific instances which are not in the general course of business. Such matters can have the 
positive as well as negative impact on the affairs of the company in future. The purpose of an EOM paragraph is to 
draw the users’ attention to a matter already disclosed but the auditor believes that, it is fundamental to their 
understanding and should be a part of the report. 
 
 
 



The following are examples of the matters which should be considered as emphasis of matter: 
 An uncertainty relating to the future outcome of exceptional litigation or regulatory action; 
 When there is uncertainty about exceptional future events, pending litigations 
 Early adoption of new accounting standards 
 Adoption of new technology 
 Recent changes in the regulatory environment 
 When a major catastrophe has had a major effect on the financial position. 
 A major catastrophe that has had, or continues to have, a significant effect on the entity's financial 

position. 
 

 
Materiality 
 
Materiality can be defined as the magnitude of an omission or misstatement of information that, in the light of 
surrounding circumstances, makes it probable that the judgment of a reasonable person relying on the information 
would have been changed or influenced by the omission or misstatement. 
The auditor has to ensure that material items are properly and distinctly disclosed by the company. It is very 
important for the auditor who has constantly to judge whether a particular item is material or not. There is an 
inverse relationship between materiality and the degree of audit risk. The higher the materiality level, the lower 
the audit risk and vice versa. The Auditor shall consider materiality while forming his opinion and adhere to: 
1. The principle of completeness that requires the Auditor to consider all relevant Audit Evidence before issuing a 
report; 
2. The principle of objectivity that requires the Auditor to apply professional judgment and skepticism in order to 
ensure that all reports are factually correct and that findings or conclusions are presented in a relevant and 
appropriate manner; 
3. The principle of timeliness that implies preparing the report in due time; and 
4. The principle of a contradictory process that implies checking the accuracy of facts and incorporating responses 
from concerned persons. 
 
 

Third Party Report or Opinion 
In the age of composite regulatory environment it is the need of the business to engage experts for the 
assignment, which is cost effective and provide a time bound result to the company. Same in the case of the 
auditor, the auditor engages specialized talent for the part of audit work for which in-house talent is not available. 
This will help auditor to give a complete audit requirement in one go. 
Further, as every action has its own reaction, so engaging the third party also provides an additional risk like 
reputational, control, compliance, privacy, financial, operational and information security risks, even loss of client 
etc. The Auditor should adhere to the following while forming an opinion based on third party reports or opinions: 

1. The Auditor should indicate the fact of use of third party report or opinion and should also record the 
circumstances necessitating the use of third party report or opinion; 

2. The Auditor should indicate the fact if third party report or opinion is provided by the Auditee; 
3. The Auditor should consider the important findings/observation of third party; 
4. The Auditor should, if necessary and feasible, carry out a supplemental test to check veracity of the third 

party report or opinion. 
 
 
 
 
 
 
 
 



Management Representation Letter 
The auditor may obtain a management representation letter from the auditee company. The letter may be signed 
by Managing Director/ Company Secretary/Senior Management who would normally have authority to issue the 
same. Suggested format of the management representation letter is provided below. The format 
may be adopted with changes, depending on the circumstances and facts governing every audit. The Auditor can 
use this letter of representation as part of his audit evidence. 
 
 

 Specimen Management Representation Letter for Secretarial Audit 
Note: The following letter is a general guidance. Representation made by management may vary from one entity to another and from one 
year to another. It should be adopted in the light of individual requirements and circumstances. 
 
[XYZ Limited]  
M/s ABC & CO, Date: 
Company Secretaries, 
ZYZ Road, India 
-------—- 
Dear Sir, 
This representation letter is provided in connection with your audit of the Secretarial Records maintained under The Companies Act, 2013 
(the Act) and the rules made thereunder; (ii) The Securities Contracts 
(Regulation) Act, 1956 (‘SCRA’) and the rules made thereunder; (iii) The Depositories Act, 1996 and the 
Regulations and Bye-laws framed thereunder; (iv) Foreign Exchange Management Act, 1999 and the rules 
and regulations made thereunder to the extent of Foreign Direct Investment, Overseas Direct Investment and 
External Commercial Borrowings; The Regulations and Guidelines prescribed under the Securities and 
Exchange Board of India Act, 1992 (‘SEBI Act’) and other applicable laws including labour laws like Factories 
Act, Payment of Gratuity Act etc for the year ended on 31st March, 20__ Environmental Laws and 
Competition Laws for the purpose required in it. We the undersigned acknowledge our responsibility for maintaining the Secretarial records 
referred above and confirm, to the best of our knowledge and belief, the following representations: 
Company Law 
1. The Company has maintained books of accounts as required under Section 128 of the companies 
Act, 2013 
2. The Company has complied with all the provisions of the Secretarial Standards. 
3. The Company has complied with all the provisions of Companies Act, 2013 relating to Statutory 
Audit/Cost Audit/Internal Audit. 
4. No request for transfer or transmission of shares have been received by the company during the year other than as recorded 
5. All the entries in the Statutory Registers have been made within the prescribed time as per the provisions of the law whenever necessary. 
All the Statutory registers have been kept at the registered office of the company and were kept open for public inspection during working 
hours on all working days 
6. Notice of Board meetings were duly sent to all the directors. 
7. Notes and notes to agenda were duly sent to all the directors. 
8. No resolutions were passed by way of circulation during the year under review other than those recorded in the Minutes. 
9. The views of all the dissenting Directors (if any) on important matters have been captured and recorded in the minute. 
10. The venue and time of Board meeting was finalized with the consultation of all board members. 
11. Draft Minutes and final minutes were properly sent to all the directors. 
12. Company has not obtained any secured loan from any financial institution/banks other than those mentioned in the register of charges. 
13. Notice of annual general meeting has been duly sent to all the members, Directors, Statutory Auditor and Secretarial Auditors. 
14. No show cause notice has been received by the company under the Acts referred above orany other laws applicable on the company. 
15. There are no pending litigation and claims other than those reported in the Financial Statements - balance sheet by way of contingent 
liability. 
16 No event other than reported to you specifically has occurred during the year which has a major bearing on the company’s affairs in 
pursuance of the laws, rules, regulations, guidelines, standards, etc. referred to above. We have provided to you all relevant information and 
have given access to all data and records. 
17. The company has altered the memorandum/ articles of Association and have recorded the alterations in all copies of the Memorandum / 
Articles of Association. 
18. Wherever the Share certificates were issued in the physical form, they were issued in accordance with the provisions of the Companies 
Act, 2013 and the rules thereunder. 
 



Securities Laws 
1. All Price Sensitive Information was informed to the stock exchanges from time to time 
2. All investors complains directly received by the company are recorded on the same date of receipt. 
3. The Company has complied with provision of SEBI (LODR) Regulations, 2015. 
 
Specific Applicable Laws 
Labour Laws 
1. All the premises and establishments have been registered with the appropriate authorities. 
2. The Company has not employed any child labour/Bonded labour in any of its establishments. 
3. The company is ensuring the compliance of PF/ESI and other social security measures to the contract employees. One of the responsible 
officers of the company carries out the survey regarding the compliance of this. 
 
Environmental Laws 
1. The Company is not discharging the contaminated water at the public drains/rivers. The company has efficient water treatment plants at 
its factory premises (if applicable) 
2. The company has been disposing the hazardous waste as per applicable rules 
 
Competition Law 
List of other laws generally applicable to the company. We are attaching herewith the list of laws 
1. Applicable specifically to the company. 
2. Other Laws applicable to the company 
 
Date:                                                                                                                                                                   
                                                                                                                                                                                                 [For XYZ Limited] 
Place:                                                                                                                                                                                               Director 

 

 

 
Opinion obtained by Management 
In the certain situations, upon the remarks of the auditors the management of the company may submit its replies 
which are supported by the opinion provided by the third party. In such cases the reliance on such opinion should 
be made by the auditor on his professional judgment and the company may provide the explanation such 
qualifications in the Directors’ report. 
In case where the information produced by the company as audit evidence, the auditor should evaluate whether 
the information is sufficient and appropriate for purposes of the audit by performing procedures to: 
a. Test the accuracy and completeness of the information, or test the controls over the accuracy and 
completeness of that information; and 
b. Evaluate whether the information is sufficiently precise and detailed for the purposes of the audit. 
 

Exit Conference 
While concluding the audit, the auditor should conduct a meeting with the management of the company or with 
the group supervisory officers. The audit observations should preferably be shared with such official before hand 
for providing the opportunity to discuss the audit finding and to clarify any point relating to audit and audit 
observations. 
 

Evaluation of Audit Evidence and Forming Opinion 
The competent evidence is information which is quantitatively sufficient and appropriate to achieve the auditing 
results and is qualitatively impartial to inspire confidence and reliability. 
The Reliable audit evidence is evidence that is impartial, the reliability of audit evidence is dependent upon its 
nature, its source and the method used to obtain it. While collecting the audit evidence the auditor should 
consider that 
• Documentary evidence is more reliable than oral evidence 
• Evidence of which the auditor has direct personal knowledge is the most reliable evidence 
• Independent evidence obtained for external sources is more reliable than internal evidence, if that evidence is 
truly Independent and complete. 



• Visual evidence is highly reliable for conforming the existence of assets, but not their ownership value. 
• Drawing conclusions solely through examining relationship between figures in the account (analytics 
Review) is less reliable evidence 
• Oral evidence must be considered as the least reliable, whenever feasible .auditor should attempt to obtain 
documentary confirmation of oral evidence. 
• The reliability of information generated within the auditee entity is a function of the reliability of internal control 
systems within the entity. 
• Photocopies are less reliable than the originals; the source of photocopies should be identified by noting the 
source as far as possible the photocopies should be certified 
• Evidence, which is accepted by the auditee entity, is always reliable 
• The auditor may gain increased assurance when audit evidence obtained from different source is consistent. 
 

Sharing Draft Report with Management with Category of Risk involved with each Remark and 
Qualification 
The executive summary is a high level summary, which explains audit findings, while it is a concise document; it 
should contain sufficient information to stand alone as a summary of the evidence which supports audit team’s 
conclusion on the appropriate form of audit certificate. The executive summary should include: 
i. A summary of the auditee’s operations and purpose; 
ii. A summary of the regularly framework within which the auditee operates; 
iii. An explanations of the audit approach and the balance between test of controls and substantive procedures; 
iv. A summary of the key risk identified; 
v. A commentary on key balances; 
vi. A commentary on the accounting policies and significant account areas; 
vii. A summary of the result of audit procedures; 
viii. Details of areas where difficult questions of principle or judgement were involved; 
ix. Matters brought forward from previous year audit; 
x. A summary of other important matters for attention; 
xi. Outstanding matters, for example, outstanding reappointment orders or letter authorising agreed amendment s 
to the financial statement; 
xii. A summary of matters carried forward to the next years audit; and 
xiii. A conclusion on the appropriate form of audit certificate. 
 
The report should clearly mention the process name; significant and findings with respect to the criteria; analysis 
of the consequences of the findings; and recommendations of the auditor. Each observation should be supported 
by a set of facts and each recommendation to the management should be supported by a business reasons for 
implementation. 
Different stages of communication and discussion should be as under: 
 

1. Preliminary Draft: At the conclusion of fieldwork, the auditor should draft the report and present it to the 
entity’s management for auditee’s comments. 

2. Exit Meeting: The auditor should discuss with the management the findings, observations, 
recommendations, and text of draft and obtain their comment on the draft, achieve 
consensus and reach an agreement on the audit findings. 

3. Formal Draft: The auditor should prepare a formal draft, in view of the outcome of the exit meeting 
and other discussions. Upon review of such changes by the auditor and the management, 
the final report should be issued. 

4. Final Report: The report should be submitted to the appointing authority or such members of 
management, as directed. 

 
 
 
 



 

Auditor’s Responsibility 
Auditor’s Report shall state that the responsibility of the Auditor is to express the opinion on the compliance with 
the applicable laws and maintenance of records based on audit. The Auditor’s Report shall also explain that those 
Standards require that the Auditor should comply with statutory and regulatory requirements and plan and 
perform the audit to obtain reasonable assurance about compliance with applicable laws and maintenance of 
records. 
Auditor’s Report should state that due to the inherent limitations of an audit including internal, financial an 
operating controls, there is an unavoidable risk that some material misstatements or material non compliances 
may not be detected, even though the audit is properly planned and performed in accordance with the Standards. 
 

Format of Report 
The report shall be addressed to the Appointing Authority unless otherwise specified in Audit Engagement 
Letter or provided in the applicable law. The report shall be detailed enough to serve its intended purpose. 
Where specific formats (like MR-3 for Secretarial Audit Report) are prescribed, those formats shall be followed for 
reporting. If any information cannot be conveniently captured within the paragraphs of the report, it shall be given 
in the form of annexure(s). 
Signature block shall mention the name of the audit firm, the name of the Auditor, along with certificate of 
practice number, the membership number of the Auditor specifying whether associate or fellow member.. 
The Auditor shall clearly mention date and place of signing the report. In case report is signed by two different 
persons on different dates or different places; same shall be mentioned in the report. 
 

Limitation 
If, after accepting the Audit Engagement, the Appointing Authority imposes a limitation on the scope of the audit 
which, in the opinion of the Auditor, is likely to result in the need to express a modified opinion or to disclaim an 
opinion, the Auditor shall request the Appointing Authority to remove the limitation. 
If the Appointing Authority refuses or fails to remove the limitation, the Auditor shall communicate the matter to 
the Management and determine whether it is possible to perform alternative procedure to obtain sufficient and 
appropriate Audit Evidence. 
If the Auditor is unable to obtain sufficient and appropriate Audit Evidence, the auditor shall determine the 
implications as follows: 
a. If the Auditor concludes that the possible effects of unavailable Audit Evidence could be nonmaterial, the 
Auditor shall qualify the opinion; or 
b. If the Auditor concludes that the possible effects of unavailable Audit Evidence could be material, the Auditor 
shall express disclaimer of opinion. 
 

Pre requisite for the Reporting: 
An Audit report should: 
• Accurate -Free from errors and distortions and faithful to the underlying facts. 
• Objective - Fair, impartial, and unbiased and is a result of a fair minded and balanced assessment of all relevant 
facts and circumstances. 
• Clear - Easily understood and logical, avoiding unnecessary technical language and providing all significant and 
relevant information. 
• Concise -To the point, avoid unnecessary elaboration, superfluous detail, redundancy, repetitiveness and 
wordiness. 
• Constructive -Helpful to the engagement client and the organization and leads to improvements where needed. 
• Complete -Lacking nothing that is essential to the target audience and includes all significant and relevant 
information and observations to support recommendations and conclusions. 
• Timely-Opportune and expedient, depending on the significance of the issue, allowing management to take 
appropriate corrective action. 
 
 



 
 

Submission of Audit Report 
After considering the clarifications/replies of the management, the auditor should prepare the audit report in 
prescribed format. Sometimes the report is addressed to the members but is to be submitted to the Board. 
The report shall contain the opinion on the statutory compliances examined by the auditor and shall state whether 
in his opinion the Company is carrying out / not carrying out due compliances of the applicable provisions of the 
various laws. The report shall be provided with or without qualifications. 
 

Signing of Audit Report 
The auditor’s signature is either in the name of the audit firm, the personal name of the auditor or both, as 
appropriate for the particular jurisdiction. In addition to the auditor’s signature, in certain jurisdictions, the auditor 
may be required to declare in the auditor’s report the auditor’s professional accountancy designation or the fact 
that the auditor or firm, as appropriate, has been recognized by the appropriate licensing authority in that 
jurisdiction. 
However, in case of Secretarial Audit Report the report should be signed by the secretarial auditor who conducted 
or under whose supervision the secretarial audit was conducted indicating his FCS/ ACS number along with 
Certificate of Practice Number issued by the Institute of Company Secretaries of India. 
In case of PCS firm, the secretarial audit report may be signed by the partner who conducted or under whose 
supervision the secretarial audit was conducted indicating his FCS/ACS number along with his Certificate of 
Practice number. The secretarial audit report cannot be signed by an employee of the PCS firm even if he/she may 
be a member of the ICSI holding Certificate of Practice number. 
 

Reporting with Qualification 
1. A qualification, reservation or adverse remarks, if any, should be stated by the Auditor at the relevant places in 
his report in bold type or in italics. 
2. If the Auditor is unable to express an opinion on any matter, he should mention that he is unable to express an 
opinion on that matter and the reasons therefore. 
3. If the scope of work required to be performed is restricted on account of restrictions imposed by the company 
or on account of circumstantial limitations, the Report should indicate such limitations. 
4. If such limitations are so material that the Auditor is unable to express any opinion, the Auditor should state that 
in the absence of necessary information and records, he is unable to report on compliance(s) relating to such areas 
by the Company. 
Further, the Board of Directors, in its report prepared under section 134(3) of the Companies Act, 2013, shall 
provide and explanation in full on any qualification or observation or other remarks made by the Company 
Secretary in Practice in the Secretarial Audit Report. 



Lesson 16- Secretarial Audit – Fraud Detection and Reporting 
 

INTRODUCTION 
Frauds under explanation to section 447 defined as under: 
(i) “Fraud” in relation to affairs of a company or anybody corporate, includes any act, omission, concealment of any 
fact or abuse of position committed by any person or any other person with the connivance in any manner, with 
intent to deceive, to gain undue advantage from, or to injure the interests of, the company or its shareholders or 
its creditors or any other person, whether or not there is any wrongful gain or wrongful loss; 
(ii) “Wrongful gain” means the gain by unlawful means of property to which the person gaining is not legally 
entitled; 
(iii) “Wrongful loss” means the loss by unlawful means of property to which the person losing is legally entitled. 

 
TYPES OF FRAUD 
Fraud against a company can be committed either internally by employees, managers, officers, or owners of the 
company, or externally by customers, vendors, and other parties. Accordingly, the fraud consists of some deceitful 
practice or willful device, resorted to with intent to deprive another of his right, or in some manner to do him an 
injury. 
The financial & accounting fraud include the fraud relating to the financial statement by Overstating revenue, 
earnings and assets – along with understating liabilities are the most common activities found with this type of 
fraud. The asset misappropriation is also a most susceptible fraud in the companies which are closely held. Further 
the tampering, accounts receivable skimming, fake billing schemes, payroll schemes, fake or duplicate expense 
reimbursement schemes and inventory schemes are also the part of the financial and accounting fraud.  
In case of the Non-financial fraud, the fraud includes the false or misleading information, inadequate disclosure 
produced by the Company to the public or regulatory bodies, false reporting of governance norms and doing 
business surpassing the regulatory requirement and approvals from the shareholders. 
 

DUTY TO REPORT FRAUD 
A very significant duty has been cast on the Company Secretary in Practice under section 143 of the 
Companies Act, 2013. It provides that if the company secretary in practice, in the course of the performance of his 
duties as auditor, has reason to believe that an offence of fraud involving the prescribed amount is being or has 
been committed against the company by officers or employees of the company, he shall immediately report the 
matter to the Central Government, or to the Audit Committee or the Board. 
Duty of Report Fraud to Central Government 
The section 143(12) read with the Companies (Audit and Auditors) Rules, 2014provides that if an auditor of a 
company in the course of the performance of his duties as auditor, has reason to believe that an offence of fraud 
which involves or is expected to involve individually an amount of rupees one crore or above, is being or has been 
committed against the company by its officers or employee, the auditor shall report the matter to the Central 
Government. 
Duty of Report Fraud to Audit Committee/ Board 
In case of a fraud involving lesser than rupees one crore, the auditor shall report the matter to Audit Committee or 
to the Board immediately but not later than two days of his knowledge of the fraud and he shall report the matter 
specifying the following:- 
(a) Nature of Fraud with description; 
(b) Approximate amount involved; and 
(c) Parties involved. 
Disclosures in the Board’s Report 
The following details of each of the fraud reported to the Audit Committee or the Board during the year to be 
disclosed in the Board’s Report:- 
(a) Nature of Fraud with description; 
(b) Approximate Amount involved; 
(c) Parties involved, if remedial action not taken; and 



(d) Remedial actions taken. 
Consequence on failure in Reporting of fraud 
In case, company secretary in practice does not comply with the provisions of section 143(12), he shall be 
punishable with fine which shall not be less than one lakh rupees but which may extend to twenty-five lakh rupees. 
Further, section 143(13) provides that no duty to which an auditor of a company is subject to shall be regarded as 
having been contravened by reason of his reporting the matter(fraud) if it is done in good faith. 

 
PROCEDURE FOR REPORTING OF FRAUD 
 
(i) Reporting of frauds by auditor involving amount more than Rs. 1 crore 
If an auditor of a company, in the course of the performance of his duties as statutory auditor, has reason to 
believe that an offence of fraud, which involves or is expected to involve individually an amount of rupees one 
crore or above, is being or has been committed against the company by its officers or employees, the auditor shall 
report the matter to the Central Government. Auditor should report such frauds as soon as possible but not later 
than 62 days of his knowledge about the frauds: 
STEP-I - Report to Board & Audit Committee 
Auditor shall forward his report to the Board of Directors or the Audit Committee, as the case maybe, within 2 days 
of his knowledge of the fraud, seeking their reply or observations within 45 (forty-five) days; 
STEP-II - Report to Central Government after reply of board 
On receipt of such reply or observations the auditor shall forward his report and the reply or observations of the 
Board or the Audit Committee along with his comments (on such reply or observations of the Board or the Audit 
Committee) to the Central Government within 15 fifteen days of receipt of such reply or observations; 
STEP-IIA - Report to Central Government if no reply received 
In case the auditor fails to get any reply or observations from the Board or the Audit Committee within the 
stipulated period of 45(forty-five days), he shall forward his report to the Central Government along with a note 
containing the details of his report that was earlier forwarded to the Board or the Audit Committee for which he 
failed to receive any reply or observations within the stipulated time. 
Other Points to be kept in mind: The report shall be on the letter-head of the auditor containing 
• Postal Address; 
• e-mail address; 
• contact number (telephone/ mobile); 
• signed by the auditor with his seal; 
• indicate his Membership Number; 
• Report shall be in the form of a statement as specified in Form ADT-4. 

(ii) Reporting of frauds by auditor involving amount less than Rs.1 crore 
As per the Sub-rule (3) of Rule 13 of the Companies (Audit and Auditors) Rules, 2014 in case of fraud involving an 
amount less than ` 1 Crore, the auditor shall report the matter of fraud to the Audit Committee or to the Board 
within 2 days of his knowledge of the fraud. 
The report should specify the nature of the fraud with description, approximate amount of the fraud and parties 
involved in the fraud. 

 

Fraud detection and reporting requires the Practicing Company Secretary to focus beyond compliance 
In the matter of Globe Motors Limited v. Mehta Teja Singh & Company the Delhi High court observed that 
although an agreement in which a director was interested could not said to be invalid in view of compliance with 
the requirements of the Act, yet it is only a formal aspect of compliance with the statutory provisions; the basic 
question is as to the conduct of the director and whether it satisfies the test considering their fiduciary relationship 
to the company. Justice Sachar further observed that the directors are expected to display utmost good faith 
towards the company in their dealings with the company or on behalf of the company; they should not use the 
company’s money or other property or information or other matters in their possession in order to gain any 
advantage to themselves. Therefore a practicing company secretary should not be satisfied only with compliance 
during secretarial audit. He needs to look beyond and satisfy himself that the transactions which have taken place 
during audit period do not contain any fraud element. 



On perusal explanation under section 447 of the Companies Act 2013the fraud covers: 
(a) Any act committed by any person or any other person with the connivance in any manner with intent to 
deceive the company or shareholders or creditors or any other person whether or not there is any wrongful gain or 
wrongful loss. 
(b) Any omission committed by any person or any other person with the connivance in any manner with intent to 
deceive the company or shareholders or creditors or any other person whether or not there is any wrongful gain or 
wrongful loss. 
(c) Any concealment of any fact committed by any person or any other person with the connivance in any manner 
with intent to deceive the company or shareholders or creditors or any other person whether or not there is any 
wrongful gain or wrongful loss. 
(d) Any abuse of position committed by any person or any other person with the connivance in any manner with 
intent to deceive the company or shareholders or creditors or any other person whether or not there is any 
wrongful gain or wrongful loss. 
(e) Any act committed by any person or any other person with the connivance in any manner with intent to gain 
undue advantage from the company or shareholders or creditors or any other person. 
(f) Any act committed by any person or any other person with the connivance in any manner with intent to injure 
the interest of the company or shareholders or creditors or any other person whether or not there is any wrongful 
gain or wrongful loss, etc. 
 

Transaction which may involve the fraud 
In the past “Fraud” has been noticed in many cases of scams in the following kinds of transactions:- 
• Related Party Transactions 
• Excessive Managerial remuneration 
• Insider Trading 
• Inter Company transactions 
• Mergers/demergers/acquisitions 
• IPO frauds 
Other means of corporate fraud are the Inadequate Disclosures, false or misleading information, theft of assets, 
false expenses, corruption, theft in formation, fraudulent applications, misuse of assets, dishonest business 
partners, Fraudulent billing. 
 

Who is considered as an Auditor for Fraud Reporting 
The Auditor includes the 
• Statutory Auditors of the company appointed under section 139 of the Companies Act, 2013, Company 
Secretary in practice conducting Secretarial Audit under section 204 of the Companies Act, 2013, 
• Cost Accountant in practice conducting cost audit under section 148 of the Companies Act, 2013 and the 
• Branch Auditors appointed under section 139 of the Companies Act.2013. 
However the Internal Auditor or such other professionals appointed under any other statutes rendering other 
services to the company such as a tax auditor appointed under Income tax act, GST auditors appointed under the 
respective GST legislations are not covered under section 143 of the Companies Act, 2013. 
 

Reporting of Fraud already reported by the management 
The frauds which are already identified by the management should also be considered by the Secretarial 
Auditors and should review the impact of such fraud on the company in line with his scope of Audit engagements. 
The Auditor should also review the steps taken by the management. On dissatisfaction, the auditor may state 
reasons and request the management to perform additional procedures. If additional procedures are not 
performed within 45 days of request, consider reporting the matter to the Central Government 
 

 
 
 
 



Reporting of Fraud by Secretarial Auditor already reported by other auditors 
The Companies Act, 2013 has provided the duties and responsibilities of the each of the auditors such as for 
Accounting/ Financial related fraud the statutory auditors shall report, while in case of Non-financial fraud the 
Secretarial Auditor and in case of the fraud relating to the costing Fraud it needs to be reported by the Cost 
accountant in practice. 
 

FRAUD V/S NON COMPLIANCE 
The term fraud can be defined as act or course of deception, an intentional concealment, omission, or perversion 
of truth, to 
(1) Gain unlawful or unfair advantage, 
(2) Induce another to part with some valuable item or surrender a legal right, or 
(3) Inflict injury in some manner. 
Willful fraud is a criminal offense which calls for severe penalties, and its prosecution and punishment. However, 
incompetence or negligence in managing a business or even a reckless waste of firm's assets (for example by 
speculating on the stock market) does not normally constitute a fraud. 
 
Non Compliance: the term non-compliance refers to failure to comply with the laws, rules regulations etc., the 
term non-compliance is commonly used in regard to a failure to meet the compliance requirements or failure to 
doing compliance be it the failure in following procedures, filing of information, eligibility conditions, reporting etc. 
The relationship between the Fraud and the non-compliance can be constructed as the non- compliance in the 
company may lead to a fraud however it may also be noted that the fraud can also be made in the compliant 
company. 

 
SPECULATION 
The term Speculation is defined as act of trading in an asset or conducting a financial transaction that has a 
significant risk of losing most or all of the initial outlay with the expectation of a substantial gain. With speculation, 
the risk of loss is more than offset by the possibility of a huge gain; otherwise there would be very little motivation 
to speculate. It may sometimes be difficult to distinguish between speculation and investment, and whether an 
activity qualifies as speculative or investing can depend on a number of factors, including the nature of the asset, 
the expected duration of the holding period, and the amount of leverage. 
Such as the Foreign Exchange Market, Bond Market, Stock Market and Specially the derivatives segment which 
comprises of futures and options contracts which is typically used by brokerages and high net worth individuals to 
bet on the direction of the markets.  

 
SUSPICION 
Suspicion is the positive tendency to doubt the trustworthiness of appearances and therefore to believe that one 
has detected possibilities of something unreliable, unfavorable. By a Secretarial Auditor, the following transactions 
relating to Company Formation and Management may be considered as the suspicious transactions which may or 
may not be with the group companies, where the detailed audit is need to be performed are 
1. Subsidiaries which have no apparent purpose; 
2. Companies which continuously make substantial losses; 
3. Complex group structures without cause; 
4. Uneconomic group structures for tax purposes; 
5. Frequent changes in shareholders and directors; 
6. Unexplained transfers of significant sums through several bank accounts; 
7. Use of bank accounts in several currencies without reason; 
8. Purchase of companies which have no obvious commercial purpose; 
9. Sales invoice totals exceeding known value of goods; 
10. Makes unusually large cash payments in relation to business activities which would normally be paid by 
cheques, banker’s drafts etc; and 
11. Transferring large sums of money to or from overseas locations with instructions for payment in cash; 

 



DETECTION OF FRAUD 
The Auditor shall exercise professional judgment and maintain professional scepticism throughout the planning 
and performance of the audit to detect and report the fraud envisaged. 
During the course of the audit, if the Auditor suspects any commission of fraud, he shall endeavour to collect 
further evidence for the same. The suspicion may arise on perusal of internal control systems, complaint under 
whistle blower mechanism, and reports of the other auditors, etc. The Auditor should ensure to collect sufficient 
evidence which substantiates his suspicion of the commission of the fraud against the Auditee by its employees 
and officers. 

 
PROFESSIONAL RESPONSIBILITY AND PENALTY FOR INCORRECT AUDIT REPORT 
Section 448 of Companies Act, 2013 deals with penalty for false statements. The section provides that if in any 
return, report, certificate, financial statement, prospectus, statement or other document required by, or for the 
purposes of any of the provisions of this Act or the rules made thereunder, any person makes a statement, – 
(a) Which is false in any material particulars, knowing it to be false; or 
(b) Which omits any material fact, knowing it to be material; he shall be liable under section 447. 
Section 447 deals with punishment for fraud which provides that any person who is found to be guilty of fraud, 
involving an amount of at least `10, 00,000 or 1% of the turnover of the company, whichever is lower shall be 
punishable with imprisonment for a term which shall not be less than six months but which may extend to ten 
years and shall also be liable to fine which shall not be less than the amount involved in the fraud, but which 
may extend to three times the amount involved in the fraud. In case, the fraud in question involves public 
interest, the term of imprisonment shall not be less than three years. In case where the fraud involves an amount 
less than ten lakh rupees or one per cent. of the turnover of the company, whichever is lower, and does not 
involve public interest, any person guilty of such fraud shall be punishable with imprisonment for a term which 
may extend to five years or with fine which may extend to fifty lakh rupees or with both. 
It is pertinent to note that section 448 applies to “any person”. In view of this, a company secretary in practice, 
who is an independent professional, will be attracting the punishment, as prescribed in section 448 in case his 
observations in the secretarial audit report turns out to be false or he omits any material fact, knowing it to be 
false or material. 
Section 204(4) of the Companies Act, 2013 provides that if company secretary in practice contravenes the 
provisions of section 204, he shall be punishable with fine which shall not be less than one lakh rupees but which 
may extend to five lakh rupees. 
Besides, the Company Secretary in Practice shall be liable for professional or other misconduct mentioned in 
First or Second Schedule or in both the Schedules to the Company Secretaries Act, 1980 and where held guilty, be 
liable for the following actions: 
(i) Where found guilty of professional or other misconduct mentioned in the First Schedule: 
(a) Reprimand; 
(b) Removal of name from the Register of members’ upto a period of three months; 
(c) Fine this may extend to one lakh rupees. 
(ii) Where found guilty of professional or other misconduct mentioned in the Second Schedule: 
(a) Reprimand; 
(b) Removal of name from the Register of members permanently or such period as may be thought fit by the 
Disciplinary Committee; 
(c) Fine which may extend to five lakh rupees. 

 
EARLY WARNING SIGNALS OF FRAUDS DETECTIONS 
The auditors may take some clues from the Reserve Bank of India (Frauds classification and reporting by 
commercial banks and select FIs) directions, 2016 along with the other reasons which provides an Early 
Warning Signals (EWS) for to be alert that some of the wrong doing in the company which are as under: 
1. Default in undisputed payment to the statutory bodies as declared in the Annual report. 
2. Bouncing of high value cheques 
3. Frequent change in the scope of the project to be undertaken by the borrower 
4. Foreign bills remaining outstanding with the bank for a long time and tendency for bills to remain overdue. 



5. Delay observed in payment of outstanding dues. 
6. Frequent invocation of BGs and devolvement of LCs. 
7. Under insured or over insured inventory. 
8. Invoices devoid of TAN and other details. 
9. Dispute on title of collateral securities. 
10. Funds coming from other banks to liquidate the outstanding loan amount unless in normal course. 
11. In merchanting trade, import leg not revealed to the bank. 
12. Request received from the borrower to postpone the inspection of the godown for flimsy reasons. 
13. Funding of the interest by sanctioning additional facilities. 
14. Exclusive collateral charged to a number of lenders without NOC of existing charge holders. 
15. Concealment of certain vital documents like master agreement, insurance coverage. 
16. Floating front / associate companies by investing borrowed money 
17. Critical issues highlighted in the stock audit report. 
18. Liabilities appearing in ROC search report, not reported by the borrower in its annual report 
19. Frequent request for general purpose loans. 
20. Frequent ad hoc sanctions. 
21. Not routing of sales proceeds through consortium I member bank/ lenders to the company. 
22. LCs issued for local trade I related party transactions without underlying trade transaction 
23. High value RTGS payment to unrelated parties. 
24. Heavy cash withdrawal in loan accounts. 
25. Non production of original bills for verification upon request. 
26. Significant movements in inventory, disproportionately differing vis-a-vis change in the turnover. 
27. Significant movements in receivables, disproportionately differing vis-à-vis change in the turnover and/or 
increase in ageing of the receivables 
28. Disproportionate change in other current assets 
29. Significant increase in working capital borrowing as percentage of turnover 
30. Increase in Fixed Assets, without corresponding increase in long term sources (when project is implemented). 
31. Increase in borrowings, despite huge cash and cash equivalents in the borrower's balance sheet 
32. Frequent change in accounting period and/or accounting policies 
33. Costing of the project which is in wide variance with standard cost of installation of the project 
34. Claims not acknowledged as debt high 
35. Substantial increase in unbilled revenue year after year. 
36. Large number of transactions with inter-connected companies and large outstanding from such companies 
37. Substantial related party transactions 
38. Material discrepancies in the annual report 
39. Significant inconsistencies within the annual report (between various sections) 
40. Poor disclosure of materially adverse information and no qualification by the statutory auditors 
41. Raid by Income tax /sales tax/ central excise duty officials 
42. Significant reduction in the stake of promoter /director or increase in the encumbered shares of 
promoter/director. 
43. Resignation of the key personnel and frequent changes in the management 
44. Delayed filing of statutory returns 
45. Frequent resignation of Auditors 
46. Frequent changes in the Independent Directors 

 
INVESTIGATION OF FRAUD BY SFIO 
Serious Fraud Investigation Office (SFIO) has been established through the Government of India vide Notification 
NO. S.O.2005 (E) dated 21.07.2015. Earlier the SFIO was set up by Government of India vide Resolution NO. 
45011/16/2003-Admn.I dated 02.07.2003. It is a multi- disciplinary organization under the Ministry of Corporate 
Affairs, of experts in the field of accountancy, forensic auditing, law, information technology, investigation, 
company law, capital market and taxation etc. for detecting and prosecuting or  recommending for prosecution 
while collar crimes/frauds. 



SFIO is headed by a Director as Head of Department in the rank of Joint Secretary to the Government of 
India. The Director is assisted by Additional Directors, Joint Directors, and Deputy Directors, Senior Assistant 
Directors, Assistant Directors, Prosecutors and other secretarial staff. The Headquarter of SFIO is at New Delhi, 
with five Regional Offices at Mumbai, New Delhi, Chennai, Hyderabad & Kolkata. 
Investigation into the affairs of a company is assigned to SFIO, where Government is of the opinion that it is 
necessary to investigate into the affairs of a company – 
1. on receipt of a report of the Registrar or inspector under section 208 of the Companies Act, 2013; 
2. on intimation of a special resolution passed by a company that its affairs are required to be investigated; 
3. In the public interest; or 
4. on request from any department of the Central Government or a State Government 
The powers and duties of the officers and employees SFIO is a multi-disciplinary investigation office having experts 
from various fields viz. financial sector, capital market, accountancy, forensic audit, taxation, law, information 
technology etc. 
 

The procedure followed in decision making process, including channels of supervision and 
accountability 
As the investigations are carried out under the provisions of the Companies Act, the Officer of SFIO appointed as 
Investigating Officer (IO) by the Government has the final say in the matter related to investigation. The working 
groups of the officers constituted by the Director, SFIO in consultation with the I.O. to assist the Investigating 
Officer are required to render him all possible assistance in the respective areas of their specialization so that the 
issues are examined from a multidisciplinary angle. He supervises the entire investigation and coordinates with 
subject specific team leaders in the matters related thereto. The Investigating Officer, after conclusion of his 
investigation, submits the Investigation Report to the Central Government in the Ministry of Corporate Affairs. 
For smooth functioning of the administration of the office, the Director, SFIO has been declared as ‘Head of 
Department’ (HOD). He exercises powers of HOD. Under him there is an administration division headed by a 
Deputy Director. 
 
IV The norms set by it for the discharge of its functions; 
For each investigation that is to be carried out by the officers of SFIO, the Central Government while ordering the 
same assigns a time frame. The investigation has to be completed within that time frame. 
The subject specific groups of officers which render necessary assistance to the Investigating Officer have to 
examine the issues involved in the case within a given time frame and give requisite inputs to the Investigating 
Officer. 
 
V. The rules, regulations, instructions, manuals and records used by the employees for discharging functions; 
Since the organization is engaged in investigation, the law governing investigation and other related laws Such as 
Criminal Procedure Code, Evidence Act, various manuals and Laws on taxation, import and export, banking, stock 
market etc., are used by the officers of this organization. 



Lesson 17- Quality Review 
 
PEER REVIEW - DEFINITION 
Professional peer review focuses on the performance of professionals, with a view to improving quality, 
upholding standards, or providing certification. Professional peer review activity is widespread in the 
field of accounting, law, engineering (e.g., software peer review, technical peer review), aviation, and 
even forest fire management. In academia, peer review is common in decisions related to faculty 
advancement and tenure. 
 
Peer review for Company Secretaries 
Peer review contemplates examination of the systems and approach of a Practice Unit (PU) by another 
member of the Institute with the objective of identifying the areas, where the practising member may 
require guidance in improving the quality of his performance and adherence to the requirements of 
various technical standards. 
A Peer Review examines whether a Practice Unit has adequate policies and procedures in place to 
comply with the Technical Standards of ICSI and other legal requirements. 
 
Rationale of Peer Review 
The concept of whole-time practice, which received its initial statutory recognition in 1988, has gained 
momentum after the enactment of the Companies (Amendment) Act, 2000 which required Compliance 
Certificate to be issued by a Practising Company Secretary for Companies having a prescribed paid up 
capital. Company Secretaries in practice are also being recognised for issuing certificates under various 
laws. Excellence is the hallmark of success in a competitive environment. Performance can be judged 
and enhanced to a level of excellence only by evaluation by a competent professional.  
 
Authority for Peer Review 
With a view to regulate the profession of Company Secretaries and in terms of the powers vested, the 
Council has issued guidelines for Peer Review of Attestation Services by Practising Company Secretaries. 
The guidelines serve as a mechanism intended to further enhance the quality of professional work of 
Practising Company Secretaries (PCS) over a period of time, thereby ensuring that the profession of 
Company Secretaries continues to serve the society in the manner envisaged. 
The Guidelines on Peer Review are issued in relation to conduct of members in attestation services: 

 To promulgate an appropriate mechanism for ensuring the quality of attestation services and 
guide the members to conduct themselves in a manner that the Council considers appropriate; 

 To provide guidance in relation to the statutory powers and obligations with respect to the 
parties involved in peer review; 

 To prescribe the scope of peer review and the procedures to be adopted during the conduct of a 
peer review; and 

 To establish the expected conduct of members during a peer review. 
 
OBJECTIVES OF PEER REVIEW 
The main objective of Peer Review is to ensure that in carrying out their Services, the PCS has complied 
with the Technical Standards laid down by the Institute and has in place proper systems (including 
documentation systems) for maintaining the quality of the Services/ work they provide.  
Peer Review is directed towards maintenance as well as enhancement of quality of attestation services 
and to provide guidance to members to improve their performance and adhere to various statutory and 



other regulatory requirements. Essentially, through a review of attestation services engagement 
records, peer review identifies the areas where a practising member may require guidance in improving 
the quality of his performance and adherence to various requirements as per applicable Technical 
Standards and regulatory requirements. 
 
 
 
Benefits of Peer Review 
There are significant benefits which a Practice Unit will obtain in undergoing a Peer Review. These may 
be summarized below: 
1. A successful Peer Review will provide comfort to the P.U. that he has adhered to various statutory, 
documentary and other regulatory requirements. 
2. If deficiencies are noticed and corrective measures suggested, the P.U. will have an opportunity to 
correct the deficiencies and thereby enhance his professional competence. 
3. If a Peer Review Certificate is issued in favour of the P.U. it enhances his credibility in the eyes of the 
general public. 
4. Since a Chinese wall exists between the Peer Review Process and the Disciplinary Proceedings, the 
P.U. will benefit from Peer Review without any apprehension of any disciplinary proceedings being 
initiated against him for any deficiencies noticed on his part. 
5. Clients of the P.U. will benefit from knowing that their P.U. is periodically reviewed by the ICSI. 
 
SCOPE OF PEER REVIEW 
Under the scope of Peer review, the following attestation services are covered: 

1. Signing of Annual Return pursuant to proviso to sub-section (1) of section 92 of the Companies 
Act, 2013 in form MGT -7. 

2. Certification of Annual Return pursuant to sub-section (2) of section 92 of the Companies Act, 
2013 in Form MGT- 8. 

3. Issuance of Secretarial Audit Report in terms of Section 204 of the Companies Act, 2013 
4. Issuance of Certificate of Securities Transfers in Compliance with Regulation 40(9) of the SEBI 

LODR Regulations. 
5. Certificate of reconciliation of share capital Audit, updation of Register of Members, etc. as per 

the 
6. Securities & Exchange Board of India’s Circular D & CC/Cir-16/2002 dated December 31, 2002. 
7. Conduct of Internal Audit of Operations of the Depository Participants. 
8. Compliance Certificate regarding compliance of conditions of Corporate Governance to be 

annexed with the Director Reports prescribed under Schedule V of the SEBI (LODR) Regulations. 
However, the Council and the Peer Review Board may include attestation services necessitate 
certification in other areas also in due course under the scope of Peer Review from time to time due to 
the change in laws or by the regulatory prescriptions. 
 
Qualifications for Peer Reviewer 
The eligibility for become a Peer Reviewer needs to be a Member of the Institute who should— 
a) Possess at least 10 years of post-membership experience 
b) Be currently in whole time practice as a Company Secretary. 
 
 
 
 



The Reviewer’s Approach 
The approach of the Reviewer should be courteous, professional and helpful throughout the review 
process. 
He should be appreciative of good practices while suggesting areas of improvement and should adopt a 
collaborative approach with the P.U. during the review process and should ensure minimum disruption 
to the P.U. during the peer review. The peer reviewer should able to provide practical and insightful 
comments in a discussion mode as a Peer the review process and should provide value addition to P. U. 
and not merely adopt a tick box approach. 
 
 
 
 

Expected Qualities of Reviewer 
The nature and complexities of peer review requires the exercise of professional judgment. The 
reviewer should: 
─ Be well acquainted with the technical aspects of the attestation services. 
─ Know the provisions of Code of Conduct of ICSI. 
─ Have studied various cases decided on Code of Conduct of ICSI. 
─ Get himself/herself acquainted with decisions of various courts on ‘cases relating to deficiency in 
service’. 
─ Be aware of relevant provisions of CS Act 1980, Consumer Protection Act, Evidence Act, IPC, etc. 
─ Have studied the technical standards like Secretarial Standards, Guidance Notes, Notifications and 
   Guidelines issued by Council of ICSI. 
─ Be aware of evolving standards and best practices in the field. 
─ Be good at drafting, written and spoken English.  
─ Display professional and courteous behavior while on peer review visit. 
─ Understand his limitations. 
─ Be clear about what is outside the scope of Peer Review. 

 
PEER REVIEW PROCESS 
Once a practice unit is selected for review, its attestation engagement records pertaining to the 
immediately preceding financial year shall be subjected to review. 
The Review shall focus on: 
I. Compliance with Technical Standards. 
II. Quality of Reporting or Attestation services. 
III. Office systems and procedures with regard to compliance of services including appropriate 
infrastructure. 
IV. Training and capacity building Programs for staff (particularly, the Apprentice Trainees) 
 
Applicability of the Guidelines on Peer Review 
The guidelines on Peer Review shall apply to all or any of the following cases: 
(a) Whenever a peer review is mandated 
(b) Whenever a peer review is requested 
(c) Whenever a peer review is conducted. 
A Peer Review is said to be mandated when the Council of the Institute or any legislative amendment to 
law requires a Peer Review to be conducted.  



 
 
 
 
 
 



 

 
 
 
 



 

 
 

Empanelment of Peer Reviewers 
1. The Peer Review Board has been empowered to maintain a panel of Reviewers. It states, “The 

nature and complexity of peer review require the exercise of professional judgement. 
Accordingly, an individual serving as a reviewer shall:- (a) Be a member; (b) Possess at least ten 
years experience; and (c) Be currently a Company Secretary in Practice. 

2. The requirement of at least ten years experience as a member does not necessarily entail 
his/her experience as a Practicing Company Secretary.  

3. The Board has prescribed a format for inviting applications from members fulfilling the above 
criteria who are willing to be empanelled as Reviewers. The application form seeks to collate 
information on the experience of the member, infrastructure available, professional experience, 
educational qualifications, practice areas, etc. which would enable the Board to assess the core 
competence of the applicant for empanelment as reviewer.  

4. A copy of the application format for empanelment of Reviewer is may be downloaded from the 
webpage of the Peer Review Board at the ICSI portal www.icsi.edu. 

 

Statement of Confidentiality 
Before accepting to undertake a Peer Review, the Reviewer and any other Authorised Assistant who 
may assist him in the Peer Review, are required to sign this Statement of Confidentiality and shall send 
the same to the Peer Review Board. This statement of Confidentiality should be renewed every year. 

 
METHODOLOGY TO BE FOLLOWED BY REVIEWER 
(a) Offsite review 
─ This contemplates studying the information given by the PU in the Questionnaire and based on the 
same makes his own observations about possible areas where improvement is possible and to note 
other aspects to be discussed in personal meeting with PU. 
(b) Onsite review 
─ Verification of information given by the PU. 
─ Test checks in respect of attestation assignments handled by the PU. 
─ Interaction with the staff & trainees of PU should be a part of the peer review. 
─ Calling for the records in respect of the client maintained by the PU to verify whether proper systems 
and procedures have been followed. 
 
 
 



Compliance with Peer Review Guidelines 
Practice units are required to comply with the provisions of the Peer Review guidelines. Practice units 
failing in this regard will be required to undergo appropriate review of their quality controls by the 
Board in terms of such specific directions as may be given to it by the Council in this regard from time to 
time and as intimated to the members. 
 

Cost of Peer Review 
The cost of Peer Review for the reviewer and his qualified assistant(s) is decided by the Board from time 
to time, shall be borne by the Practice unit. In case reviewer has to conduct a second review, the same 
rate would apply to the second review also. Each of the branch/ office under review would be 
considered as a separate unit for the purpose of payment of cost of Peer Review. 
If a company/concern requests the Board for the conduct of peer review of its secretarial auditor 
(practice unit), the Board shall take due cognizance of such request and in that case the cost of the peer 
review shall be borne by such company/ concern. 
 

Obligations of the Practice Unit 
The Practice Unit under review shall provide access to any record or document as may be asked for by 
the reviewer. For these purposes: 
1. Any person who is reasonably believed by a reviewer to have in his possession or under his control 
any record or other document, which contains or is likely to contain information relevant to the peer 
review shall: 
(a) Produce to the reviewer or afford him access to, any record or document specified by the reviewer or 
any other record or document which is of a class or description so specified, and which is in his 
possession or under his control/ being in either case a record or other document which the reviewer 
reasonably believes is or may be relevant to the peer review, within such time as the reviewer may 
reasonably require; 
(b) If so required by the reviewer, afford and provide to him such explanation or further particulars in 
respect of anything produced in compliance with a requirement under (1) above, as the reviewer shall 
specify; and 
(c)Provide to the reviewer all assistance in connection with peer review which he is expected to provide. 
 
2. Where any information or matter relevant to a practice unit is recorded otherwise than in a legible 
form, the practice unit shall provide and present to the reviewer a reproduction of any such information 
or matter, or of the relevant part in a legible form, with a suitable translation in English if the matter is in 
any other language, and such translation is requested for by the reviewer. 
 
3. The practice unit shall ensure that the reviewer is given access to all documents relevant to his review 
no matter which office of the practice unit these documents may be available in, in case the practice 
unit has more than one office. 
 
4.  A practice unit shall allow the reviewer to inspect, examine or take any abstract of or extract from a 
record or document or copy there from which may be required by the reviewer. 
 
 
 
 
 



 
 
Periodicity of Peer Review 
The peer review of every practice unit should be mandatorily carried out at least once in a block of five 
years. However, if the Board so decides or otherwise at the request of the practice unit, the peer review 
for such a practice unit can be conducted at shorter intervals. 
 
Review Framework 
Essentially, a peer review entails a review of attestation engagement records and related financial/other 
statements to ascertain whether the practice unit is adhering to Technical Standards. Where a practice 
unit is not following Technical Standards in certain situations, suggestions and recommendations for 
improvement may be made, and possibly followed by a further review, in keeping with the primary 
thrust of peer review. 
 
Reporting 
The central element of a peer review is the assessment i.e. the professional judgement by the peers. 
Para 16.3 of the Guidelines for Peer Review contains provisions for the report of Peer Reviewer. It has 
been provided that at the end of an on-site review, the reviewer shall, before making his report to the 
Board, communicate a preliminary report to the practice unit. The reviewer shall report on the areas 
where systems and procedures had been found to be deficient or where he has noticed non-compliance 
with reference to any other matter. In arriving at this conclusion, the Reviewer shall be expected to 
examine the materiality of the non-compliance or deficiency, the number of occasions when such non-
compliance was noticed and its overall impact on the quality of attestation service rendered by the P.U. 

 
QUESTIONNAIRE FOR PRACTICE UNITS 
The Peer Review process requires each Practice Unit (PU) to provide some basic information about the 
PU to the Reviewer [as contemplated in clause 8.2(1) of the Guidelines] in the questionnaire specifically 
designed by the Board for the purpose. 
The questionnaire with the answers provided, would enable the reviewer to make a fair assessment as 
to the Key Control Areas prevalent in the PU and the degree of reliance that can be placed on the 
internal control mechanism and records maintained by the PU. 
The questionnaire is expected to act as guidance to the PUs as to the basic internal control measures 
that each Practice Unit should normally undertake. Non-existence of any of the internal control 
measures as elucidated in the questionnaire does not necessarily mean that the PU has failed in any 
aspect related to quality of service. 

 
 
 
 
 
 
 
 
 
 
 



REVIEW PROCESS 
The methodological approach involved in peer review can be described in terms of four stages viz., 
preparation, planning, execution and reporting, which are summarized below: 
 

(i) Preparation 
 

A practice unit will be notified in writing about an impending peer review and will 
be sent a Questionnaire for completion; the PU is required to send the duly filled in 
Questionnaire to the Board. Return of completed Questionnaire - The practice unit 
shall have to complete and return the Questionnaire within 15 days of the 
notification. The information will be used for the planning of the review. In 
addition, practice units will be required to enclose a complete list of their 
attestation services clients for the year in respect of which the review is being 
done. 

(ii) Planning 
 

On acceptance of the peer review by the selected reviewer, the PU will be notified. 
The reviewer may also require the PU to provide any other information the 
reviewer considers necessary to facilitate the selection of a sample of attestation 
services engagements, representative of the practice unit’s client portfolio, for 
review. 
• Sample of Attestation services Engagements 
(a) From the complete attestation services client list, an initial sample will be 
selected by the reviewer. Practice units will be notified of the selection in writing 
about two weeks in advance, requesting the relevant records of the selected 
attestation services clients to be made available for review. 
(b) At the execution stage, the initial sample may be reduced to a smaller actual 
sample for review. 
• Confirmation of visit 
In consultation with the practice unit, date(s) will be set for the on-site review to 
be carried out. The on-site review date(s) will be arranged by mutual consent such 
that the review is concluded within sixty days of notification. 

(iii) Execution 
 

(i) On site review 
Peer review visits will be conducted at the practice unit’s head office or other 
officially noted/ recorded place of office. The complete on-site review of a practice 
unit may take one or two full days depending upon the size of the practice unit and 
scope of the peer review. However, in any case this on-site review should not 
extend beyond three working days. 
(ii) Initial meeting 
The primary purpose of this meeting is to discuss the agenda of the peer visit and 
confirm the accuracy of the responses given in the Questionnaire. The description 
of the system in the Questionnaire may not fully explain all the relevant 
procedures and policies adopted by the practice unit and this initial meeting can 
provide additional information.  
(iii) Compliance Review-General Controls  
(a) The reviewer may carry out a compliance review of the General Controls and 
evaluate the degree of reliance to be placed upon them.  
(b) In each key control area there shall be supplementary questions and matters to 
consider. These are intended to ensure that the controls that are expected to be 
maintained are installed and operated within practice units. 
(c) All questions in the questionnaire may not necessarily be relevant to particular 
types of practice units because of its size, nature and type of its practice.  



(d) The Reviewer should evaluate these general controls to understand the 
functioning of the office of the Practice Unit. 

(iv) Selection of 
attestation 
services 
engagements to 
be reviewed 
 

(a) The number of attestation services engagements to be reviewed depends upon: 
─ The number of practicing members involved in attestation services engagements 
in the practice unit; 
─ The degree of reliance placed, if any, on general quality controls; and 
─ The total number of attestation services engagements undertaken by the 
practice units for the period under review. 
(b) The engagements reviewed should be a balanced sample from a variety of 
different types of companies. 
(c) The Reviewer should not undertake Peer Review of attestation engagements 
which have been the subject matter of disciplinary proceedings nor should the 
Practice Unit influence the Reviewer to select such engagements for Peer Review. 

(v) Review of 
records 

The reviewer may adopt a compliance approach or substantive approach or a 
combination of both in the review of attestation services engagement records. 
(a) Compliance approach  
─ The compliance approach is to assess whether proper control procedures have 
been established by the practice unit to ensure that attestation services are being 
performed in accordance with Technical Standards. 
─ Practice units should have procedures and documentation sufficient to cover 
each of the key areas. 
If Members in smaller practices find some of the documentation too elaborate for 
their clients and they tailor their attestation services documentation to suit their 
particular circumstances with justification for doing should be provided to the 
reviewer. 
─ If the size of the Practice Unit is small or medium (a matter left to the judgement 
of the Reviewer), the Compliance Approach may not be appropriate. 
(b) Substantive approach 
A substantive approach will be employed if the reviewer chooses not to place 
reliance on the practice unit’s general controls on attestation engagements or is of 
the opinion that the standard of compliance is not satisfactory or not appropriate 
in the case of a specific Practice Unit selected for Peer Review.  

 

 
REPORTING 
The Peer review Guidelines contains following provisions for reports of Peer Reviewer. 
(i) Preliminary Report of Reviewer 
It has been provided that at the end of an on-site review, the Reviewer shall, before making his report to 
the Board, communicate a Preliminary Report to the practice unit. The reviewer shall report on the 
areas where systems and procedures had been found to be insufficient or deficient or where any non-
compliance has come to his notice with reference to any matter. The reviewer shall not name any 
individual in his reports. 
The Reviewer need not communicate any Preliminary Report if he has not noticed any instance of 
noncompliance or deficiency during the Peer Review. In such a case, the Reviewer shall submit a Final 
Report to the Board. All Reports shall be prepared on the letterhead of the Reviewer, signed by him and 
should contain his Membership Number/C.P. No. and the Reviewer’s Code Number allotted by the 
Board. 



Response to the Preliminary Report 
─ The practice unit shall, within 21 days beginning the day after the day the Preliminary Report is 
received by the practice unit from the Reviewer, make any submissions or representations, in writing 
concerning the Preliminary Report to the Reviewer, 
(ii) Interim Report of Reviewer 
(a) In case the reviewer is not satisfied with the reply of the practice unit, the reviewer shall submit his 
Interim Report to the Board. 
(b) On receiving such a report from a reviewer in terms of these Guidelines, the Board, having regard to 
the Report and any submissions or representations attached to it may: 
─ make recommendations to the practice unit concerned regarding the application by it of Technical 
Standards; 
─ If it is of the opinion that 
─ In case the review is related to a firm, any one or more or all of the partners in the firm may have 
failed to observe, maintain or apply, as the case may be, the Technical Standards; 
─ In case the review is related to a member practicing on his own account, the member may have failed 
to observe, maintain or apply, as the case may be, the Technical Standards; 
─ Issue instructions to the reviewer to carry out, within such period as may be specified in the 
instructions (which period shall not commence earlier than six months after the date on which the 
instruction is issued), a further peer review as regards the practice unit to which the report relates; and 
─ Specify in the instruction, the matters in respect of which the review is to be carried out; 
(c) The Board will make recommendations to the practice unit where: 

 Based on the report of the reviewer, it appears that the practice unit has satisfied all key control 
objectives, which the Board has determined and/or prescribed in respect of maintenance of/ 
adherence to Technical Standards but where further improvements could be made to internal 
quality control systems; and 

 Based on the report of the reviewer, it appears that the practice unit has satisfied the major key 
control objectives but some weaknesses exist in others.  

(d) A follow up review will be required where the practice unit has not satisfied the Board that all the 
key control objectives have been maintained and where, in the view of the Board the deficiencies are 
likely to materially affect the overall quality of an attestation services engagement of the practice unit. 
(e) In case the reviewer is not satisfied even at the subsequent review, he shall submit his Final Report 
to the Board incorporating his reasons for dissatisfaction. 
 
(iii) Final Report of Reviewer 
(a) The reviewer will prepare the Final Report to the Board (the Reviewer’s Report), incorporating the  
findings as discussed with the practice unit. The final report will be examined/inspected by the Board in 
terms of the degree of compliance with the Technical Standards by the reviewed practice unit.  
(b) The Board shall consider the reviewer’s final report and the practice unit’s submissions. Thereafter, 
the Board may issue recommendations, if considered appropriate, to the practice unit and/or instruct 
the Reviewer to perform any follow-up action.  
 
(iv) The reviewer shall not communicate any Report(s) unless the examination of such Report(s) and 
related records has been made by him or by a Qualified Assistant of his firm? 

 
 
 
 



OFFICE SYSTEMS AND PROCEDURES 
Under the Guidelines for Peer Review of Attestation Services by Practising Company Secretaries, the 
Peer Review is expected to examine the Office systems and procedures with regard to compliance of 
attestation services. The Reviewer shall verify whether the Practice Unit has adequate office systems 
and procedures in place. 
The Reviewer shall particularly examine the following aspects, besides forming his own judgment during 
the Review: 

1. Whether the Practice Unit has a document management system which should ideally include 
the filing system, record storage and retrieval system (whether in hard copy or soft copy), 

2. Whether allocation of attestation assignments among the Trainees are commensurate with the 
capability of the staff, whether the assignments are properly carried out and the attestation 
services are verified by the Proprietor or Partner of the Practice Unit or a Qualified Assistant in 
the office of the Practice Unit before authentication. 

Training Programs for staff (including apprentices) concerned with attestation functions, including 
appropriate infrastructure. 
In this context, the Peer Reviewer may examine whether: 
1. The Apprentice Trainees are maintaining a Training Diary to record the work done every day and 
whether the Dairy is being examined by the Proprietor/Partner/Qualified Assistant of the Practice Unit 
periodically. 
2. Whether any Staff Induction Process is in place. 
3. Whether the Staff are periodically encouraged to attend any Training Program or any other Capacity 
Building Programme, including any in-house mechanism for their professional development. 
4. Whether the office of the Practice Unit is equipped with a library or reference material relating to 
professional services. 
5. Whether the overall décor/appearance of the office of the Practice Unit is satisfactory. 

 
QUALITY REVIEW BOARD 
The Board aims to standardize the practices followed by the Company Secretaries and enhance the 
quality of the services rendered by the members of ICSI on continuous basis. 
The Company Secretaries Act, 1980 provides for the regulation of the profession of Company Secretaries 
in India. The Act was amended in the year 2006 and sections 29A to 29D were inserted making provision 
for the establishment of Quality Review Board (QRB).  
Governments of India, Ministry of Corporate Affairs, vide their notification no. G.S.R. 736(E) dated 27th 
November, 2006 also notified the Company Secretaries Procedures of Meeting of Quality Review Board, 
and Terms and Conditions of Service and Allowance of Chairpersons and Members of the Board, Rules, 
2006. The relevant legislations are given below: 

 
The Company Secretaries (Amendment) Act, 2006 
Section 29A. Establishment of Quality Review Board 
1. The Central Government shall, by notification, constitute a Quality Review Board consisting of a 
Chairperson and four other members. 
2. The Chairperson and members of the Board shall be appointed from amongst the persons of 
eminence having experience in the field of law, economics, business, finance or accountancy. 
3. Two members of the Board shall be nominated by the Council and other two members shall be 
nominated by the Central Government. 
 
 



Section 29B. Functions of Board 
The Board shall perform the following functions, namely:— 

1. To make recommendations to the Council with regard to the quality of services provided by the 
members of the Institute; 

2. To review the quality of services provided by the members of the Institute including secretarial 
Audit services; and 

3. To guide the members of the Institute to improve the quality of services and adherence to the 
various statutory and other regulatory requirements. 

 
Section 29C. Procedure of Board 
The Board shall meet at such time and place and follow in its meetings such procedure as may be 
specified. 
 
Section 29D. Terms and conditions of service of Chairperson and members of Board and its 
expenditure 
1. The terms and conditions of service of the Chairperson and the members of the Board, and their 
allowances shall be such as may be specified. 
2. The expenditure of the Board shall be borne by the Council. 
GUIDANCE MANUAL ON QUALITY OF AUDIT AND ATTESTATION SERVICE 
Objective of Guidance Manual: 
The objective of the Manual is 
1. To guide the Company Secretaries to establish policies, procedures & systems to maintain the highest 
standards of quality in the assignments undertaken by them 
2. To establish and maintain a system of quality control to provide it with reasonable assurance that 
(a) The firm and its personnel comply with the technical/professional standards and applicable legal and 
regulatory requirements; and 
(b) The reports or certificates issued by the firm or engagement partners are appropriate in the 
circumstances. 
 
Quality Management System 
It is important to understand the meanings of Quality Assurance (QA) and Quality Control (QC) as both 
terms are the integral part of the quality management systems. For an effective operation, it is 
important to relies the differences between these terms. 
An Effective Quality Management Systems (QMS) contribute enormously to the success of a Practicing 
Unit, whereas when it is poorly understood, the QMS are likely to be weak and ineffective in ensuring 
the timely delivery and in competent in satisfies the customer’s requirements. 
 
Quality Assurance includes Guideline for Practice and Prevention 
Quality Assurance is focused on planning, documenting and agreeing on a set of guidelines that are 
necessary to assure quality which are issued by the various regulators on time to time. One of the 
examples for quality assurance is instruction kit of various e-forms, whereas the purpose of the 
Instruction kit is to provide guidance on the requirement of the form and to have correct record in 
place. 
Normally the QA guideline provides DO’s and Don’ts, Instructions, verification methodology, possible 
errors and defect along with the remedial action required for the same. 
 
 
 



Quality Control includes Strategy of Detection and Improvement 
Quality Control can be referred as the examination of Output, Review of the work and assignment 
already taken place, on the various parameter like time involved, number of resubmission, deficiency, 
cost, manpower, expertise engaged etc. QC involves verification of output conformance to desired 
quality levels. 

 
ICSI Guidance manual on Quality management Systems 
Quality Control Elements within the Firm 
Leadership Responsibilities 
1. The firm should assign responsibility for each assignment to one of its partners or the team leader 
who shall be responsible for overall quality of such assignment. 
2. The proprietor of the entity/partners of the firm shall be responsible for quality maintenance and 
quality improvement of which recommended features are: 
a) Communication of the quality control policies and procedures to all team members / relevant 
personnel. The methods for communication, scope and frequency thereof should be established. 
b) Establishing a process that encourages personnel to communicate their views or concerns on quality 
control matters. 
c) Clearly establishing responsibilities of the proprietor of the entity / partners of the firm and other 
senior personnel for quality control. 
d) Promotion of an internal culture of quality and provision of related practical guidance including 
coverage in professional development programs. 
e) Demonstration of firm’s overriding commitment to quality, above commercial considerations through 
the firm’s policies and procedures. 
f) Addressing performance evaluation, compensation and promotion; and devotion of sufficient 
resources for the development, documentation and support of quality control policies and procedures. 
g) Ensuring possession of appropriate qualifications, experience, ability and authority of those to whom 
responsibilities for quality control and performance are assigned. 
3. In order to ensure and achieve above quality parameters, it is necessary to set a procedure for 
documentation, which will cover the following areas– 
(a) Documenting quality control policies and procedures of the firm and its circulation to all relevant 
personnel. 
(b) Documenting & circulating policies & procedures whereby individual employees/personnel can 
communicate their views or concerns on quality control matters. 
(c) Documenting responsibilities of the Partner and other senior personnel for quality control and 
circulation among concerned personnel and Governing Board of the firm. 
(d) Documenting and circulating relevant practical guidance (including coverage in professional 
development programs) for quality control. 
(e) Documenting the firm’s requirement of appropriate qualifications, experience, ability and authority 
of those to whom responsibilities for quality controls and performance are assigned. 
4 The firm shall keep and preserve the above documents for prescribed period (unless prescribed by any 
statute, rules or authority, the firm shall decide and document the period of preservation which should 
not be less than three years). However, putting those policy documents in public domain is optional. 
 
Ethical Requirements 
5. The firm, its partner or the team leader responsible for the assignment should ensure whether 
members of the audit team have complied with relevant ethical requirements. 
6. It is recommended that ethical requirements may be fulfilled by the following: 



(a) Methods and processes for establishing, promoting, and monitoring ethical conduct among all 
personnel. 
(b) Policies and procedures to identify non-compliance with ethical requirements and to document 
Both the issues identified and how they were resolved. 
7. Ethical requirements include: 
(a) Independence; 
(b) Integrity; 
(c) Objectivity; 
(d) Professional competence and due care; 
(e) Confidentiality; 
(f) Professional conduct; and 
(g) Technical standards 
8. The firm, its partner or the team leader responsible for the assignment should assess the 
independence requirements which apply an assignment. In this regard, the independence policy issues 
are: 
(a) Policies and procedures should be in place to provide reasonable assurance that the firm, its 
personnel and, where applicable, others subject to independence requirements, maintain independence 
where required to do so. 
(b) Communication to, and education of, partners and professional staff, including non-audit personnel, 
to ensure that they understand the independence policies that relate to their activities. 
(c) Policies and procedures to identify and evaluate circumstances and relationships that create threats 
to independence so that appropriate action may be taken to eliminate or reduce the threat to an 
acceptable level by applying safeguards or, if considered appropriate, by withdrawing from the 
engagement. 
(d) Policies and procedures required to ensure compliance with the auditor’s independence 
requirements of the relevant laws &rules. 
(e) Requirements for engagement partners to provide the firm with relevant information about client 
engagements, including the scope of services, to enable it to evaluate the overall impact, if any, on 
independence requirements of accepting or continuing with an engagement. 
(f) Requirements for the engagement partner to obtain information, consider breaches if any of the 
firm’s independence policies, take appropriate action and document conclusions on compliance with 
independence requirements that apply to the audit engagement. 
(g) Requirements for personnel to promptly notify the firm of circumstances and relationships that 
creates a threat to independence so that appropriate action may be taken. 
(h) Maintenance of adequate records to identify, communicate, and monitor compliance with, specific 
independence requirements (e.g., prohibited investment lists) so that appropriate action can be taken 
regarding identified threats to independence. 
(i) Policies and procedures to provide the firm with reasonable assurance that it is notified of breaches 
of independence requirements so that it may take appropriate action to resolve such situations. 
(j) Periodic written (or electronic) confirmation (at least annually) of compliance with firm policies on 
independence by all personnel required to be independent. 
(k) Processes in place to evaluate the appropriateness of undertaking non- assurance services for audit 
clients. 
(l) Policies and procedures to reduce the familiarity threat including rotation of individuals with a 
significant role in a listed company audit engagement and limitations on employment of former 
partners, directors or lead auditors by audit clients or their related companies. 
(m) Policies concerning fees and pricing (including fees that constitute a significant proportion of the 
firm’s fees, overdue fees and pricing in proposals). 



(n) Disciplinary procedures regarding non-compliance with independence policies and procedures. 
(o) Policies when there is actual or threatened litigation between the firm and an auditee. 
(p) Policies and practices when independence is determined to be impaired including reporting to any 
regulatory authority where required. 
(q) Policies and procedures regarding communication with the audit committee of an auditee including 
provision of information to the client company allowing adequate disclosure of non audit services in the 
director’s report or any other document for disclosure. 
 
Familiarity Threat 
9. A familiarity threat arises when, by virtue of a close or long-term relationship with a client, its 
directors, officers or employees, the firm or person on an engagement team may become too 
sympathetic to the client's interests compromising the independence of the auditor/firm. 
10. Rotation requirement - deploying the same principal auditor on an audit or assignments from the 
firm over a prolonged period of time may create a familiarity threat. This threat is particularly relevant in 
the context of the audit/assignments of listed entities and safeguards should be applied in such 
circumstances to reduce such threat to an acceptable level. 
 
Integrity 
11. While carrying out the assignments, firm should ascertain the integrity aspects of the client. This is 
particularly applicable in case of new clients though such periodical assessment may also be carried in 
case of existing clients. 
12. Integrity is associated with soundness or moral principles and character in dealings with others. For 
assessing and evaluating the integrity the following aspects of the client may be considered: 
(a) The identity, business reputation and attitude of the owners and key management personnel and 
related parties. 
(b) The nature of the client’s operations, including its business practices. 
(c) Attitude of the management towards compliance of various statutory requirements including 
implementation of Secretarial Standards, the internal control systems, internal audit etc. 
(d) Limitations suggested / imposed on the scope of work. 
(e) The reasons for the proposed appointment of the firm and non reappointment of the previous firm. 
 
Objectivity 
13. The test of objectivity shall be whether the audit was carried out in an impartial and fair manner 
without favor or prejudice. The auditor should base his assessment and opinion purely on facts, 
evidences, sound analysis and judgement. 
 
Professional Competence and Due Care 
14, Firm should take due care in reporting and authenticating documents and statements applying his 
professional skills and maintaining objectivity and integrity. While exercising due care and reflecting 
professional competence, firm should possess: 
(a) An understanding of Secretarial Standards applicable to fulfill the responsibilities; 
(b) Special skills (for example, industry specific knowledge) necessary to perform the work on the non- 
financial information of the particular component; and 
(c) An understanding of the applicable cost/financial reporting framework that is sufficient to fulfill the 
responsibilities. 
 
 
 



Confidentiality 
15. Confidentiality is the spirit of company secretarial profession and as a professional, complete 
confidentiality of information obtained during assignment is the basic requirement. 
16. Relevant ethical requirements establish an obligation for the firm’s personnel to observe at all times 
the confidentiality of information contained in engagement documentation, unless specific client 
authority has been given to disclose information, or there is a legal or professional duty to do so. 
 
Professional Conduct 
17. Company Secretaries are looked upon as trustworthy guardians caring for consumer protection, 
investor protection, guides to corporate world in secretarial leadership. As corollary their professional 
conduct must also be illustrative and aboveboard. 
18. The members of the Institute of Company Secretaries of India are bound by a code of conduct. This 
code stipulates and binds Company Secretaries to the highest level of care, duty and responsibility to 
their employers and clients, the public and their fellow professionals. 
 
Technical Standards 
19. The firm should be fully conversant with various pronouncements by the regulatory bodies and 
should keep updated with the technical standards which may be prescribed from time to time. 
 
Human Resources: Requirements, Training & Development 
20. In case of a professional firm, human resources are the prime assets responsible for success or 
failure of the firm. The constitution of the team and members which make the team is the major 
determinant in rendering the quality of professional services and hence, this element is dealt with in a 
separate chapter. 
 
 
Performance Evaluation 
21. Performance Evaluation is necessary for developing and maintaining competence and commitment 
to ethical principles which include; 
(a) Making personnel aware of the Firm’s expectations regarding performance; 
(b) Providing personnel with evaluation of performance; 
(c) Helping personnel understand that advancement to provisions of greater responsibility depends, 
among other things, upon performance quality; and 
(d) Explaining personnel in clear terms that the failure to comply with the firm’s policies and procedures 
may result in disciplinary action. 
22. In order to evaluate the performance, maintenance of the documents, containing following aspects 
is recommended: 
(a) Overall quality on each assignment and the responsibility of the engagement partner. 
(b) Engagement quality and consistency through use of Manuals and/or software tools or other forms of 
standardized documentation and industry or subject matter-specific guidance. 
(c) Supervision, quality control and documentation of work during the engagement. 
(d) Review by more experienced personnel, including the engagement partner, of work performed by 
less experienced team members prior to issuing the report. 
(e) Policies and procedures for the assembly of final engagement files on a timely basis after the 
engagement reports have been finalised. 
 
 
 



Monitoring 
23. Monitoring refers to a process which is an ongoing exercise for evaluation of firm’s quality control 
systems which also includes periodic inspection of completed assignments on sample basis to provide 
the firm with reasonable assurance that its quality control systems are operating effectively. 
24. A firm has to monitor its personnel, performance procedures, system for reporting and so on as an 
ongoing exercise. Certain areas for monitoring operations are identified as under– 
 
Monitoring issues for Professional Development 
(a) Monitor continuing professional education programs and maintain appropriate records, both on a 
firm and on an individual basis. 
(b) Review periodically the records of participation by personnel to determine compliance with firm's 
requirements. 
(c) Review periodically evaluation reports and other records prepared for continuing education 
programs to evaluate whether the programs are being presented effectively and are accomplishing 
firm's objectives. 
(d) Consider the need for new programs and for revision or elimination of ineffective programs. 
 
Monitoring of Employees and Performance Procedures 
(a) Define the scope and content of the firm's monitoring program. 
(b) Determine the monitoring procedures necessary to provide reasonable assurance that the firm's 
other quality control policies and procedures are operating effectively. 
(c) Determine objectives and prepare instructions and review programs for use in conducting monitoring 
activities. 
(d) Provide guidelines for the extent of work and criteria for selection of engagements for review. 
(e) Establish the frequency and timing of monitoring activities. 
(f) Establish procedures to resolve disagreements which may arise between reviewers and engagement 
or management personnel. 
25. Establish levels of competence etc. for personnel to participate in monitoring activities and the 
method of their selection. The relevant issues: 
(a) Determine criteria for selecting monitoring personnel, including levels of responsibility in the firm 
and requirements for specialised knowledge. 
(b) Assign responsibility for selecting monitoring personnel. 
(c) Conduct monitoring activities. 
(d) Review and test compliance with the firm's general quality control policies and procedures. 
(e) Review selected engagements for compliance with professional standards and with the firm's quality 
control policies and procedures. 
 
Reporting & Corrective Measures 
26. Provide for reporting the firm’s findings to the appropriate management levels, for monitoring 
actions taken or planned, and for overall review of the firm's quality control system. The steps are: 
(a) Discuss general findings with appropriate management personnel. 
(b) Discuss findings on selected engagements with engagement management personnel. 
(c) Report both, general and selected engagement findings and recommendations to firm's Management 
together with corrective actions taken or planned. 
(d) Determine that planned corrective actions were taken. 
(e) Determine need for modification of quality control policies and procedures in view of results of 
monitoring activities and other relevant matters. 
 



Quality with respect to Customer & Customer Relationship Acceptance & continuation of client 
relationship and specific assignments 
27. A firm shall establish policies and procedures for the acceptance and continuance of client 
relationships and specific engagements which will provide reasonable assurance to the firm that it will 
undertake or continue relationship with client only when it satisfies the following tests 
(a) The firm has competence, capability, time & resources to carry out the assignment. 
(b) The firm complies with the relevant ethical requirements. 
(c) The firm has considered the integrity of the client and ensured the same at an acceptable level. 
28. The firm should establish procedures for evaluation of prospective clients and for their approval as 
clients. Evaluation procedures could include the following: 
(a) Obtain and review available secretarial records annual reports, annual return, minutes book and 
ROC returns, regarding prospective client. 
(b) Enquire from third parties as to any information regarding the prospective client and its 
management and principals which may have a bearing on evaluating the prospective client. 
Enquiries may be directed to the prospective client's bankers, legal advisers, investment bankers, and 
the financial or business community who may have such knowledge. 
(c) Communicate with the outgoing Company Secretary. Request in writing if there are any unusual 
circumstances surrounding the proposed change which the firm should be aware of, so that it may 
determine whether it should accept nomination. 
(d) Consider circumstances which would cause the firm to regard the engagement as one requiring 
special attention or presenting unusual risks. 
(e) Evaluate the firm's independence and ability to serve the prospective client. In evaluating the firm's 
ability, consider needs for technical skills, knowledge of the industry and personnel. 
(f) Determine that acceptance of the client would not violate the Code of Professional Ethics applicable 
to the firm, its partners and staff. 
 
 
Evaluating Client Information 
29. Designate an individual or group, at appropriate management levels, to evaluate the information 
obtained regarding the prospective client and to make the acceptance decision. 
30. Evaluate clients upon the occurrence of specified events to determine whether the relationships 
ought to be continued. Events specified for this purpose could include: 
(a) The expiration of a time period; 
(b) A major change in one or more of the following 
(i) Management 
(ii) Directors 
(iii) Ownership 
(iv) Legal Advisers 
(v) Financial condition 
(vi) Litigation status 
(vii) Scope of the engagement 
(viii) Nature of the client's business; and 
(c) The existence of conditions which would have caused the firm to reject a client had such conditions 
existed at the time of the initial acceptance. 
 
Preconditions of accepting/continuing any professional engagement 
31. Prior to acceptance of any engagement, the firm, in order to establish whether the preconditions for 
a professional assignment are present, shall: 



(a) Determine whether the reporting framework to be applied in the preparation, audit, review of the 
secretarial/ non-financial statements is acceptable; and 
(b) Obtain the agreement of management that it acknowledges and understands its responsibility: 
(i) For the preparation of the secretarial/ non-financial statements in accordance with the applicable 
reporting framework, including where relevant their fair presentation; 
(ii) For such internal control/systems/procedure as management determines is necessary to enable the 
preparation of secretarial/ non- financial statements that are free from material misstatement, whether 
due to fraud or error; and 
(iii) To provide the firm with: 
a. Access to all information of which management is aware that is relevant to the 
preparation/audit/review etc. of the secretarial/ non- financial statements such as records, 
documentation and other matters; 
b. Additional information that the firm may request from management for the relevant purpose;and 
c. Unrestricted access to persons within the entity from whom the auditor determines it necessary to 
obtain audit evidence. 
 
Limitation on Scope Prior to Engagement Acceptance 
32. If management or those charged with governance impose a limitation on the scope of the auditor’s  
work in the terms of a proposed audit engagement such that the auditor believes the limitation will 
result in the auditor disclaiming an opinion on the Secretarial/non-financial statements, the auditor shall 
not accept such a limited engagement as an audit engagement, unless required by law or regulation to 
do so. 
  
Other factors affecting Engagement Acceptance 
33. If the preconditions for an audit/professional assignment are not present, the auditor shall discuss 
the matter with management. Unless required by law or regulation to do so, the auditor shall not accept 
the proposed audit engagement: 
(a) If the auditor assesses that the reporting framework to be applied in the preparation of the 
secretarial/non-financial statements is unacceptable, or 
(b) If the agreement has not been concluded. 
 
Agreement on Engagement Terms 
34. The Firm shall agree upon the terms of engagement with the management or those charged with 
governance, as appropriate. The agreed terms of the engagement shall be recorded in an engagement 
letter or other suitable form of written agreement and shall include: 
(a) The objective and scope of engagement; 
(b) The responsibilities of the firm; 
(c) The responsibilities of management; 
(d) Identification of the applicable financial reporting framework; and 
(e) Reference to the expected form and content of any reports and a statement that there may be 
circumstances in which a report may differ from its expected form and content. 
35. If law or regulation prescribes in sufficient detail the terms of the engagement referred to above, the 
firm need not record them in a written agreement, except for the fact that such law or regulation 
applies and that management acknowledges and understands its responsibilities. 
36. Decision to accept or continue any professional engagement and the need for disclosure of any 
content of the report or view of the individual firm, to appropriate authorities other than the clients 
(Regulator, Government or other authorities), if any, shall be based on above considerations subject to 
paragraphs 41 & 42 above. 



 
Criteria for declining, and withdrawing from an Engagement 
37. Based on the evaluation of client information and the following factors, the firm will determine and 
document the boundary conditions beyond which it would be prudent to decline, or withdraw from an 
engagement: 
(a) Client’s status/information that is likely to impact adversely on the independence of the firm. 
(b) Ability of the firm to provide appropriate service to the client, considering needs for technical skills, 
knowledge of the industry and personnel. 
(c) Consider circumstances which would cause the firm to regard the engagement as one requiring 
special attention or presenting unusual risks. 
 
Integrity of client and ethical requirements on the part of the firm 
38. In this context, the following policies and procedures are needed: 
(a) Procedures for the validation of the integrity and reputation of the client or potential client, including 
key members of management and those charged with governance. 
(b) Procedures to determine the competence of the firm or practitioner to perform the engagement and 
availability of resources and adequate time to do so. 
(c) Ability to meet the ethical and independence requirements. 
(d) Policies and procedures where information is obtained subsequent to an engagement acceptance or 
continuation which, if the information had been obtained earlier, would have caused the engagement to 
be declined. 
 
Assignment of human resources for engagement performance 
39. The following policies and procedures need to be established in this context: 
(a) Policies and procedures for assigning the responsibility for each engagement to an engagement 
partner and communicating this information to client management and those charged with governance. 
(b) Policies and procedures regarding engagement partner capability, competence and authority. 
(c) Policies and procedures regarding assigning appropriate staff with the necessary capabilities, 
competence and time to perform engagements. 
 
Assignment of Engagement Partners -Policies & Procedures 
(a) Establish policies and procedures for assigning the responsibility for each engagement to an 
engagement partner and communicating this information to client management and those charged with 
governance. 
(b) Policies and procedures regarding engagement partner capability, competence and authority. 
 
 
 



 Lesson 18 - Values Ethics and Professional        
Conduct 
 
INTRODUCTION 
Today’s doing business is full of temptations and distractions driven by greed to earn unlimited profits, 
market share, market-standing (in terms of numbers), performance, etc., coupled with tremendous 
pressure and compulsion to remain ahead; wherein organizations alluring individuals working therein to 
ignore or lose hold on ethical aspects of a business. Social life is dominated by numerical success where 
“the ends justify the means”. This has led to loss of humanity, and ultimately, happiness of self and 
society. 
The term “ethics” is derived from the Greek word “ethos” which refers to character or customs or 
accepted behaviours. The synonyms of ethics as per Collins Thesaurus are – conscience, moral code, 
morality, moral philosophy, moral values, principles, rules of conduct, standards.In the world of intense 
competition, every professional work on certain principles and beliefs which are nothing but the values.  
 
TYPES/BRANCHES OF ETHICS 
The four main branches of ethics include descriptive ethics, normative ethics, meta-ethics and applied 
ethics which can be defined as under: 
 
Descriptive Ethics  
Descriptive Ethics is also called comparative ethics because it compares the ethics or past and present; 
ethics of one society and other. 
 
Normative Ethics 
It’s a study of “ethical action” and sets out the rightness or wrongness of the actions. It is also called 
prescriptive ethics because it rests on the principles which determine whether an action is right or 
wrong. 
 
Meta-Ethics or “analytical ethics”  
It deals with the origin of the ethical concepts themselves. It does not consider whether an action is 
good or bad, right or wrong. Rather, it questions – what goodness or rightness or morality itself is. It is 
basically a highly abstract way of thinking about ethics. 
 
Applied Ethics  
It deals with the philosophical examination, from a moral standpoint, of particular issues in private and 
public life which are matters of moral judgment. This branch of ethics is most important for 
professionals in different walks of life including doctors, teachers, administrators, rulers and so on. 
There are six key domains of applied ethics viz. Decision ethics {ethical decision making process}, 
Professional ethics for good professionalism}, Clinical Ethics {good clinical practices}, Business Ethics 
{good business practices}, Organizational ethics {ethics within and among organizations} and social 
ethics. 

 
 
 



 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
ETHICAL PRACTICES 

 Beneficence: The principle of beneficence guides the decision maker to do what is right and 
good. This is also related to the principle of utility, which states that one should attempt to 
generate the largest ratio of good over evil possibility. This principle stipulates that ethical 
theories should strive to achieve greatest amount of good because people benefit from the 
most good. 

 Least Harm: This theory deals with situations in which no choice appears beneficial. In such 
cases, decision makers seek to choose to do the least harm possible and to do harm to the 
fewest people. This principle is mainly associated with the utilitarian ethical theory discussed 
below. 

 Utilitarian: This is a normative ethical theory that places the locus of right and wrong solely on 
the outcome or consequences of choosing one action/policy over other. As such, it moves 
beyond the scope of one’s own interest and takes into account the interest of others 

 Autonomy: This principle states that decision making should focus on allowing people to be 
autonomous; that is, to be able to make decisions that apply to their own workplace or lives. In 
other words, people should have control over their own selves as much as possible because they 
are the only people who completely understand their chosen type of work/life style. Each 
individual deserves respect because only he/she has had those exact life experiences and 
understands own emotions, motivations, and physical capabilities in an intimate manner. In 
essence, this ethical principle is an extension of the ethical principle of beneficence because a 
person who is independent usually prefers to have control over his own experiences in order to 
secure the lifestyle that he/she enjoys 

 Justice: The justice ethical principle states that decision makers should focus on actions that are 
fair to all those involved. This means that ethical decisions should be consistent with the ethical 
theory unless extenuating circumstances that can be justified and exist in the case. This also 

KEY DIFFERENCES BETWEEN ETHICS AND VALUES 
The fundamental differences between ethics and value are described in the given below points: 
─ Ethics refers to the guidelines for conduct, that address question about morality. Value is defined as 
the principles and ideals, which helps them in making the judgement of what is more important. 
─ Ethics is a system of moral principles. In contrast to values, which is the stimuli of our thinking. 
─ Values strongly influence the emotional state of mind. Therefore it acts as a motivator. On the 
other hand, ethics compels to follow a particular course of action. 
─ Ethics are consistent, whereas values are different for different persons, i.e. what is important for 
one person, may not be important for another person. 
─ Values tell us what we want to do or achieve in our life, whereas ethics helps us in deciding what is 
morally correct or incorrect, in the given situation. 
─ Ethics determines to what extent our options are right or wrong. As opposed to values, this defines 
our priorities for life. 
To summaries ethics are consistently applied over the period, and remain same for all the human 
beings. 
Values have an individualistic approach, i.e. it varies from person to person but remains stable, 
relatively unchanging, but they can be changed over time due to a significant emotional event. 
 



means that cases with extenuating circumstances must contain a significant and vital difference 
from other similar cases that justify the inconsistent decision. 

 
PROFESSIONAL ETHICS 
Ethics arises from three main factors, moral attitudes as a result of consciousness or awareness-raising, 
culture as a result of education and the use of know-how and the application of standards as a result of 
learning and training. 
Ethics amount to fundamental moral attitudes, binding values and irrevocable standards. A 
distinguishing characteristic of a profession is the ability to combine ethical standards with the 
performance of technical skills. The professionals being exclusive custodian of expertise need to profess 
high ethical and moral values and to redeem their noble traditions. Every professional should desire for 
introspection and a dynamic movement to promote a value revolution with deeper conviction and 
creative consciousness, leading himself to be good professional. 
Companies in the India have begun to fulfill their corporate social responsibility, either voluntarily or in 
compliance with mandates or statutes, respecting social ethics, thereby, setting up healthy and sensible 
corporate ethics on the following parameters: 

 Complying with the laws of land where business is conducted and engaging in fair practices in 
the light of social ethics. 

 Aiming to become a sensible corporate citizen, and striving for harmony with local society. 
 Disclosing information in a timely manner, and engaging in honest and transparent 

communications mode. 
 Protecting the irreplaceable earth and contributing to the preservation of the environment. 
 Respecting fundamental human rights and individuality, and building up a corporate culture 

with a broad vision which fosters the spirit of corporate ethics. 

 
MODEL ETHICAL PRINCIPLES FOR COMPANY SECRETARIES 
Professionalism is the virtue, conduct, aim, value or quality that characterize or marks a profession or 
professional person; it implies quality of workmanship or service. It is recommended to apply these 
Golden Rules of Professionalism for enjoying a reputable, professional and prosperous career in 
providing service to the client/ organization: 

 Strive for excellence: This is the first step to achieving greatness in whatever endeavor one 
undertakes; it is the quality that marks one’s work to stand-out. Excellence is a quality of service 
which is remarkably good and so it surpasses ordinary standards, it should be made a habit to 
make a good impression on clients and colleagues 

 Be trustworthy: In today’s society trust is an issue and one who exhibits trustworthiness is on a 
fast track to professionalism. It is all about fulfilling an assigned task, not letting down the 
client’s expectations; it is being dependable and reliable when called upon to deliver service. In 
order to earn this trust, worthiness and integrity it must be sustainably proven over a time-span 

 Be accountable: It implies that one should be able to stand tall and be counted upon for all 
actions undertaken; this is also construed as a quality of being credible and responsible for 
actions performed and their consequences - good or bad 

 Be courteous and respectful: Courteousness is more than being friendly, polite and well-
mannered with a gracious consideration towards others. It makes social interactions in the 
workplace run smoothly; avoid conflicts and earn respect. Respect is a positive feeling of esteem 
or deference for a person or organization; it is built over span of time and can be lost with one 
single inconsiderate action; continual courteous interaction is required to be maintained to 
enhance the respect gained 



 Be honest, open and transparent: Honesty is a facet of moral character that connotes positive 
and virtuous attributes such as truthfulness, straightforwardness, good conduct, loyalty, 
fairness, sincerity, openness in communication and generally operating in a manner for others 
to notice the perfection with which actions are performed; a virtue highly appreciated and 
valued by clients, employers and colleagues because it builds trust and personal reputation 

 Be competent and improve continually: Competence is the core ability of a professional to do a 
job properly. It is a combination of quality of knowledge, skill, acumen and behaviour used to 
perform. Competency grows through experience and to the extent one is willing to learn and 
adapt. Continuous self-development is a pre-requisite in offering professional service at all times 

 Be ethical: Ethical behavior is acting within certain moral codes in accordance with the generally 
accepted code of conduct or rules. It is always safe for a professional to “play by the rules” 
where the rule book is inadequate; and acting with a clear moral conscience is the right way to 
adopt 

 High Integrity: Honorable action is behaving in a way that portrays “nobility of soul, 
magnanimity of person” derived from virtuous conduct and integrity in adherence to the dictum 
of “wholeness or completeness” of character in line with certain values, beliefs and principles 
with consistency in action and outcome 

 Be respectful of confidentiality: Confidentiality is respecting the set of rules or promises that 
restricts one from further or unauthorized dissemination of information. One gains trust and 
respect of those confiding and enhances professional credibility within the organization 

 Set Good Examples: Applying the foregoing rules helps one to improve traits of professionalism 
by imparting knowledge to those around and below the rank and file. One ought to show and 
lead by setting good exemplary life all along. Modern corporate governance rightly demands a 
comprehensive, interdisciplinary approach to the management and control of companies. 

In this context the corporate looks upon Company Secretaries to provide the impetus, guidance and 
direction for achieving world-class ethical business practices and strategic corporate governance. 
The ICSA (UK) Code of Professional Ethics and Conduct comprises four core principles to which all 
Fellows, Associates, graduates, students and affiliated members registered need to follow. 
1. Integrity 
Integrity is the quality of being honest and having strong moral principles. The term has been described 
judicially as connoting “moral soundness, rectitude, and steady adherence to an ethical code”. It 
requires that members are impartial, independent and informed. Displaying integrity includes: 
• acting professionally in your business dealings; 
• displaying a proper understanding and appreciation of your role and responsibilities; 
• being respectful of others at all times; 
• not accepting or offering improper gifts, hospitality or other inducements; 
• avoiding conflicts of interest, or, where a conflict arises, making sure that everyone involved is aware 
of the interest; 
• recognizing and considering the ethical issues arising from, and the interests of the groups or 
stakeholders who may be affected by, your choices, decisions and actions; 
• avoiding involvement in any unethical, misleading, illegal or covert behaviour; 
• Not knowingly ignoring unethical, misleading, illegal or obscure behaviour; and 
• avoiding bringing the profession into disrepute. 
2. High standard of service/professional competence 
A high standard of service or professional competence should be delivered throughout one’s working 
life. This involves an understanding of relevant technical, professional and business developments. 
Professional competence also takes account of the wider implications and expectations of our members. 
This includes: 



• maintaining professional knowledge and skills which are required to perform the role which you are 
employed to carry out; 
• completing CPD as required by the UKRIAT Committee (this does not apply to students); 
• communicating effectively and promptly with your clients, colleagues and stakeholders to ensure that 
they are able to make informed decisions; 
• Acting within your level of competence; if this requires an admission to your client that you are unable 
to perform a task then this should be communicated effectively; 
• upholding the requirements of the Royal Charter and byelaws made under it; and 
• respecting the confidentiality of information acquired through professional relationships save where 
there is a legal or regulatory requirement to disclose or report that information. 
3. Transparency 
Transparency requires that members are clear and open in their business and professional conduct. This 
includes: 
• being open and frank in any business dealings; 
• not being underhand in any business transaction; and 
• treating all work as if it was reported in the public domain 
4. Professional behavior 
Professional behavior requires that members act in a way which conforms to the relevant laws of the 
jurisdiction in which they are residing and/or undertaking business transactions. It requires them also to 
pay regard to all regulations which may have a bearing on their actions and to adhere to the byelaws, 
specifically byelaw which states that the following actions or inactions may result in disciplinary 
proceedings: 
• becoming bankrupt or insolvent; 
• being convicted of an offence which might bring discredit on the Institute or the profession; 
• failing to uphold the code of professional conduct and ethics; 
• behaving, by doing something or not doing something, in a way considered by the Disciplinary Tribunal 
to bring the Institute or the profession into disrepute; 
• disobeying any decisions of the Council or of one of its Divisional Committees; 
• breaking any of the Institute’s byelaws or Charter or Regulations; 
• failing to comply or co-operate with a disciplinary investigation; or 
• failing to comply with a decision or any conditions made by a Disciplinary or Appeal Tribunal. 
The Singapore association of the Institute of Chartered Secretaries and Administrators (ICSA) requires 
members to observe the highest standards of professional conduct and ethical behaviour in all their 
activities. By maintaining these standards, members enhance their reputation as corporate advisors and 
increase confidence in the management and administration of private and public sector organisations. 
As the conduct of an individual member can reflect upon the wider profession of corporate 
management and the 
Institute's membership as a whole, the Code sets out what are deemed to be appropriate standards of 
professional conduct: 
─ Members are required to uphold the Institute's Charter and comply with the Bye-laws. 
─ Members shall at all times be cognisant of their responsibilities as professional people toward the 
wider community. 
─ Members shall at all times safeguard the interests of their employers, colleagues or clients provided 
that Members shall not knowingly be a party to any illegal or unethical activity. 
─ Members shall not enter into any agreement or undertake any activity which may be in conflict with 
the legitimate interest of their employer or client or which would prejudice the performance of their 
professional duties. 



─ Members shall not use any confidential information obtained in the performance of their duties for 
personal gain nor in a manner which would be detrimental to their employer, client or any other party. 
─ Members shall ensure the currency of their knowledge, skills and technical competencies in relation to 
their professional activities. 
─ Members shall refrain from conduct or action which detracts from the reputation of the Institute. 

 
ICSI CODE OF CONDUCT 
The matters covered under the Code are of utmost importance to The Institute of Company Secretaries 
of India (“Institute”), its members, students and other stakeholders including Government, Regulators, 
Trade and Industry and other users of services of the Company Secretaries. 

Fundamental duties of Professional 
(i) Fair Dealing 
Each member of the institute should endeavour to deal fairly with the Clients, other members and 
students. No Member of the Institute should take unfair advantage of anyone through manipulation, 
concealment, abuse of privileged information, misrepresentation of material facts, or any other unfair 
dealing practice. 
In addition to strict compliance with all legal aspects, all members are expected to observe the highest 
standards of business and personal ethics. 
A professional must also: 
• act in the best interests of a client in any matter in which he represents the client; 
• be honest and courteous in all dealings in the course of legal practice; 
• deliver legal services competently, diligently and as promptly as reasonably possible; 
• avoid any compromise to their integrity and professional independence; and 
• comply with applicable Rules and the law. 
 
(ii) Professional Opportunity 
The professional should not exploit for their own personal gain, opportunities that are discovered 
through third party, information or position unless the opportunity is disclosed fully in writing and 
permits to pursue such opportunity. 
 
(iii) Mistakes of other solicitor 
A professional must not take unfair advantage of the obvious error of another professional or other 
person, if to do so would obtain for a client a benefit which has no supportable foundation in law or fact. 
 
(iv) Confidentiality 
The client’s confidential information is a valuable asset. All confidential information must be used for 
the benefit and in the best interest of client. Every professional must safeguard the confidentiality as 
above. The confidential information, discussions, documents and data should be dealt with utmost care 
and should not be shared or passed on to any person/outsider under any circumstances, directly or 
indirectly without authorization. 
A professional must not disclose any information which is confidential to a client and acquired by him 
during the client’s engagement to any person who is not: 
─ A partner, promoter, director, or employee of the firn of the professional; or 
─ a professional or an employee of, or person otherwise engaged by, the firm of professional or by an 
associated entity for the purposes of delivering or administering legal services in relation to the client, 
except the following: 
• The client expressly or impliedly authorizes disclosure; 



• the professional is permitted or is compelled by law to disclose; 
• the professional discloses the information in a confidential setting, for the sole purpose of obtaining 
advice in connection with the solicitor’s legal or ethical obligations; 
 
(v) Inadvertent disclosure 
A professional who reads part or all of the confidential material before becoming aware of its 
confidential status must: 
• notify the same or the other person immediately; and not read any more of the material. 
• If a professional is instructed by a client to read confidential material received in error, the solicitor 
must refuse to do so. 
 
(vi) Conflicts 
Each professional should avoid any conflict of interests with that of the client. A ‘conflict of interest’ 
exists where the interests or benefits of one person or entity conflict with the interests or benefits of 
the client. The professional must avoid situations involving actual or potential conflict of interest. 
Any situation that involves or may involve a conflict of interest must be promptly disclosed. A 
professional must not act for a client where there is a conflict between the duty to serve the best 
interests of a client and the interests of the professional or an associate of the professional, except as 
permitted. 
 
 (vii) Undertakings 
A professional who has given an undertaking in the course of legal practice must honour that 
undertaking and ensure the timely and effective performance of the undertaking, unless released by the 
recipient or by a court of competent jurisdiction. 
A professional must not seek from another professional , or that professional’s employee, associate, or 
agent, undertakings in respect of a matter, that would require the co-operation of a third party who is 
not party to the undertaking. 
 
(viii) Integrity of evidence 
A professional must not: 
─ advise or suggest to a witness that false or misleading evidence should be given nor condone another 
person doing so; or 
─ coach a witness by advising what answers the witness should give to questions which might be asked. 
A professional will not have breached by: 
• expressing a general admonition to tell the truth; 
• questioning and testing in conference the version of evidence to be given by a prospective witness; or 
• drawing the witness’s attention to inconsistencies or other difficulties with the evidence, but must not 
encourage the witness to give evidence different from the evidence which the witness believes to be 
true. 
 
(ix) Client documents 
A professional with designated responsibility for a client’s matter, must ensure that, upon completion or 
termination of the law practice’s engagement: 
• The client or former client, or another person authorised by the client or former client, is given any 
client documents, (or if they are electronic documents copies of those documents), as soon as 
reasonably possible when requested to do so by the client, unless there is an effective lien. 



• A professional may destroy client documents after a period of 7 years has elapsed since the 
completion or termination of the engagement, except where there are client instructions or legislation 
to the contrary. 
 
 
 
(x) Dealing with other persons 
A professional must not in any action or communication associated with representing a client: 
• make any statement which grossly exceeds the legitimate assertion of the rights or entitlements of the 
client, and which misleads or intimidates the other person; 
• threaten the institution of criminal or disciplinary proceedings against the other person if a civil 
liability to the client is not satisfied; or 
• use tactics that go beyond legitimate advocacy and which are primarily designed to embarrass or 
frustrate another person. 
• In the conduct or promotion of a professional practice, the solicitor must not seek instructions for the 
provision of legal services in a manner likely to oppress or harass a person who, by reason of some 
recent trauma or injury, or other circumstances, is, or might reasonably be expected to be, at a 
significant disadvantage in dealing with the solicitor at the time when the instructions are sought. 
 
(xi) Anti- discrimination and Harassment 
A professional must not in the course of practice, engage in conduct which constitutes: 
• discrimination; 
• sexual harassment 
• workplace bullying – “bully by proxy” 
 
(xii) Dealing with the Media 
• A professional must not publish or take steps towards the publication of any material concerning 
current proceedings which may prejudice a fair trial or the administration of justice. 
• To adhere to practice promotion, advertising and solicitation rules, codes and legislation in use and 
avoid Conflicts of interest 
• Maintaining public confidence and faith in the profession 

 
Ethical Dilemma 
Ethical Dilemma is the situation where a person’s view regarding selecting an object or the alternative  
includes series of outcomes, which is very confusing. Each outcome has a serious overlapping outcome, 
which cannot be at a time wrong for one person but the same may be ethically wrong for the other. 
An “absolute” or “pure” ethical dilemma only occurs when two (or more) ethical standards apply to a 
situation but are in conflict with each other. In ethical dilemma if we obey one decision then it would 
bring about disobeying another. 
Ethical dilemma is also known as moral dilemma. Ethical dilemmas make the situations too difficult. A 
person has to choose only one way from two of them - a moral or an immoral way.  
Some examples of ethical dilemmas include: 
• A secretary discovers her boss has been laundering money, and she must decide whether or not to 
turn him in 
• A doctor refuses to give a terminal patient morphine, but the nurse can see the patient is in agony 
• While responding to a domestic violence call, a police officer finds out that the attacker is the brother 
of the police chief, and the police chief tells the officer to “make it go away” 



• A government contractor discovers that intelligence agencies have been spying on its citizens illegally, 
but is bound by contract and legalities to keep his confidentiality about the discovery. 

 
 
 
 
Common Causes of Loss of Ethics and Values 
1. Unclear Policies in some cases, managers and employees exhibit poor ethical behaviour because the 
company does not offer a clear model of ethics. Some businesses have no formal ethical policy 
documents and offer no guidance at all. Others have policies that are unclear, vague, inconsistent or not 
consistently enforced. 
2. Conflict between Organizational & Individual Goal: When the Organizational & Individual Goals 
overlap, it becomes difficult to balance things. The problem arises when one thing has to be sacrificed 
for the sake of others. To achieve Organizational goal, Individual goal, has to be compromised and vice 
versa so this leads to Ethical Dilemma. 
3. Cultural Value & Background: Every individual decision is based on background. For some people it 
may be ethical to give priority for self and then decide about others but for some others it may be other 
way round. Thus background & value system creates the ethical Dilemma. 
4. Situation when a decision is taken by a manager, it may be so that situation demands him to decide 
on certain things which dealing with Ethical Dilemmas Each Company’s culture is different, but some 
companies stress profits and results above all. In these environments, management may turn a blind eye 
to ethical breaches if a worker produces results, given the firm’s mentality of “the end justifies the 
means.” are not beneficial for all but will benefit the company alone. Example - Automation of a plant. 
5. Dynamic & Different Human Nature: Ethical Dilemma arises due to difference of the opinion among 
the group of people. Whatever is ethical for one person may be unethical for another. 
6. Ambition and Discrimination Individual workers may be under financial pressure or simply hunger for 
recognition. If they can’t get the rewards they seek through accepted channels, they may be desperate 
enough to do something unethical, such as falsifying numbers or taking credit for another person’s work 
to get ahead. Though diversity is an important part of business, some people may not be comfortable 
with people from different backgrounds and possibly be reluctant to treat them fairly. This kind of 
discrimination is not only unethical but illegal and still remains common. 
7. Pressure from Management: Each company’s culture is different, but some companies stress profits 
and results above all. In these environments, management may turn a blind eye to ethical breaches if a 
worker produces results, given the firm’s mentality of “the end justifies the means.” Whistle-blowers 
may be reluctant to come forward for fear of being regarded as untrustworthy and not a team player. 
Therefore, ethical dilemmas can arise when people feel pressurised to do immoral things to please their 
bosses or when they feel that they can’t point out their co-workers’ or superiors’ bad behaviours. 
8. Negotiation Skills: While these factors can cause ethical dilemmas for workers within their own 
companies, doing business with other firms can also present opportunities for breaches. Pressure to get 
the very best deal or price from another business can cause some workers to negotiate in bad faith or lie 
to get a concession. 
9. Conflicting Values: Ethical dilemmas may occur because of conflicting values between two or more 
people in an organization. One manager may value product quality over quantity while another may 
value thriftiness. These managers may discuss changing to a cheaper supplier for a material used in 
production because of the potential to save money. However, the first manager may object because he 
knows the cheaper material will produce a product of lesser quality, which is not good for customers. 
Without a culture of shared values, the least ethical choice may be approved. 



Organisation for Economic Co-operation and Development (OECD) has also described various principles 
on “Corporate Governance” one of these Principle includes Disclosure and Transparency, which states 
“The Corporate Governance framework should ensure that timely and accurate disclosure is made on all 
material matters regarding the corporation, including the financial situation, performance, ownership, 
and governance of the company.” 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 

 

STRATEGY FOR OVERCOMING FROM THE EVILS 
The human traits and characteristics shape human behavior and a few probable solutions are explained 
below: 
(i) Satisfaction 
To achieve happiness it is essential that the culture of ‘being satisfied’ is developed. However, the most 
challenging and unanswerable question on satisfaction is “How much is Enough” The issue is very difficult to 
resolve especially in the corporate field where expansion is the prime direction in which it is supposed to 
move; yet it is the need of the hour to understand and remain satisfied with what is achieved within the 
validly available means. 
(ii) Ends not to justify the means 
It is often said that the results matter and what was done to achieve the same is of no consequence. The 
statement may appear encouraging; but reading between the lines it is not the intention to achieve results 
by compromising ethics and values. The need of compromising ethics and values arises when there is a 
dearth of valid means to achieve the end-result. The thirst to succeed, vaulting ambition and flawed 
education are equally responsible elements. It is essential to note that however worth the cause may be, the 
means to achieve the same should also be equally valid. An irregular or an unethical action leading to a good 
outcome may not necessarily justify the method of achieving the goal. 
(iii) Ethical Leadership 
The Professional should lead the organisation like Krishna as he led Pandvas to success by guiding them to 
fight morally. It is the duty of the leader driving the organization to ensure use of proper and ethical means 
in his conduct. It is equally essential that the leader walks the talk and sets an example of good governance 
and ethical leadership. 
(iv) Character 
Professional should always consider the old idiom: If Character Is Lost Everything Is Lost. The idiom amply 
highlights the importance of good character. Character is generally built or earned by virtues like courage, 
honesty, values and ethics. Great leaders and eminent personalities are judged by their character. A good 
character is synonymous to reliability. 



 

 



 

 



 



Lesson 19 DUE DILIGENCE 

OVERVIEW OF DUE DILIGENCE 

 “Due diligence” is an analysis and risk assessment of an impending business transaction. It is the careful 

and methodological investigation of a business or persons, or the performance of an act with a certain 

standard of care to ensure that information is accurate, and to uncover information that may affect the 

outcome of the transaction. 

 NEED FOR DUE DILIGENCE 

 The detailed due diligence of every business aspect explore all possible risk and provide the platform for 

becoming fully informed about the financials, business, internal systems, profitability, key operational 

aspects, management team, promoters and other material factors which help in making an informed 

decision. The ultimate object of the Due diligence is to protect the interests of the Company by 

providing reliable information on the target company before making any written commitments. The 

main object of due diligence is like a peep hole to analyses target Company’s before opening of the 

Door, this includes the success and potential, opportunities for the growth of business, and the goals 

and objectives of the company. 

OBJECTIVES OF DUE DILIGENCE 

 The objective of due diligence is to verify the strategic identification or attractiveness of the target 

company, valuation, risk associated etc. The objective of due diligence may be to:  

 Collection of material of information  

 Identification of strength and threats and weaknesses.  

 To improving the bargaining position.  

 Identification of areas where representations and warranties are required. 

 Generally, The SWOT analysis of any business carried out as a part of due diligence to reveal the 

strengths and weaknesses of not only the financials but also intangibles. For example, if there is a legal 

risk, such as an outstanding lawsuit, that will not only jeopardize the financial stability of the company 

but also the loyalty of existing customers. As an example, a potential buyer sees the employee talent as 

the company’s main asset, but the target company is nervous about letting the potential buyer talk to 

key employees because it does not want to let them know that it is going to be sold. Because of the 

confidential nature of transactions, not all the information that is necessary to make a good decision can 

be revealed. This is why services of experts are hired in due diligence before beginning the process so 

the buyer receives reliable guidance.  

The necessity of the due diligence can be summarized as under: 

 To investigate in to the affairs of business as a prudent business person   

 To confirm all material facts related to the business  



 To access the Risks and opportunities of a proposed transaction  

 To reduce the Risk of Post Transaction 

 To create a trust between two unrelated parties  

 To identify potential deal killers defected in the target and avoid a bad business transaction   

 Representation& warranties for indemnification  

 Negotiation price concessions  

 To verify that the transaction complies with investment or acquisition criteria  

 To investigate &evaluate a business opportunity  

 To determine compliance with relevant laws and disclose any regulatory restrictions on the 

proposed transaction  

 To evaluate the condition of the physical plant and equipment; as well as other tangible and 

intangible Assets  

 To determine details that may be relevant to the drafting of the acquisition agreement,  

 To discover liabilities or risks that may be deal-breakers  

 To analyze any potential antitrust issues that may prohibit the proposed M&A . 

SCOPE OF DUE DILIGENCE 

 Scope of due diligence is transaction based and is depending on the needs of the people who are 

involved in the potential investments, in addressing key uncovered issues, areas of concern/threat and 

in identifying additional opportunities. Due diligence is generally understood by the legal, financial and 

business communities/potential investors to mean the disclosure and assimilation of public and 

proprietary information, 

 The investigation or inspection would cover: 

 Compliance with applicable laws  

 Regulatory violations or disciplinary actions  

 Litigation and assessment of feasibility of pursuing litigation   

 Financial statements  

 Assets – real and intellectual property, brand value etc.  

 Unpaid tax liens and/or judgments  

 Past business failures and consequential debt  

 Exaggerated credentials/Fraudulent claims  

 Misrepresentations or character issues  

 Cross-border issues – double taxation, foreign exchange fluctuation, sovereign risk, investment 

climate, cultural aspects.  

 Reputation, goodwill and other intangible assets.  

 

 

 



FACTORS TO BE KEPT IN MIND WHILE CONDUCTING DUE DILIGENCE  

1. Objectives and purpose  

The goal of due diligence is to provide the party proposing the transaction with sufficient 

information to make a reasoned decision as to whether or not to complete the transaction as 

proposed.  

The following factors may be kept in mind in this regard: 

(i) Be clear about your expectations in terms of revenues, profits and the probability of the 

target company to provide you the same. 

(ii)  Consider whether you have resources to make the business succeed and whether you 

are willing to put in all the hard work, which is required for any new venture. 

(iii) Consider whether the business gives you the opportunity to put your skills and 

experience to good use. 

(iv) Learn as much as you can about the industry you are interested in from media reports, 

journals and people in the industry.  

2. Planning the schedule  

Once it is decided for a particular business, make sure of the following things:  

— Steps to be followed in due diligence process 

— Areas to be checked  

— Aspects to be checked in each area  

— Information and other material to be requested from the seller 

3. Negotiation for time  

Sometimes, it may be the case that, sellers want the process to get over as soon as possible and try 

to hurry the proceedings. When the seller gives a short review period, negotiations can be made for 

adequate time to have a complete review on crucial financial and legal aspects. 

 4. Risk Minimisation All the information should be double checked– financials, tax returns, patents, 

copyrights and customer base to ensure that the company does not face a lawsuit or criminal 

investigation. The financials are very important and one needs to be certain that the target company 

did not engage in creative accounting. The asset position and profitability of the company are vital. 

Since, Due diligence exercise deals with the overall business, it is important to consider aspects such 

as: • background of promoters • performance of senior management team • organizational strategy 

• business plans • risk management system • technological advancement • infrastructure adequacy 

• optimum utilization of available resources 

 5. Information from external sources 

 The company’s customers and vendors can be quite informative. It may be found from them 

whether the target company falls in their most favored clients list. Any flaws that the audit uncovers 

help to re-negotiate down the sale price. Hence the Due diligence is “a chance to get a better deal”.  

 



6. Limit the report with only material facts  

While preparing the report it is advisable to be precise and only the information that has a material 

impact on the target company is required to be included.  

7. Structure of information  

Once the due diligence process is over, while preparing the report, information has to be structured 

in an organized manner in order to have a better correlation on related matters. 

 STAGES / PROCESS OF DUE DILIGENCE 

 A due diligence process can be divided into three stages  

1.Pre diligence 
 

A pre diligence is primarily the activity of management of paper, files and 
people.  
1. Signing the Letter of Intent (LOI) and the Non-Disclosure Agreement 
(NDA)/ Engagement letter. 
 2. Receipt of documents from the company and review of the same with 
the checklist of documents already supplied to the company.  
3. Identifying the issues. 
 4. Organising the papers required for a diligence.  
5. Creating a data room. 
As regards the process of diligence, as a professional care should be taken 
to scrutinize every document that is made available and ask for details and 
clarifications, since the Due diligence is an time bound activity and is need 
to be wrapped up at the earliest 

(ii) Diligence After the diligence, is conducted, the professionals submit a report, which 
in common parlance which is called as Due Diligence report. There are 
certain terms used to define the outcome of these reports: 

 Deal Breakers: In this report the findings can be very glaring and 
may expose various non-compliance that may arise – any criminal 
proceedings or known liabilities. 

 Deal Diluters: The findings arising out a diligence may contain 
violations which may have an impact in the form of quantifiable 
penalties and in turn may result in diminishing the value of 
company.  

 Deal Cautioners: It covers those findings in a diligence which may 
not impact the financials, but there exist certain non-compliances 
which though rectifiable, require the investor to tread a cautious 
path.  

 Deal Makers: Which are very hard to come by and may not be a 
reality in the strict sense, are those  reports wherein the diligence 
team have not been able to come across any violations, leading 
them to submit what is called a ‘clean report’ 

(iii) Post Diligence Post diligence sometimes result in rectification of non-compliances 
found during the course of due diligence. There can be interesting 
assignments arising out of the diligence made by the team of 



 

 TECHNIQUES OF DUE DILIGENCE AND RISK ASSESSMENT 

 Due diligence and risk assessment and control represent separate and distinct processes that take place 

prior to the commencement, and throughout the duration, of a commercial agreement respectively. The 

Due diligence and risk assessment and control processes are central to good business practice. All 

parties in the Due diligence team to be confident that the established team is for good positive business 

and industry-wide growth. Such processes are built on the following four cornerstones: 

 Know your client – all businesses have risks, and these can vary significantly dependent on the nature 

of the company and the services being operated. It is important to know your client so you can properly 

identify the risks involved and assess how to manage them. This is not to limit or prevent commercial 

relationships forming, but to ensure they are properly managed whether an issue ultimately arises or 

not.  

Properly identify the risks – this goes beyond listing risks, or simply identifying larger more obvious risks 

that may affect any commercial dealings. It involves proper consideration of the range and types of risks 

associated with particular clients and the services they provide, taking into account all the 

circumstances.  

Actions taken to control any risks – once risks are identified; industry members must make a proper 

assessment of the issues that would arise if incidents occur. , and take proportionate steps to minimize 

the likelihood of such issues resulting in consumer harm. Steps taken need not involve significant 

resources in advance.  

The formulation of an action plan could be based on the following:  

 To periodically test and/or monitor certain ‘risks’ that would normally be associated to a 

particular service category.  

 The frequency of such testing should reflect the risk posed by both the client and the 

service type.  

 ‘Mystery shopper’ testing could be used as, and when, appropriate;  

 Internal mechanisms to enable ‘whistle-blowing’ by staff, where appropriate;  

 Putting in place internal checks that correlate with unusual patterns of activity which 

may indicate consumer harm (e.g. spikes in traffic and/or consumer complaints made 

directly to the provider about one specific service);  

 Having a procedure to alter and address instances of non-compliant behaviour;  

 Monitoring of the client’s service to ensure that any directions given by the Phone-paid 

Services Authority have been complied with;  

professionals. It can range from making applications/filing of petition 
for compounding of various offences or negotiating the shareholders’ 
agreement, since the investors will be on a strong wicket and may 
negotiate the price very hard.  



 Producing a compliance file, comprising of a written record of the assessment, the 

subsequent action plan and evidence of any monitoring and/or testing required by the 

plan having taken place.  

Responding to incidents  

Even where a business makes significant effort to comply with regulations and legal requirements, they 

may not be immune to problems arising. Providers ought to be prepared to respond calmly and 

proactively to incidents, working closely with the regulator and other parties in the value chain to 

identify, mitigate and correct any fallout, providing support to consumers. Breaches ought to be 

identified and acknowledged quickly when they arise so that they can be remedied and services are 

therefore delivered to a high standard to consumers. 

Types of Due Diligence 

OPERATIONAL DUE DILIGENCE  

Operational due diligence aims at the assessment of the functional operations of the target company, 

connectivity between operations, technological up gradation in operational process, financial impact on 

operational efficiency etc. It also uncovers aspects on operational weakness, inadequacy of control 

mechanisms etc. Operation due diligence involves verifying operational matters such as the various 

facilities, office layout, sitting capacity etc. The idea of doing this due diligence is to verify the various 

facilities owned by the target company and whether all costs are captured in the financials or not. It also 

gives a better picture of the kind of cost the buyer is going to incur in case they plan to go for expansion. 

Further in operational due diligence the detail index of the fixed assets and its locations, age of the 

assets including all lease agreements relating to various equipment, schedule of sales and purchases of 

major capital equipment during last three years, real estate deeds, mortgages, title policies and other 

permits also need to be verified in operation due diligence. 

 Strategic due diligence Strategic Due diligence tests the strategic rationale behind a proposed 

transaction and analyses whether the deal is commercially viable, whether the targeted value would be 

realized. It considers factors such as value creation opportunities, competitive position, critical 

capabilities. 

 FINANCIAL DUE DILIGENCE 

 One of the most important types of due diligence as it seeks to check whether the financials showcased 

in the Information Memorandum is correct or not. It also provides a deep understanding of all the 

company’s financials, including but not restricted to audited financial statements for last three years, 

recent unaudited financial statements with comparable statements of last year, review of accounting 

policies, review of internal audit procedures, quality and sustainability of earnings and cash flow, 

condition and value of assets, potential liabilities, tax implications of deal structures, examination of 

information systems to establish the reliability of financial information, internal control systems etc, The 



Financial Due diligence also review the company’s projection and basis of such projections, capital 

expenditure plan, schedule of inventory, debtors and creditors, etc.  

The Financial Due Diligence can further extended to tax due diligence which covers the Diligence on 

various taxes the company is required to pay and which ensure that the proper calculation with no 

intention of underreporting of taxes. Status of any tax related case running with the tax authorities. The 

tax due diligence comprises an analysis of: 

 • Tax compliance 

 • Tax contingencies and aggressive positions  

• transfer pricing  

• Identification of risk areas  

• Tax planning and opportunities   

Illustrative Scope of Work under Financial Due Diligence  

The limited scope of coverage of the Company Analysis and Financial Due diligence Report would be: 

 • Study of the financial statements of the Company for the financial periods (“Historical Period”). 

 • Review and comment on the reasonability and consistency of significant accounting policies adopted. 

• Highlight significant matters in internal audit reports, audit committee reports and RBI audit reports, 

ETC. 

ENVIRONMENTAL DUE DILIGENCE 
 
 Environmental due diligence analyses environmental risks and liabilities associated with an 
organisation. This investigation is usually undertaken before a merger, acquisition, management buy-
out, corporate restructure etc. Environmental due diligence provides the acquirer with a detailed 
assessment of the historic, current and potential future environmental risks associated with the target 
organisation’s sites and operations. It involves risk identification and assessment with respect to: 
 • Review of the environmental setting and history of the site  
• Assessment of the site conditions  
• Operations and management of sites 
 • confirm legal compliance and pollution checks from regulatory authorities etc.  

 



 

 

 

 

 

 

 

 

 

 

 

 

TECHNICAL DUE DILIGENCE  
Technical due diligence can be classified in to 
Intellectual property due diligence - The company which owns Intellectual Property (IPs) use that IPs to 
monetize their business. These IPs are something that differentiates their product and service from their 
competitors. However the concept of valuation of intangible assets related to Intellectual Property like 
Patents, Copyrights, Design, Trademarks, Brands etc., also getting greater importance as these 
Intellectual Properties of the business are now often sold and purchased in the market by itself, like any 
other tangible asset.  
Few of the items that need to be seen while conducting due diligence is:  
1. Schedule of patents and its application  
2. Schedule of copyrights, trademarks and brand names 
 3. Pending patents clearance documents   
4. Any pending claims case by or against the company 
Technology due diligence. - Technology due diligence help organizations in the decision-making process 
when acquiring new technologies or lines of business, or when they need a simple evaluation of how 
their current technology is functioning. 
 Technology due diligence considers aspects such as current level of technology, company’s existing 
technology, further investments required etc. Technology is a key component of merger and acquisition 
activities; it’s imperative to look at IT considerations. In case of Mergers The goal of technical due 
diligence (TDD) is to identify how well an acquisition target's organization and technology assets meet 
the acquisition goals; inform the valuation process (what the acquirer will pay for the company or 
assets); and identify risks due to intellectual property issues, capability gaps in the technology assets 
and/or organization, and/or ability to support the go-forward business goals including post-acquisition 
integration of organization and assets.  

HUMAN RESOURCE DUE DILIGENCE  

Human Resource Due Diligence aims at people or related issues. Valuable operating synergies get 

disturbed, when cultural differences between companies aren’t understood or are simply ignored. It’s 

crucial to consider cultural and employees issues upfront, for success of any venture. Human Resource 

due diligence includes: 

 • Analysis of total employees, including current positions, vacancy, due for retirement and serving 

notice period  

• Analysis of current salaries, bonuses paid during last three years, and years of service  

• All employment contracts with nondisclosure, non-solicitation and non-competition agreements  

• HR policies regarding annual leave, sick leave and other forms of leave 

 • Analysis of employee problems for alleged wrongful termination, harassment, discrimination and any 

legal case pending about the same  

• In case there are labor disputes, requests for arbitration, or grievance procedures currently pending, 

its financial impact needs to be seen 

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Labour laws Due diligence  

The compliance from a labour law perspective in order to identify gaps before an authority audit any non-

compliances relating to the inappropriate application of labour law regulations and to allow company to 

correct errors and deficiencies. The labour law due diligence is identify gaps and minimize labour law and 

payroll deficiencies before any regulatory action. 

 However, the Labour Law due diligence is important in case of the Merger and Acquisitions, takeovers, 

IPOs, Joint ventures and winding up / liquidation of the companies. The scope of the labour law due 

diligence extend to the all labour & employment related central, state and local laws, rules and regulations 

applicable to the company. During the payroll and labour due diligence the auditor should examine and 

review the following areas: 

 ○ Labour law regulations and agreements;  

○ Employment contracts, amendments to employment contracts;  

○ Information, job descriptions;  

○ legal declarations/agreements regarding termination of employment; 

 ○ Maintenance of Records ○ Verification of compliance by Contractor engaged by the company  

○ Observing Liability as Principal Employer. 

LEGAL DUE DILIGENCE  

A legal due diligence covers the legal aspects of a business transaction, liabilities of the target company, 

potential legal pitfalls and other related issues. Legal due diligence covers intra-corporate and 

intercorporate transactions. It includes preparation of regulatory checklists meeting with personnel, 

independent check with regulatory authorities etc. apart from the verification of following document 

. • Copy of Memorandum and Articles of Association  

• Minutes of Board Meeting for the last three years 

 • Minutes of all meetings or actions of shareholders  

• Copy of share certificates issued to Key Management Personnel 

• Copy of all guarantees to which company is a party  

• Status of the order, awards issued by the various regulators and courts.  

• Status of Pending litigations   

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

DUE DILIGENCE OF COMPETITION LAW  

Due diligence on competition law aspects is an examination of the actual operations and practices of an 

enterprise to determine the extent of its compliance with the competition law and to identify potential risks 

and liabilities, and assess the adherence to and effectiveness of the company’s competition law compliance 

policy and training program.  

Primary components of Competition Law due diligence are: 

 • An examination of selected company documents. 

 • Interviews with selected company personnel.  

• Identify specific business activities that potentially could create antitrust exposure for the company.  

• The results of the due diligence may suggest an enterprise to have an effective competition law compliance 

programme.  

• The results of the due diligence may result in variation of deal value, withdrawal of deal and also make 

suggestions to structure a compliance program.  

Due diligence of competition law may be made under the following heads:  

1. Due Diligence of various agreements includes:  

• Agreements relating to production, supply and distribution of goods or services. 

• Agreement if any with competitor relating to production, marketing or bidding, price etc.  

• Agreements with customers and distributors.  

• Purchase agreements.  

• Non-compete covenants.  

• Technology transfer/technical know-how agreements.  

2. Due diligence on abuse of dominance if any includes: 

 • Examination as to the existence of dominance 

 • Examination of relevant market, whether product or geographical Areas. 

 • Cases of abuse if any.  

3. Due diligence on regulation of combinations:  

The following aspects are to be analysed during due diligence process:  

o Nature of combination. 

o acquisition of share, voting rights, assets or control or merger/amalgamation etc 

o Examination of total value of Assets or Turnover and the valuation methodology. 

o Status of merger notification to be filed with CCI.  

o Status of dominance after merger.  

 



 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

INFORMATION SECURITY DUE DILIGENCE  

Information security due diligence is often undertaken during the information technology procurement process to 

ensure that risks are uncovered. However the regular review internal information security system helps to 

identifying security gaps, as well as ensure that the company is acting with an acceptable standard of care elevate 

existing information security management system. 

 The information security due diligence covers the following: • Information Security Measure • Data Protection/ 

sharing policy • Network and System design • Wireless and Remote Access facility • Incident management and 

data recovery. 

ETHICAL DUE DILIGENCE 

 Ethical Due Diligence measures ethical character of the company and identify, the possibilities of ethical 

risks, which is a non-financial risk. It may relate to reputation, governance, ethical values etc. It helps an 

organization to decide whether the partner is ethically viable. This is an effective reputation management 

tool for any type of business decisions. Ethical due diligence of management of a company involves assessing 

in terms of their fit with the ethical culture and values of the organization. Ethical performance assessment is 

also used as one of the parameter of the career development and promotion within the organization. 

 

DUE DILIGENCE FOR MERGER & AMALGAMATION  

In case of the mergers and amalgamation of the companies, due diligence is a critical process which cannot be 

overlooked by the management as well as by the shareholders of the company while giving consent for the 

amalgamation. Due diligence in mergers not only requires the assessment of the financial, legal, and 

regulatory exposures, but also requires insights into the target company’s structure, operations, culture, 

human resources, supplier and customer relationships, competitive positioning, and future outlook.  

The due diligence provide an assurance in taking decisions considering the factors which may be a potential 

deal killers/shapers and provide assurances that the acquisition is the right decision at the right price. Due 

diligence also provides management an insights, holistic view of the target company that which helps in the 

easy integration of the target’s people and business. Merger with an existing company will, generally, have the 

same features as an acquisition of an existing The process of analysis of strategic choices on various aspects 

for merger is done through due diligence process. 

 



 

PREPARATION OF SCHEME OF AMALGAMATION 

 The scheme of amalgamation to be prepared by the company should contain inter-alia the following 

information:  

1. Definitions of transferor and transferee as well as the definition of the undertaking of the transferor 

company.  

2. Authorized, issued and subscribed capital of transferor and transferee companies. 

 3. Basis of scheme should be explained briefly on the recommendation of valuation report, covering 

transfer of assets/liabilities, specified date, reduction or consolidation of capital, application to financial 

institutions as lead institution for permission, etc.  

4. Change of name, object and accounting year. 

 5. Protection of employment.  



6. Dividend position and prospects.  

7. Management structure, indicating the number of directors of the transferee company and the 

transferor company. 

 8. Applications under Sections 230 and 230 of the Companies Act, 2013 to obtain approval from the 

Tribunal.  

9. Expenses of amalgamation.  

10. Conditions of the scheme to become effective and operative and the effective date of 

amalgamation.  

The basis of the scheme should be framed on the reports of valuers, auditors and chartered accountants 

of assets of both the merger partner companies. It should be ensured that common yardstick is adopted 

for valuation of shares of each of the amalgamating company for fixing rate of exchange of shares on 

merger. 

A.Information Required by the Professional Generally 

Cross holding of the Directors of the Transferee and Transferor Companies.  

1. Relationship between the directors of the transferee and transferor companies under the Companies 

Act, 2013. 

2. Names of the officers of both the transferee and transferor companies who are to be authorised to 

sign the Application, Affidavit and Petition.  

3. Names of the English and regional language newspapers in which notices are to be published.  

4. Names in preferential order as to the chairmen of the meetings of the transferee and transferor 

companies. (The chairman in this case need not be a director on the board of directors of the company 

concerned or even a member of the company).  

5. List of creditors and their dues. List of individual cases to be given, as well as categorization in various 

slabs.  

B. Information/Documents that may be required by the Regional Director, Ministry of 

Corporate Affairs, in Connection With Amalgamation.  

1. Balance sheets for last five years of the transferee company. 

 2. Balance sheets for last five years of the transferor company.  

3. Two copies of the valuation report of the chartered accountants.  

4. List of top shareholders of the transferee company.  



5. List of top shareholders of the transferor company.  

6. List of directors of the transferor company and their other directorships.  

7. List of directors of the transferee company and their other directorships.  

8. Number and percentage of NRI and foreign holding in the transferee and transferor companies.  

9. Rights/Bonus/Debentures Issues made by the transferee and the transferor companies in the last five 

years.  

 C. The Following Information is required to be furnished to the Auditors Appointed by the 

Official Liquidator. From the transferor company  

1. Certified true copy of the scheme of amalgamation along with the petition.  

2. Certified true copy of the Memorandum and Articles of Association of the company.  

3. List of shareholders of the company with their shareholding. Any changes during the last five years to 

be indicated. 

 4. Accounts of the company made upto the appointed day of amalgamation.  

5. Address of the registered office of the company. 

 6. Present authorised and paid-up share capital of the company. 

 7. Changes in the Board of directors during the last five years along with list of present Board of 

directors.  

8. List of associated concern in which directors are interested. 

 9. List of various appeals pending under Income-tax, Sale Tax, Excise Duty, Custom Duty, FEMA, etc.  

10. Details of loans and advances given to the associated concern/companies under the same 

management during the last five years.  

11. Details of revaluation of assets.  

The auditors may also require the following records of the transferor company for examination: 

 • Books of accounts and relevant records for the last five years. 

 • Minutes book of Board and General Meetings.  

 

 



DUE DILIGENCE FOR TAKE OVERS   

The Takeover Due diligence is generally conducted in different domains; Financial, Legal, Taxation, social 

life, environment, etc. The Takeover Due diligence covers the History of the company, past perfomance, 

the present, and the future of a company. In effect, it must respond to certain requirements of the 

buyer, i.e., maximize financial or non-financial benefits, and negotiate the risks of failure. Therefore, 

takeover due diligence is useful in allowing the buyer to confirm his or her decision of the sale, or in 

negotiating the conditions of the sale. 

Thus, taking over a company brings inevitable risk, some of which can cause great detriment to the 

company. Due diligence allows the company to avoid a tragic end after being taken over. This being said, 

the acquisition audit is a complex process. Because of this, it is necessary to find people experienced in 

due diligence, so that the audit acquisition will be effective and useful. 

SEBI (Substantial Acquisition of Shares and Takeovers) Regulations, 2011  

The following Compliances are required to be checked under SEBI (Substantial Acquisition of Shares and 

Takeovers) Regulations, 2011  

1. Whether any acquisition/transfer has triggered open offer?  

2. Ensure that a merchant banker of Category   has been appointed who is not an associate of or group 

of acquirer or the target company. 

 3. Ensure that an escrow account has been opened with the required deposit.  

4. The consideration payable under the open offer shall be calculated at the offer price, assuming full 

acceptance of the open offer, and in the event the open offer is subject to differential pricing, shall be 

computed at the highest offer price, irrespective of manner of payment of the consideration. [computed 

as per sub regulation (2) of regulation 16] 

 5. A letter duly authorizing target company to realize the value of escrow account as specified in these 

regulations. 

6. An undertaking from the target company that none of the Acquirer/Persons Acting in Concert have 

been prohibited by SEBI from dealing in securities, in terms of direction issued under Section 11B of SEBI 

Act.  

7. An undertaking from the sellers, promoters, directors of the target company that they have not been 

prohibited by SEBI from dealing in securities, in terms if direction issued under section 11B of SEBI Act.  

8. An undertaking from the target company that it has complied with the provisions of Listing 

Agreement, and that any non-compliance or delayed compliance has been brought to the notice of 

Target Company.  



9. An undertaking from the target company that it has complied with the provisions of these regulations, 

and that any non-compliance or delayed compliance has been brought to the notice of Target Company.  

10. A public announcement of an open offer to the shareholder of the target company has been given 

and detailed public statement has been published as per the prescribed timeline in case of Acquirer 

acquires the shares or voting rights of the target company in excess of the limits prescribed under 

Regulation 3 and 4 of these regulations.  

11. The public announcement has been sent to all the stock exchanges on which the shares of the target 

company are listed, to SEBI and to the target company at its registered office within one working day of 

the date of the public announcement. The time within which the public announcement is required to be 

made to the Stock Exchanges under different circumstances is tabulated below. It is to be checked that 

following compliances have been made by the company.  

12. A detailed public statement has been published by the acquirer through the Manager to the Open 

Offer within maximum 5 working days from the date of public announcement as provided in regulation 

13(4).  

13. In case of indirect acquisition where none of condition specified in regulation 5(2) are satisfied, the 

detailed public statement has been published not later than five working days of the completion of the 

primary acquisition of shares or voting rights in or control over the company or entity holding shares or 

voting rights in, or control over the target company.  

14. The compliances relating to publication of public announcement and detailed public statement by 

the acquirer has been complied under regulation 14.  

15. The public announcement contains the information as provided in regulation 15.  

16. The acquirer through the manager to the offer has filed a draft letter of offer along with the fee as 

prescribed in regulation 16, with SEBI for its observations within 5 working days of publication of 

Detailed Public Statement.  

17. The offer price is not less than the price as calculated under regulation 8 for frequently or 

infrequently traded shares and many 0thers. 

Checklist for Acquirer 

 Preliminary Examination of a target company:  

The acquirer has to undertake a preliminary study on the target company, before taking any action for 

taking over a company. He may consider the following points 

 (a) Information has to be collected on Target Company and to be analysed on financial and legal angle. 

(b) Register of members to be examined to verify the profile of the shareholders.  



(c) Title of the target company with respect to immovable properties may be verified. 

 (d) Financial statements of Target Company have to be examined. 

 (e) Examination of Articles and Memorandum of Association of the Company.  

(f) Examination of charges created by the Company 

(g) Business prospects etc.  

A merchant Banker of Category I have to be appointed. It has to be ensured that the merchant banker is 

not an associate of or group of acquirer or the target company. 

 Escrow Account 

(1)An escrow account has to be opened and the following sum has to be deposited. The escrow amount 

shall be calculated in the following manner, as specified in regulation 17, 

— For consideration payable under the public offer, 

— On the first 500 crores - 25 per cent; of the consideration 

 On the balance consideration - An additional amount equal to 10% of balance consideration. If, an open 

offer is made conditional upon minimum level of acceptance, hundred percent of the consideration 

payable in respect of minimum level of acceptance or fifty per cent of the consideration payable under 

the open offer, whichever is higher, shall be deposited in cash in the escrow account.  

(2) The consideration payable under the open offer shall be computed as provided for in sub-regulation 

(2) of regulation 16 and in the event of an upward revision of the offer price or of the offer size, the 

value of the escrow amount shall be computed on the revised consideration calculated at such revised 

offer price, and the additional amount shall be brought into the escrow account prior to effecting such 

revision. 

 (3) The escrow account referred to in sub-regulation (1) may be in the form of,— (a) cash deposited 

with any scheduled commercial bank; (b) bank guarantee issued in favour of the manager to the open 

offer by any scheduled commercial bank; or (c) deposit of frequently traded and freely transferable 

equity shares or other freely transferable securities with appropriate margin: Provided that securities 

sought to be provided towards escrow account under clause (c) shall be required to conform to the 

requirements set out in sub-regulation (2) of regulation 9. Regulation 9(2) specifies the following 

requirements. (a) such class of shares are listed on a stock exchange and frequently traded at the time 

of the public announcement; (b) such class of shares have been listed for a period of at least two years 

preceding the date of the public announcement; (c) the issuer of such class of shares has redressed at 

least ninety five per cent. of the complaints received from investors by the end of the calendar quarter 

immediately preceding the calendar month in which the public announcement is made; (d) the issuer of 

such class of shares has been in material compliance with the listing Regulations for a period of at least 

two years immediately preceding the date of the public announcement: Provided that in case where the 



Board is of the view that a company has not been materially compliant with the provisions of the listing 

Regulations, the offer price shall be paid in cash only;  

(4) In the event of the escrow account being created by way of a bank guarantee or by deposit of 

securities, the acquirer shall also ensure that at least one per cent of the total consideration payable is 

deposited in cash with a scheduled commercial bank as a part of the escrow account.  

(5) For such part of the escrow account as is in the form of a cash deposit with a scheduled commercial 

bank, the acquirer shall while opening the account, empower the manager to the open offer to instruct 

the bank to issue a banker’s cheque or demand draft or to make payment of the amounts lying to the 

credit of the escrow account, in accordance with requirements under these regulations.  

(6) For such part of the escrow account as is in the form of a bank guarantee, such bank guarantee shall 

be in favour of the manager to the open offer and shall be kept valid throughout the offer period and for 

an additional period of thirty days after completion of payment of consideration to shareholders who 

have tendered their shares in acceptance of the open offer.  

(7) For such part of the escrow account as is in the form of securities, the acquirer shall empower the 

manager to the open offer to realise the value of such escrow account by sale or otherwise, and in the 

event there is any shortfall in the amount required to be maintained in the escrow account, the 

manager to the open offer shall be liable to make good such shortfall.  

(8) The manager to the open offer shall not release the escrow account until the expiry of thirty days 

from the completion of payment of consideration to shareholders who have tendered their shares in 

acceptance of the open offer, save and except for transfer of funds to the special escrow account as 

required under regulation 21.  

(9) In the event of non-fulfillment of obligations under these regulations by the acquirer the Board may 

direct the manager to the open offer to forfeit the escrow account or any amounts lying in the special 

escrow account, either in full or in part.  

Ensure to obtain following undertakings/authorization:  

1. A letter duly authorizing Target Company to realize the value of escrow account in terms of Takeover 

Regulations.  

2. An undertaking to Target Company that none of the Acquirer/Persons Acting in Concert have been 

prohibited by SEBI from dealing in securities, in terms of direction issued under Section 11B of SEBI Act.  

3. An undertaking from the sellers, promoters, directors of the Target Company that they have not been 

prohibited by SEBI from dealing in securities, in terms if direction issued under Section 11B of SEBI Act.  

4. An undertaking from the Target Company that it has complied with the provisions of Listing 

Agreement, and that any non-compliance or delayed compliance has been brought to the notice of 

Target Company. 



 DUE DILIGENCE FOR ISSUE OF SECURITIES 

 A public company may issue securities to public through prospectus - Public offer by complying with the 

provisions of Part I of chapter III – Prospectus and Allotment of Securities; or through private placement 

by complying with the provisions of Part II of chapter III – Prospectus and Allotment of Securities; or 

Through a rights issue or a bonus issue in accordance with the provisions of the Act and in case of a 

listed company or a company which intends to get its securities listed also with the provisions of the 

Securities and Exchange Board of India Act, 1992 and the rules and regulations made thereunder, the 

key regulation governing the issue of securities and preparation of financial information are  

• The SEBI (Issue of Capital and Disclosure Requirement) Regualation,2009/2018  

• The SEBI (Listing Obligation and Disclosure Requirement) Regulations, 2015.  

While the specific requirements in connection with issue of securities are different under the Companies 

Act, 2013 and SEBI Laws & Regulations made thereunder, any non-compliance in these regulations are 

generally impose liability if the offering memorandum or prospectus contains a materially incorrect or 

misleading statement or omits a material fact, However in certain conditions the complete issue of 

securities stand cancelled. The violation of any applicable liability provisions may result in liability for 

offering participants, in particular the issuer and the underwriters. 

 DUE DILIGENCE REPORT FOR BANK  

The Reserve Bank of India vide its Notification No. DBOD NO. BP. BC. 46/08.12.001/2008-09 dated 

September 19, 2008 advised all the scheduled commercial Banks (excluding RRBs and LABs) to obtain 

regular certification (DILIGENCE REPORT) by a professional, preferably a Company Secretary, regarding 

compliance of various statutory prescriptions that are in vogue, as per specimen given in the aforesaid 

notification. Further RBI vide its Notification dated January 21, 2009 also advised all Primary Urban 

Cooperative Banks to obtain Diligence Report. Subsequently the RBI vide its Notifications dated 

December 08, 2008 and February 10, 2009 revised the format of Diligence Report for Scheduled 

Commercial Banks and also for Primary Urban Co-operative Banks vide its Notification dated February 

12, 2009. 

 The Practising Company Secretary (PCS) is required to certify compliance in respect of matters specified 

in the RBI Notification as already stated in the prescribed format which has been subsequently revised 

and streamlined by RBI. 

GUIDANCE ON DILIGENCE REPORTING  

The following paragraphs outline the compliance inputs that may be relied upon by the PCS for the 

purpose of issue of Diligence Report. Compliance inputs and checklist are indicative and PCS shall not 

exclusively rely upon that but use that as a guide and apply his own judgment to determine what is to be 

checked and to what extent.  



Period of Reporting -Annexure III to the above RBI Notification provides that the Diligence Report shall 

be made on a half yearly basis.  

Secretary in Whole-Time Practice-Section 2(25) of the Companies Act, 2013 defines “Company 

Secretary in practice” as a secretary who is deemed to be in practice under sub-section (2) of Section 2 

of the Company Secretaries Act, 1980. Thus, a member of the Institute of Company Secretaries of India, 

who is not in full-time employment, can become a Secretary in whole-time practice . 

 Right to Access Records and Methodology for Diligence Reporting -To enable the PCS to issue the 

Diligence Report, the Company (borrower) should provide the PCS access at all times to the books, 

papers, minutes books, forms and returns filed under various statutes, documents and records of the 

company, whether kept in pursuance of the applicable laws or otherwise and whether kept at the 

registered office of the company or elsewhere which he considers essential for the purposes of Diligence 

Reporting. 

Reporting with Qualification -The qualification, reservation or adverse remarks, if any, may be stated by 

the PCS at the relevant places. It is recommended that the qualifications, reservations or adverse 

remarks of PCS, if any, should be stated in thick type or in italics in the Diligence Report. If the PCS is 

unable to form any opinion with regard to any specific matter, the PCS shall state clearly the fact that he 

is unable to form an opinion with regard to that matter and the reasons thereof. If the scope of work 

required to be performed is restricted on account of limitations imposed by the company or on account 

of circumstantial limitations ,the Report shall indicate such limitation.. 

 Professional Responsibility and Penalty for False Diligence Report - Company Secretaries must take 

adequate care while issuing Diligence Report. Any failure or lapse on the part of a Practising Company 

Secretary (PCS) in issuing a Diligence Report may not only attract penalty for false Reporting and 

disciplinary action for professional or other misconduct under the provisions of the Company Secretaries 

Act, 1980 but also make him liable for any injury caused to any person due to his/her negligence in 

issuing the Diligence Report. Therefore, it becomes imperative for the PCS that he/she exercises great 

care and caution while issuing the Diligence Report and also adheres to the highest standards of 

professional ethics and excellence in providing his/her services.  

Communication to earlier incumbent: As per the provisions of clauses (8) and (11) of Part I of the First 

Schedule to the Company Secretaries Act, 1980, whenever a new incumbent is assigned the Diligence 

Report work, he should first communicate his appointment to the earlier incumbent in writing by 

registered post. Where, however, in the same year a Company Secretary in whole-time practice is 

appointed in place of another Company Secretary in whole time practice, who was appointed initially, 

the new incumbent should not only first communicate the same to the previous incumbent in writing by 

Registered Post but also first seek his consent (preferably in writing).  

 

 



FEMA DUE DILIGENCE  

Foreign Exchange Management Act (FEMA) is the legislation which governs the foreign currency in India. 

The main aim of FEMA is to facilitate external trade, balance the payments, promote the orderly 

development, and maintain the foreign exchange market in India. Doing Compliance for cross border 

transactions in India is a big challenge for most of the companies covered in the FEMA. Further, an 

increased flow of funds, inbound as well as outbound has increased the level of check on compliances in 

context of foreign exchange.  

The following are covered under the FEMA Due diligence:  

• Capital Accounts transactions  

• Current account transaction  

• Currency Transactions  

• Regulations, Master Directions and Circulars issued by RBI  

• FDI Policy, approvals  

• Setting up of Business through Liaison office, Branch office, project office, wholly owned subsidiaries, 

joint ventures, foreign institutional investors, and foreign venture capital investor, Non-Resident of India 

/ person of Indian origin. 

 FCRA DUE DILIGENCE  

The FCRA, 2010 replaces the erstwhile Foreign Contribution (Regulation) Act of 1976. The FCRA 

legislation state that an organization cannot receive funding from a foreign source, unless it is registered 

under the Foreign Currency (Regulations) Act , 2010 or has obtained special government approval for a 

specific project. Also the registered NGOs need to comply with various post-registration requirements, 

as detailed in the provisions of the Act and its rules of enforcement. 

 NGOs in India are categorized under three legal categories: society, trust, and a limited company. These 

may be founded for a specific cultural, economic, educational, religious, or social purpose. These 

organizations are heavily regulated by respective state and government agencies. However, at the state 

level, an NGO can be registered as any of the following:  

• Society under the Registrar of Societies;  

• Public trust through the execution of a trust deed; or,  

• Limited company under Section 8 of the Companies Act, 2013. 

 

 



 Scope of the Act  

The Act categorically defines ‘foreign contributions’ as a donation, delivery, or transfer made by a 

foreign source of: Any article (unless offered for individual personal use), the value of which must not 

exceed US$387 (Rs 25,000);Currency – foreign or Indian; or, Foreign securities, including all foreign 

debentures, bonds, shares, stocks, and other instruments of credit (income or interest generated from 

these sources are also treated as foreign contribution under the FCRA).  

Registration and prior approval  

Once approved by the Ministry of Home Affairs (MHA), NGOs are legally entitled to accept foreign funds 

under the FCRA. To obtain this eligibility, NGOs can either opt for special permission or go for a long-

term registration that is valid for a period of five years. In the case of the former, MHA approval must 

always be sought prior to receiving contributions. In the case of the latter, NGOs only have to apply for 

renewal six months prior to the ending of the registration period. 

Foreign funding NGOs have to open and maintain bank accounts, which will exclusively deal with the 

receipt and utilization of foreign contributions, as required under FCRA rules. A separate set of accounts 

and records must be maintained, exclusively for these transactions.  

Due diligence & reporting requirements  

The most important reporting requirement under the FCRA is the submission of annual returns. All 

NGOs are required to submit their annual returns to the federal government within nine months from 

the closure of the previous financial year. This return has to include all the details of the contributions 

received, namely: 

 • Source and manner in which it is received;  

• Purpose for which it was received; and,  

• Manner of usage of the contributions.  

NON DISCLOSURE AGREEMENT (NDA) 

 NDAs are common in business, as it provide a safe guard to protect trade secrets and other confidential 

information which are meant to be kept under wraps. Information commonly protected by NDAs might 

include research & development activities, innovations for a new product, client information, sales and 

marketing plans, or a unique manufacturing process. The nondisclosure agreement ensures that the 

business secrets will stay underground, and in case of any failure, the company is eligible to have legal 

recourse and to sue for damages.  

This means it will be considered as breach of agreement, when it encourages others to breach it, or 

allow others to access the confidential information through improper or unconventional methods 

 



 The Confidentiality agreements typically serve three key functions:  

• To protect sensitive information. By signing an NDA, participants promise to not divulge or release 

information shared with them by the other people involved. If the information is leaked, the injured 

person can claim breach of contract. 

 • In the case of new product or concept development, a confidentiality agreement can help the 

inventor keep patent rights. In many cases, public disclosure of a new invention can void patent rights. A 

properly drafted NDA can help the original creator hold onto the rights to a product or idea.  

• Confidentiality agreements and NDAs expressly outline what information is private and what's fair 

game. 

 Content of the Non-Disclosure Agreements 

1. Definitions and exclusions of confidential information 

Definitions of confidential information spell out the categories or types of information covered by 

the agreement. This specific element serves to establish the rules-or subject/consideration-of the 

contract without actually releasing the precise information.  

2. Obligations from all involved people or parties; and time periods 

 At the same time, nondisclosure agreements often exclude some information from protection. 

Exclusions might comprise information already considered common knowledge or data collected 

before the agreement was signed. Additionally, Time periods are also commonly addressed in NDAs 

and usually require that the party receiving the information stays mum for a number of years. 
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UNIT 20: Due diligence-II-Impact Assessment of Non-Compliances 

NON COMPLIANCES UNDER THE COMPANIES ACT, 2013 

 
The Ministry of Corporate Affairs (MCA) administers the Companies Act, 2013 (hereinafter 

called the ‘act’) with its Headquarter at New Delhi and is executing its prose through the office 

of Regional Director (“RD”), Registrar of Companies (“ROCs”), Official Liquidators (“OL”) and 

Serious Fraud Investigation Office (“SFIO”). 

 
Under the Companies Act,2013 Offences can be classified in the following manner: 

(i) Depending on the type of punishment: Punishment includes fine, penalty and imprisonment. 

The law may impose either of these or a combination of these as an alternative or an addition. 

As such, there are following types of offences:  

 Offences punishable with imprisonment only. 

 Offences punishable with fine only. 

 Offences punishable with fine or imprisonment. 

 Offences punishable with fine or imprisonment or both. 

 Offences punishable with fine and imprisonment. 

 Offences punishable with penalty only. 

Such Offences can be broadly categorised into 3 categories: 

(i) Those punishable mandatorily with imprisonment, 

(ii) Those where imprisonment might be ordered, and 

(iii) Where there is no scope of imprisonment. 

(ii) Depending on Cognizability: Whether a person can be arrested with or without a warrant will 

depend on whether the offence is 'cognizable' or 'non-cognizable', as defined under Cr. PC: 

 Cognizable Offences are offences for which a police officer may, in accordance with law, arrest 

without warrant. 

 Non-cognizable Offences are offences for which a police officer has no authority to arrest 

without warrant. 

(iii) Depending on Bail ability: This covers the offences which are Bailable or which require the 

Judicial Custody. 

 PROCESS OF PROSECUTION UNDER THE COMPANIES ACT, 
2013
  

1. Generally, at the time of scrutinizing the Balance Sheet and Other Financial/Non-Financial 

Statements of the Company, if Registrar of Companies come across any lapses on part of the 

Company in recording the transactions and irregularities etc. and observed provisions of 

Companies Act 1956/2013 has been violated by the Company and Officers in preparation of 

these Statements, the Registrar of Companies issues show cause notice to the company / 

officers in default.  

2. On such Show cause notice being issued to the company, it is the responsibility of the 

Company to make sure all details sought by the Registrar of Companies “ROC” is properly 

provided to the satisfaction of the Registrar of Companies. 

3. If Registrar of Companies is convinced with the explanation given by the company and upon 

getting proper documents and back papers, he may drop the proceedings. 
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4. In case, the company is not in a position to prove its genuineness in providing the details 

sought for by the Registrar of Companies, then the Registrar of Companies will serve show 

cause notice to the directors as officers in default and company stating that why action shall not 

be taken by the Registrar of Companies against the company for the lapse in compliance as 

observed by Registrar of Companies.  

5. In such case the company have an option of either satisfying the Registrar of Companies by 

providing required documents and details sought for or if it is not in a position to prove that the 

company genuinely recorded the financial transactions and maintain books of accounts in 

compliance with the provisions of the Act, approach National Company Law Tribunal (“NCLT”)to 

compound the offences committed by the company accepting that there are lapses on part of 

the Company as well as directors in complying the provisions of the Act. 

6. In case, the company is failed to compound the offences with National Company Law Tribunal 

(“NCLT”),  then the Registrar of Companies will proceed further to file a complaint against the 

company and its directors with the authority having jurisdiction to try the said offences after 

obtaining permission from the Ministry. 

 

COMPOUNDING OF OFFENCE 

 

1. As per provision of Section 441 (1) of the Act, 2013, Any offence punishable under this Act, 

whether committed by a company or any officer thereof not being an offence punishable with 

imprisonment only, or punishable with imprisonment and also with fine, may, either before or 

after the institution of any prosecution, be compounded. 

2. As per provision of section 441(6) of the Act, 2013 any offence which is punishable under this 

act with imprisonment or fine, or offence punishable with imprisonment or fine or with both, shall 

be compoundable with the permission of the Special Court(Provision of Section 435 of the Act, 

2013 lay down the law of establishing the special courts by the central government for speedy 

trial of offences which are punishable under this Act with imprisonment for 2 years or more) 

Who compounds the offence? 

Any   offence   be   compounded   by    the National Company Law Tribunal; or where the 

maximum amount of fine which may be imposed for such offence does not exceed twenty five 

lakh rupees, by the Regional Director or any officer authorized by the Central Government. The 

sum so specified shall not, in any case, exceed the maximum amount of the fine which may be 

imposed for the offence so compounded: 

The provisions of the Companies Act, 2013 provide for establishment of Special Courts. 

Offences under the Companies Act, 2013 shall be tried only at Special Courts. Complaints can 

be filed by Shareholder, ROC or any officer authorized by Central Government. It is also provided 

that the Special Court should not take cognizance of any offence except upon a complaint in 

writing made by- 

(i) the Director, Serious Fraud Investigation Office; or 

(ii) any officer of the Central Government authorised, by a general or special order in writing in this 

behalf by that Government. 

The stringent penalties prescribed for non-compliance under each section, providing statutory 

status to Serious Fraud Investigation Office and placing the report of SFIO on par with police 

report, giving it power to arrest, introduction of section 447 providing severe Punishment for 

Fraud etc. all drive at the point that the Companies Act 2013 is extremely serious on compliance 

and it has also provided for an effective and time bound enforcement machinery to inflict it. 
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 DEALING WITH COMPLAINT BY ROC AND SFIO IN SPECIAL 
COURT
  

 The registrar of companies and the SFIO are empowered to file complaint before a magistrate if 

they are of an opinion that a particular company has been in default according to companies 

act,2013 or is pursuing its activities violating the law of the land. They can file a complaint under 

section 190 of the criminal procedure code,1973. But the difference lies in how the complaint 

is treated. 

 The SFIO has been empowered under the section 212 of the companies act to file a complaint. 

The complaint of SFIO is treated as police report under section 173 of the Criminal Procedure 

Code, 1973. Whereas, the complaint filed by the Registrar of Companies is not considered as a 

police report but a private complaint under section 190 of the Criminal Procedure Code, 1973. 

The complaint by the registrar of companies has to pass through the hurdle of pre-trial evidence 

on the same platform as that of the complaint of SFIO. 

 When a complaint is received by the Magistrate, the power to take cognizance on the basis of 

such complaint is under Section 190 of Criminal Procedure Code, 1973. However, further action 

on such complaint has to be taken under Sections 200-204 of Criminal Procedure Code, 1973.  

 The complaint filed by SFIO does not have to pass through the process of section 200 to 203 as 

mentioned above. After a complaint has been filed by the SFIO it is treated as police report and 

it directly proceeds to the section 204 and the next stage of trial that is issuing of summons or 

warrants. Whereas the complaint filed by the Registrar of Complaints has to pass through the 

procedure mentioned under section 200 to 203 which causes a delay in the prosecution initiated 

by the registrar of companies. 

 Difference between Fine and 
Penalty
  

The Companies Act, 2013 contains provisions for adjudication of penalties by officers of the 

Central Government. Fine and penalty, though may sound similar, but are different. Fine can be 

imposed only by a Court of law, but penalty may be imposed even by an administrative office(r). 

Therefore, imposition of fine requires prosecution in a Court of law, whereas penalty may be 

imposed by way of adjudication. 

 
COMPOUNDING
  

As per the Black’s Law Dictionary, to “Compound” means “to settle a matter by a money 

payment, in lieu of other liability. ”This definition thoughtfully represents the concept of 

Compounding as a Settlement Mechanism, a settlement by paying the penalty in lieu of facing 

the prosecution for the offence committed. The meaning of word compounding of offence is not 

defined under Companies Act, 2013, or any other previous company law. 

 COMPOUNDING OF CERTAIN OFFENCES UNDER COMPANIES ACT, 
2013
  

Compoundable offence 
 
The offences that are not mandatorily punishable with imprisonment are compoundable, as 
enlisted below: 

 Offences punishable with fine only.  

 Offences punishable with fine or imprisonment. 
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 Offences punishable with fine or imprisonment or both. 

 In such types of offences the punishment may or may not include imprisonment. 

Non-compoundable Offence 
 
Offences punishable with imprisonment mandatorily are non-compoundable offences. 

Therefore, the following offences are non-compoundable: 

 Offences punishable with imprisonment only 

 Offences punishable with both imprisonment and fine 

 Any offence for which action is taken under Section 447, i.e., fraud, is non -compoundable, as 

the punishment therefor is fine and imprisonment 

 

 

 

 

Punishable with 

 
 

 

 

COMPOUNDABLE AND NON-COMPOUNDABLE OFFENCES 

 

 EFFECTS OF 

COMPOUNDING

  

 If the offence is compounded before the institution of prosecution, the prosecution cannot be 

launched against the person by the Registrar or by any shareholder of the company or by any 

person authorised by the Central Government in relation to the offence which has been 

compounded. 

 If the offence is compounded after the institution of prosecution, such compounding shall be 

brought by the Registrar in writing, to the notice of the Court in which the prosecution is pending. 

Then the person shall be discharged. 

 ADJUDICATION AT 
SEBI
  

1. In case of violation, the board may by order in writing, direct any person to investigate the 

affairs of such intermediary or persons associated with the securities market and to report 

Offence 

Imprisonment Fine or 

or both 

Fine Imprisonment 
and Fine 

Fine or 

Imprisonment 

Compoundable Non 
Compoundable 
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thereon to the Board. 

 

2. Further, The Investigation authority may call for original or certified copies of the all the books, 

registers, other documents and record of, or relating to, the company or, as the case may be; 

and keep in its custody for six months. 

3. The investigation authority may examine on oath, any manager, managing director, officer 

and other employee of any intermediary or any person associated with securities market in any 

manner 

4. In case, where any person fails without reasonable cause or refuses for such action shall be 

punishable with imprisonment for a term which may extend to one year, or with fine, which may 

extend to one crore rupees, or with both, and also with a further fine which may extend to five 

lakh rupees for every day after the first during which the failure or refusal continues. 

5. Further, The Investigating Authority has authorized to make an application to the Magistrate 

or Judge of  such designated court in Mumbai or such other authority notified by the Central 

Government for an order for the seizure of such books, registers, other documents and record. 

Upon such application the Magistrate or Judge of the Designated Court may, by order, authorise 

the Investigating Authority – 

(a) to enter, with such assistance, as may be required, the place or places where such books, 

registers, other documents and record are kept; 

(b) to search that place or those places in the manner specified in the order; and 

(c) to seize books, registers, other documents and record, it considers necessary for the purposes 

of the investigation: 

However, the Magistrate or Judge of the Designated Court should not authorise seizure of 

books, registers, other documents and record, of any listed public company or a public company 

(not being the intermediaries specified under section 12) which intends to get its securities listed 

on any recognised stock exchange unless such company indulges in insider trading or market 

manipulation. 

 PUNISHMENT FOR NON-COMPLIANCES UNDER SEBI ACT, 
1992
  

Section 24(1) of the SEBI Act,1992, Provide that without prejudice to any award of penalty by 

the adjudicating officer, if any person contravenes or attempts to contravene or abets the 

contravention of the provisions of SEBI Act or of any rules or regulations made thereunder, he 

shall be punishable with imprisonment for a term which may extend to ten years, or with fine, 

which may extend to twenty-five crore rupees or with both. 

In case, If any person fails to pay the penalty imposed by the adjudicating officer or fails to 

comply with any of his directions or orders, he shall be punishable with imprisonment for a term 

which shall not be less than one month but which may extend to ten years, or with fine, which 

may extend to twenty-five crore rupees or with both. 

Further, the Section 28A of the SEBI Act, 1992 also provides that if a person fails to pay the 

penalty imposed by the adjudicating officer or fails to comply with any direction of the Board for 

refund of monies or fails to comply with a direction of disgorgement order issued under section 

11B or fails to pay any fees due to the Board, the Recovery Officer may draw up under his 

signature a statement in the specified form specifying the amount due from the person (referred 

to as certificate) and shall proceed to recover from such person  the amount specified in the 

certificate by one or more of the following modes, namely:— 

(a) attachment and sale of the person's movable property;  
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(b) attachment of the person's bank accounts; 

 
(c) attachment and sale of the person's immovable property; 

 
(d) arrest of the person and his detention in prison; 

 
(e) appointing a receiver for the management of the person's movable and immovable properties, 

 
Further, Section 12A of the SEBI Act, 1992 which provides for the Prohibition of manipulative 

and deceptive devices, insider trading and substantial acquisition of securities or control provides 

that No person shall directly or indirectly: 

(a) use or employ, in connection with the issue, purchase or sale of any securities listed or proposed 

to be listed on a recognized stock exchange, any manipulative or deceptive device or contrivance 

in contravention of the provisions of SEBI Act or the rules or the regulations made thereunder; 

(b) employ any device, scheme or artifice to defraud in connection with issue or dealing in securities 

which are listed or proposed to be listed on a recognised stock exchange; 

(c) engage in any act, practice, course of business which operates or would operate as fraud or 

deceit upon any person, in connection with the issue, dealing in securities which are listed or 

proposed to be listed on a recognised stock exchange, in contravention of the provisions of this 

Act or the rules or the regulations made thereunder; 

(d) engage in insider trading; 
 

(e) deal in securities while in possession of material or non-public information or communicate such 

material or non-public information to any other person, in a manner which is in contravention of 

the provisions of this Act or the rules or the regulations made thereunder; 

(f) acquire control of any company or securities more than the percentage of equity share capital of 

a company whose securities are listed or proposed to be listed on a recognized stock exchange 

in contravention of the regulations made under this Act. 

 
Compounding of offences under SEBI Act, 1992 

 
According to Section 24 A of the SEBI Act, 1992,any offence punishable under this Act, not being 

an offence punishable with imprisonment only, or with imprisonment and also with fine, may 

either before or after the institution of any proceeding, be compounded by a Securities Appellate 

Tribunal (SAT) or a court before which such proceedings are pending 

 

 PENALTIES AND ADJUDICATION UNDER SEBI ACT, 

1992

  

(i) Penalty for failure to furnish information, return, etc. 
 
Section15A. If any person, who is required under SEBI Act or any rules or regulations made 
thereunder,— 

(a) to furnish any document, return or report to the Board, fails to furnish the same, he shall be 

liable to a penalty which shall not be less than one lakh rupees but which may extend to one 

lakh rupees for each day during which such failure continues subject to a maximum of one 

crore rupees; 

(b) to file any return or furnish any information, books or other documents within the time 

specified therefor in the regulations, fails to file return or furnish the same within the time 

specified therefor in the regulations, he shall be liable to a penalty which shall not be less than 
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one lakh rupees but which may extend to one lakh rupees for each day during which such 

failure continues subject to a maximum of one crore rupees; 

(c) to maintain books of account or records, fails to maintain the same, he shall be liable to a 

penalty which shall not be less than one lakh rupees but which may extend to one lakh 

rupees for each day during which such failure continues subject to a maximum of one crore 

rupees. 

(ii) Penalty for failure by any person to enter into agreement with clients 

 
15B- one lakh rupees but which may extend to one lakh rupees for each day during which 

such failure continues subject to a maximum of one crore rupees. 

(iii) Penalty for failure to redress investors’ grievances 
 
Section 15C. one lakh rupees but which may extend to one lakh rupees for each day during 

which such failure continues subject to a maximum of one crore rupees. 

(iv) Penalty for certain defaults in case of mutual funds 
 
Section 15D. If any person, who is— 

(a) required to obtain a certificate of registration from the Board for sponsoring or carrying on any 

collective investment scheme, including mutual funds, sponsors or carries on any collective 

investment scheme, including mutual funds, without obtaining such certificate of registration, he 

shall be liable to a penalty which shall not be less than one lakh rupees but which may extend 

to one lakh rupees for each day during which he sponsors or carries on any such collective 

investment scheme including mutual funds subject to a maximum of one crore rupees; 

(b) registered with the Board as a collective investment scheme, including mutual funds, for 

sponsoring or carrying on any investment scheme, fails to comply with the terms and conditions 

of certificate of registration, he shall be liable to a penalty which shall not be less than one lakh 

rupees but which may extend to one lakh rupees for each day during which such failure 

continues subject to a maximum of one crore rupees; 

(v) Penalty for failure to observe rules and regulations by an asset management company 
 
Section 15E. same. 

(vi) Penalty for default in case of stock brokers(same) 

 
Section 15F. If any person, who is registered as a stock broker under this Act,— 

(a) fails to issue contract notes  

(b) fails to deliver any security or fails to make payment of the amount due to the investor  

(c) charges an amount of brokerage which is in excess of the brokerage specified in the regulations 

(vii) Penalty for insider trading 
 
Section 15G.If any insider who,— 

(i) either on his own behalf or on behalf of any other person, deals in securities of a body 
corporate 

listed on any stock exchange on the basis of any unpublished price-sensitive information; or 

(ii) communicates any unpublished price-sensitive information to any person, with or without his 

request for such information except as required in the ordinary course of business or under any 

law; or 

(iii) counsels, or procures for any other person to deal in any securities of any body corporate on the 
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basis of unpublished price-sensitive information, shall be liable to a penalty which shall not be 

less than ten lakh rupees but which may extend to twenty-five crore rupees or three times 

the amount of profits made out of insider trading, whichever is higher. 

(viii) Penalty for non-disclosure of acquisition of shares and takeovers 
 
Section 15H.If any person, who is required under this Act or any rules or regulations made 

thereunder, fails to,— 

(i) disclose the aggregate of his shareholding in the body corporate before he acquires any 

shares of that body corporate; or 

(ii) make a public announcement to acquire shares at a minimum price; or 

(iii) make a public offer by sending letter of offer to the shareholders of the concerned company; or 

(iv) make payment of consideration to the shareholders who sold their shares pursuant to letter of 
offer, 
 
he shall be liable to a penalty which shall not be less than ten lakh rupees but which may extend 

to twenty- five crore rupees or three times the amount of profits made out of such failure, 

whichever is higher. 

(ix) Penalty for fraudulent and unfair trade practices 
 
Section 15HA. If any person indulges in fraudulent and unfair trade practices relating to 

securities, he shall be liable to a penalty 89 which shall not be less than five lakh rupees but 

which may extend to twenty-five crore rupees or three times the amount of profits made 

out of such practices, whichever is higher. 

(x) Penalty for contravention where no separate penalty has been provided 

 
Section 15HB. Whoever fails to comply with any provision of this Act, the rules or the regulations 

made or directions issued by the Board thereunder for which no separate penalty has been 

provided, shall be liable to a penalty which shall not be less than one lakh rupees but which may 

extend to one crore rupees. 

(xi) Factors to be taken into account by the adjudicating officer. 

 
Section 15J. While adjudging quantum of penalty under section 15-I, the adjudicating officer 

shall have due regard to the following factors, namely :— 

(a) the amount of disproportionate gain or unfair advantage, wherever quantifiable, made as a 

result of the default; 

(b) the amount of loss caused to an investor or group of investors as a result of the default; 
 

(c) the repetitive nature of the default. 
 
Explanation.—For the removal of doubts, it is clarified that the power of an adjudicating officer 

to adjudge the quantum of penalty under sections 15A to 15E, clauses (b) and (c) of section 15F, 

15G, 15H and 15HA shall be and shall always be deemed to have been exercised under the 

provisions of this section. 

 

 STANDARD OPERATING PROCEDURE 

(SOP)

  

The SEBI has issued the following SOP for dealing with the Non compliances under SEBI 

(LODR) Regulation, 2015. If a listed entity is non-compliant with the provisions of the Listing 
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Regulations, the stock exchange(s) should: 

(a) move the scrip of the listed entity to "Z" category wherein trades shall take place 

on 'Trade for Trade' basis by following the below procedure 

i. If a listed entity commits default in complying with the provisions of the Listing Regulations 

as specified under paragraph 2 above,  the concerned recognised stock  exchange(s) shall,  

in  addition to imposing fine under paragraph 1 in Annexure I of this Circular, move the scrip 

of the listed entity to "Z" category wherein trades shall take place on 'Trade for Trade' basis. 

ii. The recognized stock exchange(s) shall give 7 days prior public notice to investors before 

moving the scrip to "Z" category or while moving the scrip out of "Z" category. While issuing 

the notice, the recognized stock exchange(s) shall intimate the other recognized stock 

exchange(s) where the shares of the non-compliant entity are listed. 

iii. The recognised stock exchange(s) shall move back the scrip of the listed entity from "Z" 

category to the normal trading category (if not suspended as specified in paragraph B 

below), provided it complies with respective provisions of the Listing Regulations and pays 

the fine imposed as stated above. While moving the scrip back to normal trading category 

the recognized stock exchange(s)  

shall intimate the other recognized stock exchange(s) where the shares of the non-

compliant entity are listed. 

(b) suspend trading in the shares of such listed entity by following the below 
procedure 

i. Before  suspending  the trading of  a  scrip,  the  concerned  recognized stock 

exchange(s)shall send written intimation to the non-compliant listed entity calling upon it to 

comply with respective requirement(s) and pay the applicable fine within 21 days of the 

date of the intimation. While issuing the said intimation, the recognized stock exchange(s) 

shall also inform other recognized stock exchange(s) where the shares of the non-compliant 

entity are listed to ensure that the date of suspension is uniform across all the recognised 

stock exchange(s).  Simultaneously,  the recognized stock exchange(s) shall give a public 

notice on its website proposing possible suspension of trading in the shares of the non-

compliant listed entity. 

ii. If the non-compliant listed entity complies with respective requirement(s) and pays fine two 

working days before the proposed date of suspension, the trading in its shares shall  not  

be  suspended  and the concerned recognized stock exchange(s) shall give a public notice 

on  its  website  informing compliance by the listed entity. While issuing the said notice, the 

recognized stock exchange(s) shall send intimation of notice to other recognized stock 

exchange(s) where the shares of the entity are listed. Simultaneously, the recognized stock 

exchange(s) shall intimate the depositories to unfreeze the entire shareholding  of  the  

promoter  and promoter group in such entity as well as all other securities held in the demat 

account of the promoter  and  promoter  group, after one month from the date of compliance. 

iii. In case of failure to comply with  respective requirement(s)  and/or  pay fine within  stipulated  

period, the recognized stock exchange(s) shall suspend the trading in the shares of a non- 

compliant listed entity. The entire shareholding of the promoter and promoter group in the 

non-compliant listed entity as well as all other securities held in the demat account(s)of  the 

promoter and promoter group shall remain frozen during the period of suspension. 
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iv. While suspending trading in the shares of the non-compliant entity, the recognized stock 

exchange(s) shall send intimation of suspension  to other  recognized  stock  exchange(s)  

where the shares of the non-compliant entity are listed to  ensure  that  the  date  of  

suspension  is  uniform across all the recognised stock exchange(s). 

v. After 15 days of suspension, trading in the shares of non-compliant entity may be allowed  

on  'Trade  for  Trade' basis,  on  the  first  trading  day  of every  week  for  6  months.   In   

this   regard,  the  recognized  stock exchange(s)shall  give  instruction  to  its  trading  

members to  obtain confirmation from clients before accepting an order for purchase of 

shares of the non- compliant listed entity on' Trade for Trade' basis. 

vi. The recognized stock exchange(s) shall put in place a system to publish a caution message 

on its trading terminals, as follows: "Trading in shares of the <Name of the Listed Entity>is 

presently under 'suspension and trade to trade basis' and trading shall stop completely and 

compulsory delisting may be initiated if <Name of the Listed Entity>does not become 

compliant by <Date>". 

2. If the non-compliant listed entity complies with the Requisite requirement(s) after 

the date of suspension and pays the applicable fine, the recognized stock 

exchange(s) shall revoke the suspension of trading of its shares by following the 

below procedure 

i. If the non-compliant listed entity complies with the  aforesaid requirement(s) and pays the  

applicable fine after trading is suspended in the shares of  the non-compliant  entity,  the  

recognized stock exchange(s) shall, on the date of compliance, give a public notice on its 

website informing compliance by the listed entity. The recognized stock exchange(s)shall 

revoke the suspension of trading of its shares after a period of 7 days from the date of such 

notice. 

While issuing the said notice, the recognized stock exchange(s) shall send intimation of 

notice to other recognized stock exchange(s) where the shares of the entity are listed. After 

revocation of suspension, the  trading  of  shares  shall  be permitted only in 'Trade for 

Trade' basis for a period  of 7 days from the date of revocation and thereafter, trading in the 

shares of the entity shall be shifted back to the normal trading category. 

ii. The recognized stock exchange(s) shall intimate the depositories to unfreeze the entire 

shareholding of the promoter and promoter group in such entity as well as all other 

securities held in the demat account of the promoter and promoter group, after three months 

from the date of revocation of the suspension 

3. If  the   non-compliant   listed   entity   fails   to   comply   with   the   aforesaid 

requirement(s)or fails to pay the applicable fine within 6 months from the date of 

suspension, the recognized  stock  exchange(s)  shall initiate  the process of compulsory  

delisting  of  the  non-compliant  listed  entity  in accordance with  the provisions of the 

Securities Contracts (Regulation) Act, 1956, the Securities Contracts (Regulation) Rules, 

1957 and the Securities and Exchange Board of India (Delisting of Equity Shares) 

Regulations, 2009 as amended from time to time . 

 CONTRAVENTION AND COMPOUNDING UNDER FEMA 
REGULATIONS:
  



20.11 

It is a voluntary process in which an individual or a corporate seeks compounding of an 

admitted contravention. It provides comfort to any person who contravenes any provisions 

of FEMA, 1999 \by minimizing transaction costs. Willful, malafide and fraudulent 

transactions are, however, viewed seriously, which will not be compounded by the Reserve 

Bank.  

If the Enforcement Directorate is of the view that the compounding proceeding relates to a 

serious contravention suspected of money laundering, terror financing or affecting 

sovereignty and integrity of the nation, such cases will not be compounded by the Reserve 

Bank. 

Timelines for application for 
compounding
  

When a person is made aware of the contravention of the provisions of FEMA, 1999 by the 

Reserve Bank or any other statutory authority or the auditors or by any other means, she/he 

may apply for compounding. One can also make an application for compounding, suo moto, 

on becoming aware of the contravention. 

 Documents for application for 
compounding
  

The compounding of contraventions under Foreign Exchange Management Act (FEMA), 

1999 is a voluntary process by which an applicant can seek compounding of an admitted 

contravention of any provision of FEMA, 1999 under Section 13(1) of the FEMA, 1999. 

The Forms prescribed are given below: 

1) The application having details of applicant, nature of contravention and facts of the cases 

2) The details of irregularities whether relating to Foreign Direct Investment, External 

Commercial Borrowings, Overseas Direct Investment and Branch Office/ Liaison Office, 

as applicable . 

3) Undertaking that the applicant is not under investigation of any agency such as DOE, CBI, 

etc. in order to complete the compounding process within the time frame 

4) Mandate and details of their bank account: 
 

Personal Hearing 

 
1. It is not mandatory to attend the personal hearing. In case a person opts not to attend 

the personal hearing he may indicate his preference in writing.  

 

2. However, another person may be authorised by the applicant to attend the personal 

hearing on his behalf but only with proper written authority. It has to be ensured that the 

person appearing on behalf of the applicant is conversant with the nature of contravention 

and the related matters. 

 
3. The Compounding Authority passes an order indicating details of the contravention and 

the provisions of FEMA, 1999 that have been contravened. The sum payable for 
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compounding the contravention is indicated in the compounding order. The contravention 

is compounded by payment of the amount imposed. 

 
4. On realization of the sum for which contravention is compounded, a certificate shall be 

issued by the Reserve Bank indicating that the applicant has complied with the order 

passed by the Compounding Authority. 

 
5. There cannot be a second adjudication by any authority on the contravention 

compounded.  

 Reporting of the Non-Compliance by the Company Secretaries 
 
The Company Secretary can primarily report on the non- compliance through: 

1. Secretarial Audit Report 
 

2. Certification of Annual Return 
 

3. Internal Audit Reports 
 

4. Compliance& Due Diligence Report 

 
 Manner of Reporting of Non-Compliance 

 
1. A qualification, reservation or adverse remarks, if any, should be stated by the Secretarial 

Auditor at the relevant places in his report in bold type or in italics. 

2. When the professional is not able to express an opinion on any matter, he should mention 

that he is unable to express an opinion on that matter and the reasons therefor. 

3. If the scope of work required to be performed is restricted on account of restrictions imposed 

by the company or on account of circumstantial limitations (like certain books or papers 

being in the custody of another person who is not available or a Government Authority), the 

Report should indicate such limitations. 

4. If such limitations are so material that the professional is unable to express any opinion, he 

should state that in the absence of necessary information and records, he is unable to report 

on compliance(s) relating to such areas by the Company. 

5. The professional may report with the Disclaimer of the fact and information.  
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