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Foreword
There has been a rapid increase in the 
number of Not for Profit Organisations 
(NPOs) in India. These organisations have 
to follow various accounting, tax and 
regulatory frameworks. Some of these 
organisations receive foreign contributions/
grants. Such organisations have to follow 
the Foreign Contribution (Regulation) 
Act, 2010 (FCRA). In September 2010, 
the Central Government made certain 
amendments to the FCRA. Main areas of 
amendments relate to renewal of FCRA 
registration, restriction on sub-granting 
of foreign contributions, lowering of cap 
administrative expenses from 50 per cent 
to 20 per cent, requirement to open a 
bank account with the State Bank of India, 
Parliament Street Branch, New Delhi, etc. 
In this edition of Accounting and Auditing 
Update (AAU), we explain the implications 
of these amendments on NPOs in India 
and also highlight areas of consideration 
for NPOs in order to operate efficiently and 
effectively in India.

Globally Environment, Social and 
Governance (ESG) regulatory framework 
and markets are expected to continue 
to evolve in a fast manner. In July 2021, 
the European Commission adopted a 

comprehensive package of measures to 
help improve the flow of money towards 
financing the transition to a sustainable 
economy. According to European 
Commission, financial system has a role 
to play in this transition by reorienting 
private capital to more sustainable 
investments, fostering more transparency 
and long-termism in the economy. These 
developments led European Securities 
and Markets Authority (ESMA) to build its 
Sustainable Finance Road map 2022-24 
and it was released on 11 February 2022. 
The road map sets out ESMA’s key priority 
areas – which are tackling greenwashing 
and promoting transparency, building 
National Competent Authority (NCAs) 
and ESMA’s capabilities and monitoring, 
assessing and analysing ESG markets and 
risks. Our article on this topic summarises 
key actions that ESMA plans to take 
regarding these three priority areas.

Recently SEBI at its board meeting on 
15 February 2022 made the mandatory 
requirement of separation of the role of 
Chairperson and Managing Director/Chief 
Executive Officer (CEO) to voluntary by 
listed companies. The Ministry of Corporate 
Affairs requires companies to furnish a 

corporate social responsibility report for 
the financial year 2020-21 and onwards 
as an addendum to Form AOC-4 or AOC-
4 XBRL or AOC-4 NBFC, as the case may 
be. Our regulatory updates section covers 
these and other important regulatory 
developments in India. 

We would be delighted to receive 
feedback/suggestions from you on the 
topics we should cover in the forthcoming 
editions of AAU.

Sai Venkateshwaran
Partner - Assurance 
KPMG in India

Ruchi Rastogi
Partner - Assurance
KPMG in India
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Amendments to Foreign Contribution (Regulation) Act, 2010 (FCRA)
Over the last two years, Non Profit Organisations (NPOs) in India that accept foreign 
contributions have been subject to several amendments around compliance, disclosure 
and other critical areas in the governing regulation i.e. the Foreign Contribution 
(Regulation) Act, 2010 (FCRA  or the Act). 

In September 2020, the Central Government brought out a host of critical changes to the 
FCRA severely impairing existence in the case of smaller organisations and the ability to 
collaborate with other non-profits. The amendments restricted transfer (sub-granting) of 
foreign contributions to other organisations, lowered the cap on administrative expenses 
from 50 per cent to 20 per cent and increased administrative requirements, including the 
need for a separate bank account with the State Bank of India, Parliament Street Branch, 
New Delhi to receive any foreign contribution. 

The process for renewal of registration is now subject to far greater scrutiny and inquiry 
similar to a new registration. The powers of the Government were enhanced to take 
over the assets/foreign contribution in several cases of suspension or cancellation of 
registration.

Background
Over the last decade, India has witnessed a rapid increase in the number of NPOs 
due to increase in wealth generation, rising social inequality and changing mindset of 
entrepreneurs from ‘profit generation’ to ‘contribution to society’. 

Although an NPO is subjected to various accounting, tax and regulatory framework, this 
article touches upon certain important aspects and non-compliance of such matters 
which may lead to severe consequences including levy of penalties and cancellation of 
registration under the FCRA.

Approval process

As per the provisions of the FCRA, an NPO which receives 
any donation/grant in cash or kind from a foreign source 
is required to obtain a prior approval from the Ministry 
of Home affairs (MHA) before receiving the donation/
grant. Foreign source has been defined to include all 
foreign bodies (government, citizens, companies, trusts, 
associations and international agencies).

However, following types of receipts are exempted from 
FCRA regulations:

• Funds received from specified international agencies 
such as the World Bank, the United Nations, etc.

• All statutory bodies constituted or established by or 
under a Central Act or State Act that are required to have 
their accounts compulsorily audited by the Comptroller 
and Auditor General of India.

There are two kinds of approvals granted by the MHA i.e. a 
prior approval/permission and permanent registration. 

A prior approval is required to be obtained by an NPO 
desirous of receiving one-time foreign contribution for a 
specified amount from a specified source for a specific 
purpose. Prior permission is given on case-to-case basis 
and is sought if an NPO does not have a permanent 
registration. 

A permanent registration is granted to an NPO seeking 
foreign contribution on regular basis and a one-time 
approval is granted for a period of five years. 

NPOs that have received prior permission/registration are 
required to maintain separate books of account for foreign 
contribution received and utilised.

Chapter 1

The Foreign 
Contribution 
(Regulation) Act, 
2010 – impact 
on Not for Profit 
Organisations
This article aims to:

Highlight various challenges faced by 
Not for Profit Organisations (NPOs) due 
to introduction of recent amendments 
in September 2020 to the FCRA. The 
amendments relate to renewal of FCRA 
registration, implication of cancellation/
denial of renewal of FCRA registration 
and precautions NPOs should take 
in order to operate efficiently and 
effectively in India.
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Cancellation and denial of FCRA 
registrations and renewals
The Government keeps a close watch on the 
utilisation of foreign contribution received by 
organisations to ensure the funds received are 
utilised for the specified purposes and are not 
diverted or used for activities which may be deemed 
to be against/ detrimental to the interests of the 
nation. 

In the past few years, FCRA registrations of several 
NPOs have been cancelled for multiple reasons - 
non-compliances with the various provisions of the 
Act as well as improper disclosures made ranging 
from minor one-off transgressions to repeated 
non-compliances by serial offenders. The following 
are some of the most common examples of non-
compliances by the NPOs: 

• Funds transfer: Transfer of funds between 
domestic and FCRA designated account. This is 
also known as inter-mixing of local funds with 
FCRA funds and vice versa.

• Non-filing of annual returns: All the organisations 
receiving the foreign contributions are mandatorily 
required to file form FC 4 within 9 months of 
the relevant financial year (i.e. by 31 December) 
duly audited by a chartered accountant. The form 
FC 4 contains the details relating to the opening 
balance of foreign contribution, amount of foreign 
contribution received during the year, closing 
balance of foreign contributions, details of the 
donors from whom the foreign contributions have 
been received by the NPO and the details of the 
projects on which the foreign contribution has 
been spent.

• Improper classification of expenses in the 
annual returns: Not more than 20 per cent of 
foreign contribution received in a financial year 
should be utilised for meeting administrative 
expenses. Utilisation of more than 20 per cent 
shall require prior approval of the MHA. Rule 5 of 
the Foreign Contribution Regulation Rules, 2011 
(FCRR) defines the type of expenses that can be 
considered as an administration expense.

• Sub granting not permitted: As opposed to 
earlier provisions, post September 2020, the 
amended Act prohibits the sub granting of foreign 
contributions to another similar FCRA registered 
organisation. This has significantly impacted the 
operational capacity of various organisations. Since, 
NPOs are not permitted to sub grant now, they 
will have to build up their own capacity to execute 
various projects which earlier were executed with 
the help of other partner NPOs operating in the 
similar field.

• Non-filing of changes in the Board: The 
amended FCRA requires intimation to be provided 
to the MHA if one of key member is appointed, 
elected, resign or dies within 15 days of the 
change. Also such change would be effective only 
after the approval of MHA.

• Non-filing of intimations pertaining to 
utilisation accounts: Foreign contribution should 
be received in foreign contribution designated 
account only and Registered Association should 
not have more than one foreign designated 
account. Further, hiding of  amount, source 
and manner in which the foreign contribution/
remittance was received can lead to cancellation of 
registration. 

Status of renewal of registrations with 
FCRA
Historically, organisations registered under the 
erstwhile Foreign Contribution Regulation Act, 1976 
were registered permanently. With the introduction 
of the new Act of 2010, existing registrations under 
the erstwhile Act were automatically granted a 
registration for a period of five years from 2011 when 
the erstwhile Act was replaced with the current Act 
of 2010 and brought into force. 

All such organisations have undergone one cycle 
of renewal in 2016, where renewals were granted 
by the Government without significant hassle or 
enquiry. All these organisations, as well as the 
newer organisations whose registrations were due 
for renewal in 2021 shall be subject to the revised 
renewal processes notified by the Government. 

Many organisations’ registrations were due to expire 
on 31 October 2021. However, due to the hardships 
faced during the ongoing pandemic, the Government 
had extended the validity of all registrations expiring 
between 29 September 2020 and 31 December 2021 
to 31 December 2021, thus providing temporary relief 
to the organisations who were unable to apply for 
renewal. 

Generally, an organisation is permitted to apply for 
renewal within 6 months of expiry of the FCRA 
registration. On 31 December 2021, the Government 
provided further relief to organisations whose 
registrations were expiring on 31 December 2021 
and who have filed for renewal of their registration 
by extending the validity of their FCRA registration 

by an additional period of three months, up to 31 
March 2022 or disposal of the renewal application, 
whichever is earlier. 

As per data available on the FCRA portal of the 
Ministry of Home Affairs, there are currently over 
16,000 organisations registered under the FCRA, 
excluding around 6,000 organisations whose 
registrations ceased to be valid on 31 December 
2021. As per publicly available information, over 
12,000 organisations were due for renewal in this 
period.

The organisations, whose registrations expired as 
on 31 December 2021, have either consciously 
chosen to not file for renewal of registrations, or are 
exempted from FCRA or have been unable to file 
their renewal applications for a variety of reasons 
including inability to open the bank account with the 
State Bank of India, non-filing of annual reports or 
other compliances. 

In January 2020, the Ministry has exempted 
organisations set up or established under Central 
or State Acts whose accounts are audited by the 
Comptroller and Auditor General from the provisions 
of the FCRA. 

The Government is facing severe challenges to 
scrutinise the volume of applications received and 
process the renewal applications in a timely manner. 
Till date applications for only a small fraction of 
organisations have been processed and closed while 
most other organisations are patiently waiting for 
information on their renewal applications. 
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• Investments: Foreign contribution is not invested in 
speculative investments or profitable ventures.

• Not working in public interest: Lot of organiations 
have lost their registration with MHA as they have been 
found to be working against the national interest.

All the NPOs should ensure the compliances of the above 
provisions as they are critical to ensure compliance with 
the regulations. The amended form FC 4 also requires an 
NPO to specifically confirm the following statements for 
the period under audit, which clearly demonstrates the 
seriousness of the regulator to monitor the activities of 
the NPOs receiving the foreign contributions:

• any foreign contribution was transferred to any FCRA 
registered association

• any functionary of the Association has been prosecuted 
or convicted under the law of the land

• any asset created out of foreign contribution is 
registered in names other than the name of the 
Association

• any domestic contribution has been credited in any 
‘FCRA Account’

• the Association has received any foreign contribution 
in an account other than the designated FCRA receipt 
Account

• the Association has invested any foreign contribution 
in any speculative activity as defined in rule 4 of the 
Foreign Contribution (Regulation) Rules, 2011

• Association or any of its functionary/office bearer has 
violated any of the conditions as enumerated under 

sub-section (4) of section 12 of the Act

• Association has made expenditure on administrative 
expenses exceeding 20 per cent. of the foreign 
contribution received

• the Association has utilised any foreign contribution 
outside India.

Consequences of denial of renewal or 
cancellation
Organisations whose FCRA registrations are not renewed 
or cancelled face serious consequences such as:

• Inability to access the unutilised foreign contributions 
lying in its bank accounts 

• Potential vesting of all assets acquired out of foreign 
contributions and unspent foreign contribution received 
with the Government. 

Any person whose registration has been cancelled, shall 
not be eligible for another registration for a period of three 
years from the date of cancellation of the registration. 

In cases where the Government has denied the 
renewal of registrations or cancelled registrations, the 
organisations may approach the High Courts for relief or 
filing of appeals against the decision of the Government 
as the Act does not prescribe any remedial measures for 
NPOs, except filing for a fresh application after a fixed 
period of time.

Steps to ensure compliance with regulations
Given the increased scrutiny and focus on the non-profits 
receiving foreign contributions, it is imperative that such 
organisations pay renewed focus and attention to the 
requirements under the FCRA such as: 

• Separate books of accounts to be maintained for foreign 
contributions and local funds clearly maintaining the trail 
of funds received and utilised during the year

• Foreign contributions received is only utilised for the 
specified purposes for which it is received as per the 
key objectives of the organisation

• Organisations need to introspect and review past 
compliances and disclosures to ensure appropriate 
filings have been made with the FCRA regulators. The 
NPOs needs to ensure that in case there were non 
compliances in the past, the same are made good as 
early as possible.

• Appropriate disclosures in the annual returns need to be 
made including 

a. Classification of expenditure 

b. Project related activities

c. Transfer of foreign contribution to other registered 
organisations.

Post the recent amendments, the organisations need to 
ensure activities are appropriately organised such that 

• foreign contributions are directly utilised for their own 
activities

• funding is received in the designated accounts

• classification of expenditures incurred out of foreign 
contribution are minutely reviewed to ensure the 
administrative expenses remain within the limits 
specified.

As the requirements under FCRA have become stringent, 
it is imperative for NPOs to meet the compliances in the 
right spirit of the law to avoid any scrutiny and operational 
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Introduction
On 11 February 2022, the European Securities and Markets Authority (ESMA) 
published its Sustainable Finance Road map 2022-2024. In the road map, 
ESMA stated its priority areas and actions for 2022–2024. 

ESMA has highlighted that beyond the activities in the road map, ESMA 
will continue to monitor major European Union (EU) and international 
developments and contribute as needed to the various initiatives in the 
sustainable finance area. These areas would include the EU Platform on 
Sustainable Finance, International Organisation of Securities Commission 
(IOSCO) as well as in relevant workstreams within the network for greening 
the financial system. 

This will help ensure that all of ESMA’s sustainable finance work is 
considered, and is compatible with, international initiatives. 

Important elements of the road map
ESMA provided following two broad rationale for the development of the road 
map:

• Ensuring timely and coordinated action to fulfil its mandate in a rapidly 
evolving area on the basis of clear priorities that will direct ESMA’s work 
both at the level of the individual sectors and transversally across the 
different sectors. 

• Having a tool that enables the regular stock-taking on ESMA’s progress 
towards fulfilling the identified priorities and, where needed, re-assessing/

adjusting the implementation actions envisaged or the priorities 
themselves, also in the light of developments at European or international 
level. 

The sustainable finance road map is based on the ESMA’s Strategy on 
Sustainable Finance 2020 and this is the first time it has developed this type 
of road map. The road map will help coordinate, prioritise and provide the 
sequence in which ESMA should respond to the supervisory needs emerging 
in the sustainable finance area over the next three years. 

The Sustainable Finance Road map is structured as follows 

Identification of priority areas: The two main building blocks of the road 
map are the identification of priority areas and the most impacted sectors. 
Additionally, it discusses the individual priorities and the reasoning underlying 
their identification in terms of challenges encountered by National Competent 
Authority (NCAs) and/or ESMA and the categories of follow-up actions that are 
envisaged under each priority. 

List of actions: The road map provides a comprehensive list of planned 
actions and deliverables in the area of sustainable finance. The action plan 
covers eight areas and activities in the most impacted sectors (i.e. investment 
management, investment services, issuers’ disclosure and governance, 
benchmarks, ratings, trading and post-trading, and financial innovation). The 
actions and deliverables are accompanied by an indicative timeline.

Chapter 2

ESMA identified 
its priorities 
in sustainable 
finance road 
map 2022-2024
This article aims to:

Summarise key points from the ESMA 
sustainable finance road map 2022-
2024

| | |Accounting and Auditing Update - November 2021
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Challenges to the sustainable finance

The road map discussed following key challenges to 
the current sustainable finance:

• Fast-evolving regulatory framework that is 
unequally covering various parts of the sustainable 
investment value chain 

• Diversity in the interpretation and application 
of sustainable finance legislation with the risk 
of inconsistent application across the EU and 
resulting detrimental consequences 

• Growing demand for ESG investments not 
matched by adequate transparency and 
comparability on the real sustainability impact of 
the financial products available in the market 

• The EU climate neutrality targets will imply that 
several economic activities will be on a transition 
path to becoming sustainable within a certain 
timeframe 

• Need to further develop ESMA’s and NCAs’ 
expertise, experience and resources on sustainable 
finance and its implications for supervision 

• Increasing risk of misalignment between investors’ 
ESG preferences and products being offered to 
them, partly due to limited financial education 
on ESG-investing and lack of expertise on ESG 
matters 

• Fast-evolving ESG markets requiring regular 
monitoring in a structured and coordinated way 

Sustainable finance priorities
Actions to address these challenges relating to 
sustainable finance have been grouped into three 
main areas which constitute the three priorities for 
ESMA’s sustainable finance work in the period 2022-
2024. They are given below:

The following section will explain the main key 
challenges surrounding the identified priorities and 
actions identified to address the priorities. 

1. Tackling greenwashing and promoting 
transparency

ESMA discusses greenwashing as market 
practices, both intentional and unintentional, 
whereby the publicly disclosed sustainability 
profile of an issuer and the characteristics and/or 
objectives of a financial instrument or a financial 
product either by action or omission do not 
properly reflect the underlying sustainability risks 
and impacts associated to that issuer, financial 
instrument or financial product. 

The combination of growing demand for ESG 
investments and rapidly evolving markets 

creates room for greenwashing. Greenwashing 
is a complex and multifaceted issue which takes 
various forms, has different causes, and has 
potential to detrimentally impact investors looking 
to make sustainable investments. Regulatory 
arbitrage can also be one phenomenon that leads 
to greenwashing. A convergent understanding and 
application of legislative requirements is therefore 
crucial to ensure that the EU’s sustainable finance 
framework has a real and profound impact.

ESMA states that investigating the complex 
issue of greenwashing, getting to defining its 
fundamental features and taking coordinated action 
in multiple sectors to find common solutions will 
be the key to investor protection.

ESMA observes that, in an ideal scenario, NCAs 
and ESMA would tackle greenwashing based on 
a complete and fully applicable legislative regime 
setting the boundaries of the type of market 
behaviour and practices that are and are not 
permissible. 

ESMA proposes following categories of actions to 
address this priority:

• Shared understanding on key concepts of 
greenwashing: ESMA plans to organise case 
discussions among NCAs to establish a shared 
understanding of key concepts focussed on 
greenwashing. This will include identifying 
the key features of greenwashing practices, 
getting to a comprehensive definition of the 

phenomenon and identifying related examples, 
also relying on existing literature (e.g., IOSCO 
Consultation Report on Sustainability-Related 
Practices, Policies, Procedures and Disclosure in 
Asset Management). 

• Issue guidance in relation to sustainable 
finance single rulebook: ESMA plans to provide 
guidance to the market and NCAs on how to 
apply various rules in the sustainable finance 
single rulebook. This will help ensure consistent 
and effective application of the EU sustainable 
finance rulebook which will be the key to prevent 
greenwashing. 

• Develop a common understanding: ESMA 
will help develop a common understanding of 
NCAs’ supervisory role in the area of sustainable 
finance and specifically on greenwashing. It 
would be important to understand the extent 
to which NCAs should assess the degree of 
greenness of financial products and issuers’ 
practices and how they may succeed in carrying 
out such assessments, considering their current 
supervisory toolkits.

• Contribute to EU single rulebook on 
sustainable finance: A complete, clear and 
consistent set of rules and supervisory and 
enforcement powers is a precondition for 
effective supervision and enforcement at 
national level and for supervisory convergence 
at EU level, both important building blocks in 
preventing greenwashing. ESMA will contribute 

Tackling 
greenwashing 
and promoting 
transparency 

Building 
NCAs’ and 
ESMA’s 
capacities 

Monitoring, 
assessing and 
analysing ESG 
markets and 
risks 
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to the completion of the EU single rulebook 
on sustainable finance while promoting its 
consistency with international initiatives.

• Collect and study evidence: ESMA will collect 
and study evidence regarding the functioning of 
ESG markets and products as well as cases of 
greenwashing to better understand current and 
developing market practices.

2. Building NCAs’ and ESMA’s capacities 

Sustainable finance requires going through 
a ‘learning curve’ in order to ensure that the 
supervisory implications of the new legislation as 
well as the basics of the sustainability transition 
are well understood and become mainstream in 
NCAs and ESMA. Sustainable finance requires 
NCAs to have a good handle not only of the 
relevant legislation but also a good understanding 
of the intersection between sustainability matters 
and finance. This complex skill set needs to be 
reinforced across most NCAs. Doing so will require 
training initiatives at both national and European 
level as well as sharing supervisory experiences 
among NCAs.

In the above background, ESMA proposes 
following actions to address this priority:

• Sustainable finance training plan for staff of 
the NCAs and ESMA: ESMA plans to facilitate 
exchange of knowledge and information on 
ESG-related initiatives between NCAs through 
the development and implementation of a 
‘Sustainable Finance Training Plan’ for staff of 

the NCAs and ESMA. The Sustainable Finance 
Training Plan would be built on a collective 
ESMA-NCA effort and provide a sequenced 
approach to developing, offering, and facilitating 
training activities. The intent is to leverage on 
existing materials developed by ESMA and NCAs 
but, as far as possible, also build on expertise of 
external organisations.

• Case discussions: ESMA would be organising 
regular supervisory and enforcement case 
discussions in relevant ESMA standing 
committees/networks and discussions with 
consultative working groups on sustainable 
finance-related topics. This will help ensure 
that NCAs can exchange experiences on real-
life supervisory and enforcement cases, on 
the challenges they face and on solutions or 
initiatives adopted to address them will be a 
useful tool to build capabilities and a shared 
culture on these emerging topics. 

• Supervisory standards: ESMA would develop 
common supervisory standards on key ESG-
related matters.

3. Monitoring, assessing and analysing ESG-
related markets and risks

The rapid evolution of ESG requirements creates 
new investment opportunities but it also creates 
new risks to investor protection, orderly markets 
and financial stability. Due to which ESG markets 
and products in particular sustainable investment 
vehicles and debt instruments such as ESG funds 
and green bonds should be closely monitored. 

In addition, climate change is expected to have 
a growing impact on global financial markets in 
coming years. Therefore, tools such as stress 
testing and scenario analysis are needed to enable 
the assessment of climate transition and physical 
risks. However, risk monitoring and assessment is 
hampered by issues such as data availability and 
data quality. The situation is particularly challenging 
for entities facing disclosure requirements in the 
short to medium term, such as asset managers. 

ESMA proposes following actions to address this 
priority:

• Clear set of rules and powers: By supporting 
single rulebook and convergence initiatives 
ESMA will contribute to a complete and clear 
set of rules and powers. Its policy work relies 
on collecting and studying empirical evidence 
grounded in analytical work that monitors ESG 
markets, ESG products as well as cases of 
greenwashing.

• Climate change stress tests: ESMA will 
continue the work on climate change scenario 
analysis and further mediate on this with 
the other ESAs1, the ECB and the European 
Environment Agency, including on EU-wide 
stress testing of the financial system. This 
exercise entails providing guidance for bottom-
up climate change stress tests to be used by 
supervisors and supervised entities, conducting 
EU-wide climate stress tests to assess the 
resilience of the financial sector. 

• Assess data availability and quality issues: 
ESMA will assess issues with data availability 
and quality affecting market participants’ 
reporting obligations as well as the users of this 
data. These issues will be considered when 
amending existing reporting obligations or 
proposing new ones to reflect the specificities of 
ESG data.

• Digital innovation and sustainability: ESMA 
will work towards better understanding the 
interaction between digital innovation and 
sustainability. This will be done by exploring 
use cases of innovative technologies that help 
channel investments into sustainable objectives 
and assist transition to a greener economy 
through the European Forum of Innovation 
Facilitators (EFIF) and organising workshops and 
trainings. 

• Synergy and global consistent approach: 
ESMA will be engaging with the relevant 
international fora to benefit from synergies and 
promote globally consistent approaches. 

1. European Supervisory Authority 
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Other considerations

The road map recognises that the three priorities are 
intertwined with each other in certain respects. For 
example, the work to address greenwashing needs 
to be backed by a robust knowledge of sustainable 
finance-related matters and a sound understanding of 
ESG markets. 

Further, ESMA also identified sectors where ESG-
related risks and problems are currently perceived 
as having the highest potential impact on investor 
protection, orderly markets and financial stability. 
These are the sectors for which the challenges and 
the three priorities identified are most impactful and/
or those in which key pillars of the EU sustainable 
finance architecture are established. 

The Sustainable Finance Road map primarily 
concerns the following sectors:

• Investment management 

• Investment services 

• Issuers’ disclosure and governance 

• Benchmarks 

• Ratings (credit ratings and ESG ratings) 

• Trading and post-trading, and 

• Financial innovation. 

The sectoral classification of actions would help 
ESMA to better coordinate and ensure that different 
pieces of EU sustainable finance legislation within 
ESMA’s remit are built, applied and supervised 
consistently.

©2022 KPMG Assurance and Consulting Services LLP, an Indian Limited Liability Partnership and a member firm of the KPMG global organization of independent member firms affiliated with KPMG International Limited, a private English company limited by guarantee. All rights reserved.

Next steps
ESMA has  embarked on the first road 
map and activities to ensure successful 
achievement of its plans. ESMA will 
keep the road map, including the 
identified priorities and the sectors of 
focus, under review during the entire 
implementation period of 2022 to 2024. 
This will ensure that it continues to 
address the most significant challenges 
related to ESMA’s sustainable finance 
mandate, as this important field 
continues to evolve.

9
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Amendments to the SEBI (Prohibition of Fraudulent 
and Unfair Trade Practices relating to Securities Market) 
Regulations, 2003
The securities market, where buying and selling of securities takes place, may 
attract scams and frauds. The Securities and Exchange Board of India (SEBI) 
(Prohibition of Fraudulent and Unfair Trade Practices relating to Securities 
Market) Regulations, 2003 (Securties Market Regulations, 2003) deals with 
prohibition of unfair dealings in securities. These regulations apply to any 
individual who indulges in fraud relating to the securities market and uses 
deceptive means to violate the provisions of the Securities and Exchange 
Board of India Act,1992. 

On 25 January 2022, SEBI has issued various amendments to the SEBI 
Prohibition of Fraudulent and Unfair Trade Practices relating to Securities 
Market) Regulations, 2003.

Some of the key amendments are as follows:

• List of fraudulent and unfair trade practices (Regulation 4): Fraudulent 
and unfair trade practices shall include disseminating information or advice 
through any media, whether physical or digital, which the disseminator 
knows to be false or misleading in a reckless or careless manner and 
which influence, or is likely to influence the decision of investors dealing in 
securities.

• Manner of service of summons and notices issued by the Board 
(Regulation 11A): The following modes have been prescribed for serving a 
summons/notice issued by the Board:

a. by delivering or tendering it to that person or his/her duly authorised 
agent; or

b. by sending it to the person by fax, electronic mail, electronic instant 
messaging services along with electronic mail,  by courier, speed post, or 
registered post.

In case of failure to serve a summons or notice through any one of the modes 
provided above, the summons or notice may be affixed on the outer door 
or some other conspicuous part of the premises in which the person 
resides or is known to have last resided, carried on business, personally 
works, or last worked, for gain and a written report thereof shall be prepared 
in the presence of two witnesses.

In case of failure to affix the summons or notice on the outer door as 
provided, the summons or notice shall be published in at least two 
newspapers, one of which shall be in an English daily newspaper having 
nationwide circulation and another shall be in a newspaper in the regional 
language where that person was last known to have resided or carried on 
business or personally worked for gain.

(Source: SEBI circular no. SEBI/LAD-NRO/GN/2022/71 dated 25 January 2022)

Chapter 3

Regulatory  
updates

| | |Accounting and Auditing Update - November 2021
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Clarification regarding change in control of an 
AMC under a scheme of arrangement 

Background

According to Regulation 22(e) of the Mutual Fund 
Regulations, no change in the control of the Asset 
Management Company (AMC), directly or indirectly, 
can be made unless the following conditions are 
complied with:

• prior approval of the trustees and the Board is 
obtained

• a written communication about the proposed 
change is sent to each unitholder and an 
advertisement is given in one English daily 
newspaper having nationwide circulation and, in 
a newspaper published in the language of the 
region where the Head Office of the mutual fund is 
situated; and

• the unitholders are given an option to exit on the 
prevailing Net Asset Value (NAV) without any exit 
load within a time period not less than 30 calendar 
days from the date of communication.

SEBI circular dated 4 March 2021, inter-alia, 
prescribes the same procedure to be followed for the 
change in control of an AMC.

However, the Companies Act, 2013 (2013 Act) 
requires sanction of National Company Law Tribunal 
(NCLT) to the proposed change in control of an AMC 
involving scheme of arrangement.

Clarification

To streamline the process of providing approval to 
the proposed change in control of an AMC involving 
scheme of arrangement, the following has been 
procedure has been clarified:

• The application seeking approval for the proposed 
change in control of the AMC shall be filed with 
SEBI for an in-principle approval prior to filing the 
application with the NCLT.

• The validity of such in-principle approval shall be 
three months from the date of issuance, within 
which the relevant application shall be made to 
NCLT.

• Once an order is received from NCLT, the applicant 
would be required to submit prescribed documents 
for a final approval of SEBI.

Effective date: The provisions of this circular shall be 
applicable to all the applications for change in control 
of AMC for which the scheme(s) of arrangement are 
filed with NCLT on or after 1 March 2022.

(Source: SEBI circular no. SEBI/HO/IMD/IMD-I 
DOF5/P/CIR/2022/10 dated 31 January 2022)

SEBI board meeting

SEBI in its board meeting dated 15 February 2022 
took some key decisions pertaining to the following:

 
 
 

Separation of role of Chairperson and MD/CEO

Background 

SEBI had previously considered and approved the 
proposal of the Corporate Governance committee 
relating to separation of the role of Chairperson and 
MD/CEO of listed companies with the aim to provide 
a better and more balanced governance structure by 
enabling more effective and objective supervision of 
the management. The deadline for compliance was 
extended by two years in January 2020, thus making 
it effective from 1 April 2022.

New development

As on 31 December 2021, the compliance level stood 
at 54 per cent amongst the top 500 listed companies. 
Representations were received from industry bodies 
and corporates expressed difficulties and challenges 
for not being able to comply with this regulatory 
mandate. Therefore, SEBI in its board meeting held 
in February 2022 has decided that this provision may 
not be retained as a mandatory requirement and 
instead be made applicable to the listed entities on a 
‘voluntary basis’.

Alignment of regulatory framework for ‘security 
cover’, disclosure of credit ratings and due 
diligence certificate 

SEBI has approved the certain amendments to SEBI 
(Debenture Trustee) Regulations, 1993 (Debenture 
Trustee Regulations), SEBI (Issue and Listing of Non-
Convertible Securities) Regulations, 2021 and SEBI 

(Listing Obligations and Disclosure Requirements), 
2015 (Listing Regulations). The amendments bring 
uniformity and consistency in these regulations with 
respect to the following:

• The term ‘asset cover’ has been substituted 
with term ‘security cover’ in Debenture Trustee 
Regulations and Listing Regulations

• Maintenance of security cover which is sufficient 
to discharge both principal and interest thereon in 
the Listing Regulations have been prescribed

• References with respect to disclosure of credit 
ratings have been rationalised and due diligence 
certificate for unsecured debt securities has been 
prescribed in SEBI (Issue and Listing of Non-
Convertible Securities) Regulations, 2021.

Amendment to SEBI (Alternative Investment 
Funds) Regulations, 2012

Alternative Investment Fund (AIF) is a privately 
pooled investment vehicle which collects funds from 
investors, whether Indian or foreign, for investing 
it in accordance with a defined investment policy 
for the benefit of its investors. It consists of three 
categories:

Category I - AIFs which invest in start-up or early 
stage ventures or social ventures or SMEs or 
infrastructure or other sectors or areas which the 
government or regulators consider as socially or 
economically desirable 
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Category II – Real estate funds, private equity funds 
(PE funds), funds for distressed assets, etc.

Category III - AIFs which employ diverse or complex 
trading strategies and may employ leverage 
including through investment in listed or unlisted 
derivatives, e.g. hedge funds, etc.

New development

SEBI has provided flexibility to category III Alternate 
Investment Funds (AIFs) to calculate the investment 
concentration norm based either on investable funds 
or net asset value of the fund while investing in 
listed equity of an investee company, subject to the 
conditions as may be specified by the Board. 

(Source: SEBI board meeting 15 February 2022

No Objection Certificate (NOC) for a Scheme 
of Arrangement by listed entities

Background

In November 20211, SEBI had issued certain 
amendments to its master circular (no. SEBI/HO/
CFD/DIL1/CIR/ P/2020/249) dated 22 December 
2020 which laid down the framework of schemes 
of arrangement by listed entities. The amendments 
mainly prescribe additional documents to be 
submitted with the stock exchanges before the 
scheme is sanctioned by the National Company Law 
Tribunal (NCLT). The documents, inter alia, included 
a No Objection Certificate (NOC) from the lending 
scheduled commercial banks/financial institutions/
debenture trustees.  
 
 

Amendment

SEBI vide circular dated 1 February 2022 has made 
amendments to the circular issued in November 
2021, requiring an NOC from the lending scheduled 
commercial banks/financial institutions/debenture 
trustees, to be received from not less than 75 per 
cent of the secured creditors in value. (Emphasis 
added to highlight the change)

Effective date: This circular would be applicable for 
all the schemes filed with the stock exchanges after 
16 November 2021.

(Source: SEBI circular no. SEBI/HO/CFD/DIL2/
CIR/P/2022/11 dated 1 February 2022)

Financial statements of mutual fund 
schemes to follow with Indian Accounting 
Standards (Ind AS)

On 25 January 2022, SEBI mandated the AMCs to 
prepare the Financial Statements and Accounts of 
the Mutual Fund Schemes in accordance with Ind 
AS with effect from 1 April 2023.

Consequently, on 4 February 2022, SEBI issued 
certain accounting guidelines (including formats) for 
the preparation of financial statements under Ind AS 
by Mutual Funds and AMCs which are as follows:

• Mutual Fund Schemes shall prepare the opening 
balance sheet as on date of transition and the 
comparatives as per the requirements of Ind AS.

• Mutual Fund schemes may not be mandatorily 
required to restate the previous years published 
perspective historical per unit statistics as per 
requirement of Ind AS for the first two years from 

first time adoption of Ind AS. 

• Mutual fund schemes are required to clearly state 
the previous Generally Accepted Accounting 
Principles (GAAP) information prominently as not 
being prepared in accordance with Ind AS along 
with disclosing the nature of adjustments that are 
required for compliance with Ind AS.

(Source: SEBI circular no. SEBI/HO/IMD-II/DOF8/P/
CIR/2022/12 dated 4 February 2022)

SEBI has issued a circular prescribing the 
disclosures to be made in the abridged 
prospectus and front cover page of the offer 
document

SEBI issued a circular dated 4 February 2022, 
prescribing revised formats of disclosures in the 
abridged prospectus and front cover page of the 
offer document:

Disclosures in abridged prospectus – As 
per regulation 34 of SEBI (Issue of Capital and 
Disclosure Requirements) Regulations, 2018 (ICDR 
Regulations) an abridged prospectus shall contain 
the disclosures as specified in Annexure I of Part E 
of Schedule VI of ICDR Regulations. Additionally, the 
2013 Act stipulates that that every application form 
for the purchase of any securities of a company 
shall be accompanied by an abridged prospectus. 
In order to provide greater clarity and consistency 
in the disclosures across various documents and 
to provide additional but critical information in the 
abridged prospectus, SEBI has revised the format of 
disclosures.

1.  SEBI circular no. SEBI/HO/CFD/DIL2/CIR/P/2021/0000000657 dated 16 November 2021 and SEBI circular no. SEBI/HO/CFD/DIL2/CIR/P/2021/0000000659 dated 18 November 2021
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Disclosures on front page of offer document - Part 
A - Schedule VI of the ICDR Regulations, specifies 
information to be disclosed on the front cover page 
of the offer document. The amendments to Part A of 
Schedule VI including the disclosure requirements for 
front cover page were notified in the Official Gazette 
on 14 January 2022.Consequently, SEBI has issued a 
format for disclosure on front cover page.

Applicability: This circular shall be applicable for all 
issues opening after the date of this circular (i.e. 4 
February 2022).

(Source: SEBI circular no. SEBI/HO/CFD/SSEP/
CIR/P/2022/14 dated 4 February 2022)

SEBI requires constitution of audit committee 
at Asset Management Company (AMC) level 
of a mutual fund

Currently, the requirement for an Audit Committee 
is at the level of trustees of mutual funds. Based 
on the recommendation of Mutual Fund Advisory 
Committee (MFAC), SEBI has decided that the AMCs 
of mutual funds shall be required to constitute an 
Audit Committee.

Key features of the Audit Committee of the AMC are 
as follows:

Role  

The Audit Committee of the AMC shall review the 
financial reporting processes, the system of internal 
controls and the audit processes for the mutual 
funds operations of the AMC and ensure that the 
rectifications suggested by the internal and external 
auditors have been implemented.

Membership 

• Minimum three directors as members

• At least two-third members of the Audit 
Committee shall be independent directors of AMC

• The members of the Audit Committee will be 
appointed by the Board of Directors of AMC

• All members of Audit Committee shall be persons 
with ability to read and understand the financial 
statements and at least one member shall 
have experience and background in finance and 
accounts

• The Chairperson of the Committee shall be an 
independent director, with adequate experience in 
the areas of finance and financial services.

Meetings

• At least four meetings shall be called in a financial 
year and not more than 120 days shall elapse 
between two meetings.

• The quorum for meeting shall either be two 
members or one third of the members of the Audit 
Committee, whichever is greater, with at least two 
independent directors.

Reporting

• The internal auditor is required to submit its report 
to the Audit Committees of AMC and the Board of 
AMC.

• The Audit Committees of AMC shall forward their 
observations on internal audit to the Trustees.

 

Powers and responsibility

The Audit Committees of AMC will have the powers 
and responsibility to oversee financial reporting 
along with audit (internal and statutory) and internal 
controls.

(Source: SEBI circular no. SEBI/HO/IMD/IMD-I 
DOF2//P/CIR/2022/17 dated 9 February 2022)

Prudential norms on Income Recognition, 
Asset Classification and Provisioning 
pertaining to Advances

Background

On 1 October 2021, the Reserve Bank of India (RBI) 
had issued a master circular on matters relating to 
prudential norms on Income Recognition, Asset 
Classification and Provisioning (IRACP) to advances. 

On 12 November 2021, with a view to ensure 
uniformity in the implementation of IRACP across all 
lending institutions, RBI had issued a circular with 
certain clarifications. 

New development

On 15 February 2022, RBI issued further clarification 
based on queries received on its circular dated 12 
November 2021, which are as follows:

Out of Order: It has been clarified that the definition 
of ‘out of order’ as per the circular issued on 12 
November 2021 would be applicable to all loan 
products being offered as an overdraft facility, 
including those not meant for business purposes 
and/or which entail interest repayments as the 
only credits. The ‘previous 90 days period’ for 

determination of ‘out of order’ status of a cash credit/
overdraft account shall be inclusive of the day for 
which the day-end process is being run.

Upgradation of accounts classified as Non-
Performing Assets (NPA): The circular issued on 12 
November 2021 stated that loan accounts classified 
as NPAs may be upgraded as ‘standard’ asset only if 
entire arrears of interest and principal are paid by the 
borrower. 

NBFCs shall have time till 30 September 2022 to put 
in place the necessary systems to implement this 
provision. Additionally, SEBI has clarified that in case 
of borrowers having more than one credit facility from 
a lending institution, loan accounts shall be upgraded 
from NPA to standard asset category only upon 
repayment of entire arrears of interest and principal 
pertaining to all the credit facilities.

No change: The November 2021 circular does not 
make any changes to the requirements related to 
reporting of information to the Central Repository of 
Information on Large Credits (CRILC) and interfere 
with the extant guidelines on implementation of Ind 
AS by NBFCs.

(Source: RBI circular no. RBI/2021-2022/158 dated 15 
February 2022)
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MCA requires companies to furnish a report on 
Corporate Social Responsibility (CSR)

On 11 February 2022, the Ministry of Corporate Affairs 
(MCA) issued the companies (Accounts) Amendment 
Rules, 2022 which amended rule 12 of the Companies 
(Accounts) Rules, 2014 that deals with filing of financial 
statements and fees thereon.

A new sub-rule 1B has been inserted which states 
every company covered under the provisions of sub-
section (1) to Section 135 of the 2013 Act shall furnish 
a report on Corporate Social Responsibility (CSR) 
in Form CSR-2 to the Registrar for the preceding 
financial year (2020-2021) and onwards as an 
addendum to Form AOC-4 or AOC-4 XBRL or AOC-4 
NBFC (Ind AS), as the case may be.

Form AOC 4 is for filing the company’s financial 
statements for every financial year with the Registrar 
of Companies.

Form CSR-2 for the preceding financial year (2020-
2021) would be filed separately on or before 31 March 
2022, after filing Form AOC-4 or AOC-4 XBRL or AOC-
4 NBFC (Ind AS), as the case may be.

MCA has specified the format of the report on CSR in 
the notification issued.

(Source: MCA notification dated 11 February 2022)

Initial Application of Ind AS 117 and Ind AS 
109 - Comparative Information – (Amendments 
to Ind AS 117, Insurance Contracts) – Exposure 
draft issued by ICAI

The Accounting Standards Board has issued an 
Exposure Draft of amendments in Ind AS 117 
corresponding to IASB’s amendments in  
IFRS 172 on initial application of IFRS 17 and  
IFRS 93 - Comparative Information – (Amendments to 
IFRS 17, Insurance Contracts).

The draft amendments added a transition option 
relating to comparative information about financial 
assets presented where an entity first applies  
Ind AS 117, Insurance Contracts and Ind AS 109, 
Financial Instruments at the same time. Amendments 
have also been proposed to make the classification 
overlay available to entities that have applied  
Ind AS 109 before they apply Ind AS 117. For these 
entities, the classification overlay has been prescribed 
for the application of paragraph C29 of Ind AS 117 and 
can be applied only to financial assets derecognised in 
the comparative period.

ICAI has invited comments on the ED up to 10 March 
2022.

(Source: Exposure Draft of Initial Application of Ind 
AS 117 and Ind AS 109—Comparative Information 
(Amendments to Ind AS 117, Insurance Contracts 
issued by ICAI on 8 February 2022)

ICAI publications

Guidance note on audit of banks

Recently, the Institute of Chartered Accountants of 
India (ICAI) has issued a revised guidance note on audit 
of banks. The revised 2022 edition is divided into two 
sections i.e. Section A - Statutory Central Audit and 
Section B - Bank Branch Audit. It contains illustrative 
formats of engagement letter, auditor’s report both 
in case of nationalised banks and banking companies 
and management representation letter along with 
incorporating the impact of various circulars of Reserve 
Bank of India (RBI) as well as certain important 
advisories, pronouncements of the ICAI which would 
be relevant for bank audits for the financial year ending 
31 March 2022. 

(Source: Guidance note on Audit of Banks (2022 
edition) 10 February 2022)
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KPMG in India’s IFRS institute
Visit KPMG in India’s IFRS institute - a web-based 
platform, which seeks to act as a wide-ranging site 
for information and updates on IFRS implementation 
in India.

The website provides information and resources 
to help board and audit committee members, 
executives, management, stakeholders and 
government representatives gain insight and access 
to thought leadership publications that are based on 
the evolving global financial reporting framework.

SEBI notified amendments to related party transactions

24 December 2021

On 28 September 2021, SEBI, in its board meeting, inter alia, considered 
and approved amendments to the SEBI (Listing Obligations and Disclosure 
Requirements) Regulations, 2015 (Listing Regulations) on Related Party 
Transactions (RPTs). On 9 November 2021, SEBI notified these amendments 
through SEBI (Listing Obligations and Disclosure Requirements) (Sixth 
Amendment) Regulations, 2021 (the amendments).

The amendments mainly pertain to the following areas:

• Definition of related parties and RPTs

• Audit committee’s approval

• Materiality threshold and shareholders’ approvals for RPTs

• Enhanced disclosures.

These amendments will be applicable in a phased manner, with certain 
amendments coming into effect from 1 April 2023 and remaining amendments 
will come into effect from 1 April 2022.

In this issue of First Notes, we aim to provide an overview of the key 
amendments made by SEBI in the Listing Regulations relating to related parties 
and RPTs.

Voices on Reporting (VOR) – 
Quarterly updates publication
On 25 January 2022, KPMG in India issued its VOR 
– Quarterly updates publication. The publication 
provides a summary of key updates from the 
Securities and Exchange Board of India (SEBI), the 
Ministry of Corporate Affairs (MCA), the Institute 
of Chartered Accountants of India (ICAI) and the 
Reserve Bank of India (RBI) relevant for the quarter 
ended 31 December 2021.

To access the publication, please click here.

First Notes

home.kpmg/in
https://home.kpmg/in/en/home/insights/2022/01/vor-regulatory-updates-31-dec-mca-sebi-listing-regulations.html
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