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MCA deferred effective date of CARO 
2020 to 1 April 2021
The Ministry of Corporate Affairs (MCA) through its 
notification dated 17 December 2020 has deferred 
the effective date of the new auditor’s report i.e. 
Companies (Auditors’ Report) Order, 2020 (CARO 
2020) by one more year. It will now be applicable for 
audits of financial years commencing on or after 1 
April 2021 (earlier was applicable from 1 April 2020).

(Source: MCA notification no. S.O. 4588(E) dated 17 
December 2020)

Revised norms for enrolment in data 
bank of independent directors
Background

On 22 October 2019, MCA had notified the 
provisions relating to creation and maintenance 
of the data bank of independent directors under 
the Companies Act, 2013 (2013 Act). As per the 
notified provisions, every individual whose name 
is included in the data bank is required to pass an 
online proficiency self-assessment test (with 60 per 
cent score in aggregate) conducted by the institute1 
within a period of one year from the date of inclusion 
of his/her name in the data bank, failing which, his/
her name shall stand removed from the data bank of 
the institute.

However, an individual will not be required to pass 
the online proficiency test in case, he/she has served 
for a period of 10 years or more as on the date 
of inclusion of his/her name in the data bank as a 
director or a key managerial personnel in one or more 
of the following companies:

a. A listed public company

b. An unlisted public company with a paid-up share 
capital of INR10 crore or more

c. Body corporate listed on a recognised stock 
exchange.

New development

Recently, MCA has issued certain amendments to 
the norms relating to the enrolment of independent 
directors in the databank. The amendments have 
extended the time period of passing the online 
proficiency test. Accordingly, an individual whose 
name is included in the data bank is now required to 
pass the test within a period of two years from the 
date of inclusion of his/her name in the data bank. 
The minimum score required to pass the test has 
been reduced from 60 per cent to 50 per cent.

Exemption from passing the test – revised criteria

The amendments have also revised the exemptions 
granted from passing the online proficiency. As per 
the revised norms, an individual will not be required 
to pass the online proficiency self-assessment test if 
he/she has served for a total period of not less than 
three years2 as on the date of inclusion of their name 
in the data bank:

A. As a director or key managerial personnel, as 
on the date of inclusion of his/her name in 
the databank, in one or more of the following 
companies:

a. A listed public company 

b. An unlisted public company with a paid-up 
share capital of INR10 crore or more 

c. A body corporate listed on any recognised 
stock exchange or in a country which is a 
member State of the Financial Action Task 
Force on Money Laundering and the regulator 
of the securities market in such member state 
is a member of the International Organisation 
of Securities Commissions 

d. Bodies corporate incorporated outside India 
with a paid-up share capital of USD2 million or 
more

e. Statutory corporations set up under an Act of 
Parliament or any State Legislature carrying on 
commercial activities.

B. In the pay scale of director or above in the MCA or 
the Ministry of Finance or Ministry of Commerce 
and Industry or the Ministry of Heavy Industries 
and Public Enterprises and having experience in 
handling the matters relating to corporate laws or 
securities laws or economic laws.

C. In the pay scale of Chief General Manager or 
above in the Securities and Exchange Board of 
India (SEBI), the Reserve Bank of India (RBI), the 
Insurance Regulatory and Development Authority 
of India (IRDAI) or the Pension Fund Regulatory 
and Development Authority and having experience 
in handling the matters relating to corporate laws 
or securities laws or economic laws. 

(Emphasis added to highlight the changes)

Effective date: The revised norms are effective from 
the date of their publication in the official gazette i.e. 
18 December 2020.

(Source: MCA notification no. G.S.R. 774(E) dated 18 
December 2020)

© 2020 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.

1. The MCA has notified Indian Institute of Corporate Affairs at Manesar (Haryana), as an institute to create and maintain an online data bank of persons who are eligible and willing 
to act as independent directors for the use of the company making such appointment. 

2. For the purpose of calculation of the period of three years, any period during which an individual was acting as a director or as key managerial personnel in two or more 
companies or bodies corporate or statutory corporations at the same time will be counted only once. 
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Norms for purchase of minority 
shareholding in demat form
Currently, any person or group of persons holding 
90 per cent of the issued equity share capital of 
a company by virtue of an amalgamation, share 
exchange, conversion of securities or for any other 
reason, can purchase the remaining equity shares of 
the company from minority shareholders at a price 
determined by a registered valuer in accordance with 
the prescribed rules under the 2013 Act. Similarly, the 
minority shareholders of the company may also offer 
the majority shareholders to purchase the minority 
equity shareholding of the company. 

In the event of a purchase of minority shareholding, 
company whose shares are being transferred would 
act as a transfer agent for receiving and paying the 
price to the minority shareholders and for taking 
delivery of the shares and delivering such shares to 
the majority, as the case may be.

Recently, MCA has notified guidelines for purchase 
of minority shareholding held in demat form. The key 
requirements as prescribed by the guidelines are as 
follows:

• Verification of details: A company should verify 
the details of the minority shareholders holding 
shares in dematerialised form within two weeks 
from the date of receipt of the amount equal to 
the price of shares to be acquired by the acquirer 
(under Section 236 of the 2013 Act).

• Notice to shareholders: Once verified, a notice 
should be sent by the company to such minority 
shareholders about a cut-off date on which the 
shares of minority shareholders would be debited 
from their account and credited to the designated 
DEMAT account of the company, unless the 
shares are credited in the account of the acquirer, 
as specified in such notice, before the cut-off date.

• Intimation to depository: Immediately after 
publication of the notice, the company is required 
to inform the depository about the cut-off date 
along with following declarations:

a. The corporate action3 is being effected in 
pursuance of the provisions of Section 236 of 
the 2013 Act 

b. The minority shareholders whose shares are 
held in dematerialised form have been informed 
about the corporate action (a copy of the notice 
served to such shareholders and published in 
the newspapers to be attached)

c. The minority shareholders should be paid by 
the company immediately after completion of 
corporate action

d. Any dispute or complaints arising out of 
such corporate action should be the sole 
responsibility of the company.

• Transfer of shares by depository into demat 
account: The depository would make the transfer 
of shares of the minority shareholders, who have 
not, on their own, transferred their shares in 
favour of the acquirer, into the designated DEMAT 
account of the company on the cut-off date and 
intimate the company.

• Disbursement of price: After receiving the 
intimation of successful transfer of shares from 
the depository, the company should immediately 
disburse the price of the shares so transferred, to 
each of the minority shareholders after deducting 
the applicable stamp duty, which should be 
paid by the company, on behalf of the minority 
shareholders.

• Transfer of shares from demat account: The 
company should inform the depository to transfer 
the shares of shareholders, kept in the designated 
DEMAT account of the company, to the DEMAT 
account of the acquirer upon successful payment 
to the minority shareholders.

Effective date: The provisions are applicable from 
the date of their publication in the official gazette i.e. 
18 December 2020.

(Source: MCA notification no. G.S.R. 773(E) dated 17 
December 2020)

Extension of timeline for filing cost audit 
report
MCA through its circular dated 1 December 2020 
has further extended the timeline for submission of 
the cost audit report for the financial year ended 31 
March 2020 by the cost auditor up to 31 December 
2020 (earlier 30 November 2020).

(Source: MCA general circular no.38/2020 dated 1 
December 2020)

SEBI board meeting
SEBI in its board meeting dated 16 December 2020 
approved certain proposals relating to the Minimum 
Public Shareholding (MPS)/minimum promoters’ 
contribution norms for listed companies.

3. Corporate action means any action taken by the company relating to transfer of shares and all the benefits accruing on such shares namely, bonus shares, split, consolidation, 
fraction shares and right issue to the acquirer.
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Following are the decisions taken: 

Recalibration of MPS norms for listed companies 
going through Corporate Insolvency Resolution 
Process (CIRP): Currently, during Corporate 
Insolvency Resolution Process (CIRP) under the 
Insolvency and Bankruptcy Code, 2016 (Code), if 
the public shareholding of the listed companies falls 
below 10 per cent, they are required to bring the 
public shareholding to at least 10 per cent within a 
period of 18 months and to 25 per cent within 36 
months.

Accordingly, following decisions have been made 
in respect of companies which continue to remain 
listed as a result of implementation of the resolution 
plan under the Code:

a. Mandatory five per cent MPS: It would be 
mandatory to have at least five per cent public 
shareholding at the time of their admission to 
dealing on stock exchange, as against no minimum 
requirement at present.

b. Staggered timeline to achieve 25 per cent MPS: 
They will be provided 12 months to achieve public 
shareholding of 10 per cent from the date such 
shares of the company are admitted to dealings on 
stock exchange and 36 months to achieve public 
shareholding of 25 per cent from the said date.

c. Equity shares allotted to resolution applicant: 
The lock-in on equity shares allotted to the 
resolution applicant under the resolution plan 
would not be applicable to the extent to achieve 10 
per cent public shareholding within 12 months.

d. Disclosures: Such companies would be required 
to make additional disclosures, such as, specific 
details of resolution plan including details of 
assets post-CIRP, details of securities continuing 
to be imposed on the companies’ assets and 
other material liabilities imposed on the company, 
proposed steps to be taken by the incoming 
investor/acquirer for achieving MPS and quarterly 
disclosure of the status of achieving the MPS.

Minimum promoters’ contribution and the 
subsequent lock-in requirements for issuers 
making a Further Public Offer (FPO): SEBI 
approved the proposal to remove the requirement 
of minimum promoters’ contribution and the 
subsequent lock-in requirements for certain issuers 
making a FPO of specified securities under the 
SEBI (Issue of Capital and Disclosure Requirements) 
Regulations. This requirement would not be 
applicable if following conditions are fulfilled:

a. The equity shares of the issuer are frequently 
traded on a stock exchange for a period of at least 
three years.

b. The issuer has been in compliance with the SEBI 
(Listing Obligations and Disclosure Requirements) 
Regulations, 2015 (LODR) for a period of at least 
three years and

c. The issuer has redressed at least 95 per cent of 
the complaints received from the investors.

(Source: SEBI press release - PR No. 61/2020 dated 16 
December 2020)

SEBI issued guidelines for transfer and 
dematerialisation of re-lodged physical 
shares
Background

In terms of Regulation 40(1) of the LODR, transfer 
of securities held in physical mode was discontinued 
effective 1 April 2019. SEBI through its circular dated 
27 March 2019 had clarified that transfer deeds 
lodged prior to 1 April 2019 and rejected/returned due 
to deficiency in the documents could be re-lodged 
with requisite documents. 

On 7 September 2020, SEBI through a circular had 
fixed the cut-off date for re-lodgement of transfer 
deeds as 31 March 2021. Additionally, it clarified that 
the shares that are re-lodged for transfer (including 
those requests that are pending with the listed 
company/Registrar and Transfer Agents (RTA) on 
date) would be issued only in demat mode.

New development

On 2 December 2020, SEBI has issued the 
operational guidelines for crediting the transferred 
shares into the respective demat account of the 
investor. Following are the key features of the 
guidelines: 

• The RTA should retain the physical shares 
and intimate the investor (transferee) about 
the execution of transfer through ‘Letter of 
Confirmation’ (LOC) in the specified format after 
processing the re-lodged transfer request.

• The investor is required to submit the demat 
request within 90 days of issue of the LOC to 
Depository Participants (DP). 

• The shares would be in lock-in demat mode for a 
period of six months from the date of registration 
of transfer, if the shares are required to be locked-
in as per SEBI circular (no. SEBI/HO/MIRSD/ 
DOS3/CIR/P/2018/139) dated 6 November 2018.

• In case of non-receipt of demat request from the 
investor within 90 days of the date of LOC, the 
shares would be credited to suspense escrow 
demat account of the company. 

(Source: SEBI circular no. SEBI/HO/MIRSD/RTAMB/
CIR/P/2020/236 dated 2 December 2020)
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SEBI introduced uniform e-voting facility 
for shareholders of listed entities
Regulation 44 of the LODR requires listed entities to 
provide remote e-voting facility to its shareholders 
in respect of all shareholders’ resolutions. Currently, 
there are multiple e-voting service providers (ESPs) 
providing e-voting facility to listed entities in India. 
This necessitates registration on various ESPs and 
maintenance of multiple user IDs and passwords by 
the shareholders. 

In view of the above, SEBI through a circular dated 9 
December 2020 has decided to enable e-voting to all 
the demat account holders, by way of a single login 
credential, through their demat accounts/websites 
of depositories/DPs. Demat account holders would 
be able to cast their vote without having to register 
again with the ESPs. 

The facility would be implemented in a phased 
manner as follows:

• Phase-1: Following process for e-voting would be 
implemented within six months of the date of the 
circular: 

a. Direct registration with depositories: 
Shareholders can register directly with the 
depository. Shareholders would be able to 
access the e-voting page of various ESPs 
through the websites of the depositories 
without further authentication by ESPs for 
participating in the e-voting process.

b. Through demat accounts with DPs: Demat 
account holders will have the option of 
accessing various ESP portals directly from 
their demat accounts. They would be routed 
to the webpage of the respective depositories 
from their demat accounts, which in turn would 
enable access to the e-voting portals of various 
ESPs without further authentication by ESPs for 
participating in the e-voting process.

• Phase-2: Under phase-2, the depository would 
validate the demat account holder through a One 
Time Password (OTP) verification process as 
under. 

a. Direct registration with depositories: 
Depositories would allow login through 
registered mobile number/e-mail based OTP 
verification as an alternate to login through 
username and password.

b. Through demat accounts with DPs: A second 
factor authentication using mobile/e-mail based 
OTP would be introduced before the demat 
account holders can access the websites of the 
depositories through their demat accounts.

Phase-2 would be implemented within 12 
months from the completion of the process in 
phase-1.

ESPs may continue to provide the facility of 
e-voting as per the existing process to all physical 
shareholders and shareholders other than individuals 
i.e. institutions/corporate shareholders.

(Source: SEBI circular no. SEBI/HO/CFD/CMD/
CIR/P/2020/242 dated 9 December 2020)

RBI prohibits banks from declaration of 
dividends amid COVID-19
The Reserve Bank of India (RBI) through its circular 
dated 4 December 2020 has prohibited banks from 
making any dividend payment on equity shares from 
the profits pertaining to the financial year ended 31 
March 2020. The decision has been taken in view of 
the ongoing stress and heightened uncertainty on 
account of COVID-19. 

(Source: RBI circular no. RBI/2020-21/75 dated 4 December 
2020)

RBI issued an additional clarification 
on resolution framework for COVID-19 
related stress
Background

The RBI through a notification dated 6 August 2020 
had introduced a ‘Resolution Framework for COVID-
19-related Stress’ (the framework) with an aim to 
mitigate the impact of the COVID-19 pandemic on 
the ultimate borrowers. 

On 14 October 2020, RBI had issued some 
clarifications relating to the framework in the form 
of Frequently Asked Questions (FAQs). Some of 
the key clarifications relate to the reference date 
for outstanding debt, applicability of the framework 
and eligibility of specific personal loans under the 
framework.

New development

On 12 December 2020, RBI has issued an additional 
clarification. As per the clarification, the borrowers 
are not required to submit any resolution plan in any 
form to the lending institution at the time of request 
for invocation. Instead, they are required to merely 
submit a request to the lending institutions for 
being considered under the framework. Thereafter, 
the lending institutions would take an in-principle 
decision, as per their board approved policy on 
invoking the framework. 

After such invocation, the specific contours of 
resolution plan to be implemented may be decided 
by the lending institutions, in consultation with the 
borrower. 

(Source: Revised FAQs on Resolution Framework for 
COVID-19 related stress issued by RBI on 12 December 
2020)
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RBI allows banks to access liquidity 
adjustment and marginal standing 
facilities 
Background

The RBI had introduced the scheme of Liquidity 
Adjustment Facility (LAF) in June 2000. Under 
the LAF scheme, repo-auctions (for absorption of 
liquidity) and reverse-repo auctions (for injection of 
liquidity) are conducted on a daily basis. The funds 
under LAF are expected to be used by the banks for 
their day-to-day mismatches in liquidity.

Similarly, RBI introduced the scheme of Marginal 
Standing Facility (MSF) effective from 9 May 2011. 
Under the scheme, eligible banks are allowed to 
borrow funds overnight from RBI in respect of their 
outstanding Net Demand and Time Liabilities (NDTL).

Currently, these schemes are applicable to all 
scheduled commercial banks (excluding Regional 
Rural Banks (RRBs)). 

New development

On 4 December 2020, RBI through its circular has 
extended the LAF and MSF to scheduled RRBs to 
provide them with an additional avenue for liquidity 
management. The facilities would be extended to the 
scheduled RRB which meet the following criteria:

• It has implemented Core Banking Solution (CBS)

• There is a minimum Capital-to-Risk Asset Ratio 
(CRAR) of nine per cent and 

• It is fully compliant with the terms and conditions 
of LAF and MSF issued by RBI.

Further, the names of RRBs which are eligible/not 
eligible to participate in LAF and MSF would be 
intimated to the banks concerned. The eligibility 
status of the banks would be reviewed on an ongoing 
basis.

The effective date from which the RRBs would 
be eligible to avail LAF and MSF will be intimated 
separately by RBI.

(Source: RBI circular no. RBI/2020-21/76 dated 4 December 
2020)

IFRIC agenda decision on reverse 
factoring arrangement
In December 2020, the IFRS Interpretations 
Committee (IFRIC) issued an agenda decision 
addressing the following issues relating to reverse 
factoring arrangement4: 

a. How an entity presents liabilities to pay for goods 
or services received when the related invoices are 
part of a reverse factoring arrangement and

b. What information about reverse factoring 
arrangements an entity is required to disclose in 
its financial statements.

In this regard, the committee gave the following 
guidance:

• Presentation in the statement of financial 
position: On the basis of the guidance given 
in IAS 1, Presentation of Financial Statements 
and IAS 37, Provisions, Contingent Liabilities and 
Contingent Assets, the committee concluded 
that an entity presents liabilities that are part of a 
reverse factoring arrangement:

a. As part of ‘trade and other payables’ only 
when those liabilities have a similar nature and 
function to trade payables - for example, when 
those liabilities are part of the working capital 
used in the entity’s normal operating cycle.

b. Separately when the size, nature or function of 
those liabilities makes separate presentation 
relevant to an understanding of the entity’s 
financial position. In assessing whether it is 
required to present such liabilities separately 
(including whether to disaggregate trade 
and other payables), an entity considers the 
amounts, nature and timing of those liabilities.

• Derecognition of a financial liability: An entity 
that derecognises a trade payable to a supplier and 
recognises a new financial liability to a financial 
institution applies IAS 1 in determining how 
to present that new liability in its statement of 
financial position.

• Presentation in the statement of cash flows: 
As per the committee, an entity’s assessment 
of the nature of the liabilities that are part of the 
arrangement may help in determining whether 
the related cash flows arise from operating or 
financing activities. For instance, if the entity 
considers the related liability to be a trade or other 
payable that is part of the working capital, the 
entity should present the liability as arising from 
operating activities in its statement of cash flows.

Further, if a cash inflow and cash outflow occur for 
an entity when an invoice is factored as part of a 
reverse factoring arrangement, the entity presents 
those cash flows in its statement of cash flows. If 
no cash inflow or cash outflow occurs for an entity 
in a financing transaction, the entity discloses the 
transaction elsewhere in the financial statements 
in a way that provides all the relevant information 
about the financing activity.

• Notes to the financial statements: The 
committee observed that assessing how to 
present liabilities and cash flows related to reverse 
factoring arrangements may involve judgement. An 

4. In a reverse factoring arrangement, a financial institution agrees to pay amounts an entity owes to the entity’s suppliers and the entity agrees to pay the financial institution at the 
same date as, or a date later than, suppliers are paid.
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entity discloses the judgements that management 
has made in this respect if they are among the 
judgements made that have the most significant 
effect on the amounts recognised in the financial 
statements.

Also, reverse factoring arrangements may have a 
material effect on an entity’s financial statements. 
Therefore, an entity provides information about 
reverse factoring arrangements in its financial 
statements to the extent that such information 
is relevant to an understanding of any of those 
financial statements.

(Source: IFRIC update December 2020 issued by IASB)

IASB issued a discussion paper on 
business combinations under common 
control
Currently, there is no guidance in International 
Financial Reporting Standard (IFRS) 3, Business 
Combinations for business combinations under 
common control i.e. transactions in which the 
combining businesses are ultimately controlled 
by the same party both before and after the 
combination.

As a result, significant diversity has emerged in how 
the receiving company accounts for the common 
control business combination transaction in its 
financial statements. Accordingly, on 30 November 
2020, the International Accounting Standards Board 
(IASB) has issued a discussion paper and proposed 
reporting requirements for such transactions. The 
IASB has proposed two possible measurement 
methods:

• The acquisition method (i.e. applying IFRS 3) and

• A specific book-value method.

Under the proposals, the method the company 
uses would depend on the type of transaction. The 
acquisition method would be used for transactions 
that affect non-controlling shareholders because 
those transactions are similar to business 
combinations in the scope of IFRS 3. However, IASB 
has proposed certain exceptions to this rule e.g. if 
the company’s shares are not publicly traded and the 
non-controlling shareholders are related parties of the 
company. 

On the other hand, the book-value method would 
be used for all other transactions because such 
transactions only move economic resources within 
the group and are not like those covered by IFRS 3.

Additionally, IASB proposed to prohibit restatement 
of pre-combination information i.e. financial 
information of the transferred company would be 
included in the financial statements of the receiving 
company prospectively from the date of transaction. 

The discussion paper is open for comments up to 1 
September 2021.

(Source: IASB’s ‘Discussion paper on business combination 
under common control-DP/2020/2’ dated 30 November 
2020)

FASB proposed an update to the 
standard on business combination
On 15 December 2020, the Financial Accounting 
Standards Board (FASB) has issued an exposure 
draft and proposed amendments to the standard on 
business combinations (Topic 805) which addresses 
inconsistency and diversity in practice related to the 
following:

• Recognition of an acquired contract liability

• Payment terms and their effect on subsequent 
revenue recognised by the acquirer. 

The amendments in the proposed update would 
require an entity (acquirer) to recognise and measure 
contract assets and contract liabilities acquired in 
a business combination in accordance with Topic 
606, Revenue from Contracts with Customers at 
the acquisition date. Therefore, the acquirer will no 
longer measure the remaining obligations of the 
acquired revenue contract at fair value but, instead, 
utilise the contract transaction price for the remaining 
performance obligations in accordance with the 
principles of Topic 606.

The amendments would not affect the accounting for 
other assets or liabilities that may arise from revenue 
contracts from customers in a business combination 
such as customer-related intangible assets and 
contract-based intangible assets.

The exposure draft is open for comments up to 15 
March 2021.

(Source: FASB-Exposure Draft-Proposed accounting 
standard update dated 15 December 2020)
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