
Regulatory updates

CHAPTER 4

Accounting and Auditing Update - February 2021

Revised definition of a ‘small company’ and 
‘listed company’ under the Companies Act, 2013

The Ministry of Corporate Affairs (MCA) through its 
notifications dated 1 February 2021 and 19 February 
2021 has issued the Companies (Specification of 
Definition Details) Amendment Rules, 2021 and 
the Companies (Specification of Definition Details) 
Second Amendment Rules, 2021. The notifications 
amend the definition of a ‘small company’ and 
‘listed company’ under the Companies Act, 2013 
(2013 Act). The revised definitions are as follows: 

• Small company (Section 2(85) read with Rule 
2(1)(t)): A small company means a company 
(other than a public company) which meets both 
the given conditions:

a. Its paid-up share capital does not exceed 
INR2 crore (earlier INR50 lakh) or such higher 
amount as may be prescribed which should 
not be more than INR10 crore and

b. Its turnover as per profit and loss account 
for the immediately preceding Financial Year 
(FY) does not exceed INR20 crore (earlier 
INR2 crore) or such higher amount as may be 
prescribed which should not be more than 
INR100 crore.

(Emphasis added to highlight the changes)

• Listed company (Section 2(52) read with Rule 
2A): Listed company means a company which 
has any of its securities listed on any recognised 
stock exchange. The amendments clarified that 

the following classes of companies shall not be 
considered as listed companies:

a. Public companies which have not listed their 
equity shares on a recognised stock exchange 
but have listed their:

i. Non-convertible debt securities issued 
on private placement basis in terms of 
SEBI (Issue and Listing of Debt Securities) 
Regulations, 2008 or 

ii. Non-convertible redeemable preference 
shares issued on private placement basis 
in terms of SEBI (Issue and Listing of Non-
Convertible Redeemable Preference Shares) 
Regulations, 2013.

b. Private companies which have listed their 
non-convertible debt securities on private 
placement basis on a recognised stock 
exchange in terms of SEBI (Issue and Listing 
of Debt Securities) Regulations, 2008

c. Public companies which have not listed their 
equity shares on a recognised stock exchange 
but whose equity shares are listed on a stock 
exchange in a jurisdiction as specified in 
Section 23(3) of the 2013 Act. 

Effective date: The revised definitions will be 
effective from 1 April 2021.

(Source: MCA notification no. G.S.R. 92(E) dated 1 
February 2021 and notification dated 19 February 2021)

Minimum time for acceptance in case of further 
issue of share capital

Currently, in accordance with the provisions of 
Section 62(1) of the 2013 Act, a company can 
increase its subscribed capital through issuing 
further shares to the existing shareholders by 
sending a letter of offer and subject to specified 
conditions. The conditions, inter alia, require that 
the offer should be made by a notice specifying the 
number of shares offered and limiting a time not 
less than 15 days or such lesser number of days as 
may be prescribed but not exceeding 30 days from 
the date of the offer within which the offer, if not 
accepted, shall be deemed to have been declined.

MCA through a notification dated 11 February 2021 
has issued an amendment to the Companies (Share 
Capital and Debentures) Rules, 2014 and specified 
that the time period within which the offer to be 
made for acceptance should not be less than seven 
days from the date of offer. 

Effective date: The amendment is effective from 1 
April 2021.

(Source: MCA notification no. G.S.R. 113(E) dated 11 
February 2021)
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Scheme of merger between start-up companies

Currently, as per Section 233 of the 2013 Act, a scheme of merger 
or amalgamation may be entered into between two or more small 
companies or between a holding company and its wholly owned 
subsidiary company or such other class or classes of companies as 
may be prescribed subject to specified conditions.

MCA through a notification dated 1 February 2021 has issued 
amendments to the Companies (Compromises, Arrangements and 
Amalgamations) Rules, 2016. As per the amendments, a scheme of 
arrangement under Section 233 of the 2013 Act may be entered into 
between any of the following class of companies:

a. Two or more start-up companies1 or

b. One or more start-up company with one or more small company. 

Effective date: The amendments are effective from 1 February 2021.

(Source: MCA notification no. G.S.R. 93(E) dated 1 February 2021)

MCA notified two more sections of the Companies 
(Amendment) Act, 2020

Background

The MCA issued certain amendments to the 2013 Act through the 
Companies (Amendment) Act, 2020 (2020 Amendment Act) which 
received the assent of the President of India on 30 September 2020. 
The 2020 Amendment Act incorporates amendments suggested by 
the Company Law Committee (CLC) in its report. The government 
constituted CLC in September 2019 to review sections on offences 

under the 2013 Act and suggest changes to promote ease of doing 
business and ease of living for law-abiding corporates. MCA notified 
various amendments of the 2020 Amendment Act effective from 21 
December 2020 and 22 January 2021. The amendments mainly relate 
to:

• Decriminalisation of certain compoundable offences 

• Rationalisation of penalties

• Other amendments including revised definition of a listed 
company, periodical financial results for unlisted companies 
and modification of the provisions relating to Corporate Social 
Responsibility (CSR).

For a detailed read, please refer KPMG in India’s First Notes on ‘MCA 
notified certain provisions of the Companies (Amendment) Act, 2020’ 
dated 13 January 2021.

New development

On 11 February 2021, MCA notified amendments relating to producer 
companies under the 2020 Amendment Act. The 2020 Amendment 
Act has inserted a new Chapter as Chapter XXIA relating to producer 
companies. This chapter is on similar lines to the Companies Act, 
1956.

Consequent to introduction of new Chapter XXIA on ‘producer 
companies’, provision under Section 465(1) of the 2013 Act has 
been omitted. This section required that provisions of Part IXA of the 
Companies Act, 1956 would be applicable to a producer company.

Additionally, MCA has notified Producer Companies Rules, 2021. 

The Rules prescribe procedures specifically for producer companies 
with regard to change of place of registered office from one state to 
another and investment of general reserves.   

For a detailed read, please refer KPMG in India’s First Notes on ‘MCA 
notified the Companies (Amendment) Act, 2020’ dated 17 February 
2021.

(Source: MCA notifications dated 11 February 2021)

Conversion of one-person company into a public or private 
company 

On 1 February 2021, MCA has issued certain amendments to the 
Companies (Incorporation) Rules, 2014. The amendments revised the 
eligibility criteria of a one-person company and also prescribe manner 
of conversion of such a company into a public or private company as 
follows: 

• Revised eligibility criteria of a one-person company: As per 
the revised norms, only a natural person who is an Indian citizen 
whether resident in India or otherwise would be eligible to 
incorporate a one-person company. 

For this purpose, the term ‘resident in India’ means a person who 
has stayed in India for a period of not less than 120 days (earlier 
182 days) during the immediately preceding FY.

(Emphasis added to highlight the change)

1. ‘Start-up company’ means a private company incorporated under the 2013 Act or the Companies 
Act, 1956 and recognised as such in accordance with notification no. G.S.R. 127 (E) dated 19 
February 2019 issued by the Department for Promotion of Industry and Internal Trade.
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• Manner of conversion of a one-person company into a public 
or private company: A one-person company may be converted 
into a private or public company (other than a company registered 
under Section 8 of the 2013 Act) if it fulfils the following criteria: 

a. Minimum number of members has been increased to two (in 
case of a private company) or seven members (in case of a 
public company), as the case may be

b. Minimum number of directors has been increased to two 
directors (in case of a private company) or three directors (in 
case of a public company), as the case may be 

c. It maintains the minimum paid-up capital as per the 
requirements of the 2013 Act for such class of company and 

d. It ensures due compliance with the provisions of Section 18 
of the 2013 Act (relating to conversion of companies already 
registered) for conversion.

The one-person should alter its memorandum and articles by 
passing a resolution in accordance with Section 122(3) of the 
2013 Act to give effect to the conversion and to make necessary 
changes incidental thereto. Additionally, the company should also 
file an application in e-Form No.INC-6 for its conversion into private 
or public company along with fees as provided in the Companies 
(Registration offices and fees) Rules, 2014 and prescribed 
documents including latest audited balance sheet and profit and 
loss account.

Effective date: The amendments are effective from 1 April 2021.

(Source: MCA notification dated 1 February 2021)

SEBI board meeting

The Securities and Exchange Board of India (SEBI) in its board 
meeting dated 17 February 2021, has, inter alia, approved certain 
changes relating to Minimum Public Offer (MPO) under the 
Securities Contracts (Regulation) Rules, 1957 (SCRR). 

In accordance with the requirements of the SCRR, currently, 
issuers with post issue market capital of at least INR4,000 crore or 
more are required to offer to public at least 10 per cent of its post 
issue market capital (MPO). Further, such issuers are also required 
to achieve a Minimum Public Shareholding (MPS) of at least 25 per 
cent within three years from the date of listing. 

As per the approved amendments, for issuers with post issue 
market capital exceeding INR1,00,000 crore, the requirement of 
MPO would be reduced from 10 per cent of post issue-market 
capital to INR10,000 crores plus five per cent of the incremental 
amount beyond INR1,00,000 crore. Such issuers would be 
required to achieve at least 10 per cent public shareholding in two 
years and at least 25 per cent public shareholding within five years 
from the date of listing.

(Source: SEBI press release no. PR No. 7/2021 dated 17 February 2021)

Revised disclosure formats under Insider Trading Regulations

Background

Regulation 7 of the SEBI (Prohibition of Insider Trading) 
Regulations, 2015 (Insider Trading Regulations) requires certain 
disclosures to be made by a listed company and designated 
persons. 

Those, inter alia, includes:

• Initial disclosures: Every person on appointment as key 
managerial personnel or a director of the company or upon 
becoming a promoter or member of the promoter group 
should disclose his/her holding of securities of the company. 
The disclosure should made as on the date of appointment or 
becoming a promoter, to the company within seven days of such 
appointment or becoming a promoter.

• Continual disclosures: Every promoter, member of the promoter 
group, designated person and director of a company should 
disclose to the company the number of such securities acquired 
or disposed of within two trading days of such a transaction. The 
disclosure is required if the value of the securities traded, whether 
in one transaction or a series of transactions over any calendar 
quarter, aggregates to a traded value in excess of INR10 lakh or 
such other value as may be specified. 

• Disclosures by other connected persons: A listed company may 
require any other connected person or class of connected persons 
to make disclosures of holdings and trading in securities of the 
company. The disclosure would be required in such form and at 
such frequency as may be determined by the company in order to 
monitor compliance with the Insider Trading Regulations.

SEBI, though its circulars dated 11 May 2015 and 16 September 2015, 
had specified the formats for the said disclosures to be made under 
Regulation 7 of Insider Trading Regulations.
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New development

On 9 February 2021, SEBI has issued revised formats for the 
following disclosures under Regulation 7 of the Insider Trading 
Regulations:

• Disclosure on becoming a key managerial personnel/director/
promoter/member of the promoter group

• Continual disclosures

• Transactions by other connected persons as identified by the 
company.

The revised formats are updated to incorporate the changes made 
to the Insider Trading Regulations pursuant to SEBI (Prohibition of 
Insider Trading) (Amendment) Regulations, 2019 which included 
reference of ‘member of the promoter group’ and ‘designated 
person’ in place of employee in Regulation 7 of the Insider Trading 
Regulations.

(Source: SEBI circular no. SEBI/HO/ISD/ISD/CIR/P/2021/19 dated 
9 February 2021)

Mandatory risk-based internal audit framework for NBFCs

The Reserve Bank of India (RBI) through a notification dated 3 
February 2021 has mandated Risk-Based Internal Audit (RBIA) 
framework for the following class of Non-Banking Financial 
Companies (NBFCs) and Primary (Urban) Co-operative Banks (UCBs):

a. All deposit taking NBFCs, irrespective of their size

b. All non-deposit taking NBFCs (including Core Investment 
Companies) with asset size of INR5,000 crore and above and

c.  All UCBs with asset size of INR500 crore and above2. 

The eligible entities should implement the RBIA framework by 
31 March 2022 in accordance with the guidelines on risk-based 
internal audit provided in the notification (Annex).

In order to ensure smooth transition from the existing system 
of internal audit to RBIA, the concerned NBFCs and UCBs may 
constitute a committee of senior executives with the responsibility 
of formulating a suitable action plan. The committee may address 
transitional and change management issues and should report 
progress periodically to the board and senior management.

(Source: RBI notification no. RBI/2020-21/88 dated 3 February 2021)

Capital and provisioning requirements for exposures to entities 
with Unhedged Foreign Currency Exposure

Background

RBI through its circular dated 3 June 2014 had issued guidelines on 
capital and provisioning requirements for exposures to entities with 
Unhedged Foreign Currency Exposure (UFCE).

The guidelines mandate that information on UFCE may be obtained 
by banks from entities on a quarterly basis, on self-certification 
basis, and preferably should be internally audited by the entity 
concerned. However, banks have expressed their inability in obtaining 
UFCE certificates from listed entities for the latest quarter due to 
restrictions on disclosure of such information prior to finalisation of 
accounts.

New development 

With a view to the address the concern raised by banks, RBI has 
decided that in such cases, banks may use data pertaining to the 
immediately preceding quarter for computing capital and provisioning 
requirements in case of UFCE.

(Source: RBI notification no. RBI/2020-21/100 dated 17 February 2021)

RBI issued master directions for HFCs

RBI through a notification dated 17 February 2021 has issued 
Master Direction-NBFC-Housing Finance Company (Reserve Bank) 
Directions, 2021. These directions are likely to help to prevent the 
affairs of any Housing Finance Company (HFC) from being conducted 
in a manner detrimental to the interest of investors and depositors or 
in any manner prejudicial to the interest of such HFCs. 

The directions include guidelines on asset classification and 
provisioning requirements for HFCs along with matters to be 
included in the auditor’s report of HFCs.

The directions are effective from 17 February 2021. These would be 
applicable to every HFC registered under Section 29A of the National 
Housing Bank Act, 1987 and every auditor of an HFC.

(Source: RBI notification no. RBI/2020-21/73 dated 17 February 2021)

2. The UCBs with asset size less than INR500 crore, all salary earners UCBs, unit UCBs and 
UCBs under all inclusive directions will continue to be covered under the extant internal 
audit requirements as prescribed in RBI’s Master Circular DCBR.CO.BPD.(PCB).MC.No. 
3/12.05.001/2015-16 dated 1 July 2015. 
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Deferment of implementation of Net Stable Funding Ratio 
(NSFR)

Background

Net Stable Funding Ratio (NSFR) is one of the significant components 
of the Basel III reforms. It requires banks to fund their activities 
with sufficiently stable sources of funding over a time horizon of a 
year in order to mitigate the risk of future funding stress. As per the 
prescribed timeline, banks in India were required to maintain NSFR of 
100 per cent from 1 April 2020. Related NSFR guidelines were also 
to be implemented from 1 April 2020.

In light of the pandemic (COVID-19), the implementation of NSFR and 
related guidelines were deferred up to 1 April 2021.

New development

RBI through a notification dated 5 February 2021 has further deferred 
the implementation of NSFR guidelines up to 1 October 2021.

(Source: RBI notification no. RBI/2020-21/95 dated 5 February 2021)

SLR holdings in HTM category

Currently, banks are permitted to exceed the limit of 25 per cent 
of the total investments under Held to Maturity (HTM) category. 
However, this is subject to the condition that the excess comprises 
only of Statutory Liquid Ratio (SLR) securities and total SLR securities 
held under HTM category is not more than 19.5 per cent of Net 
Demand and Time Liabilities (NDTL) as on the last Friday of the 
second preceding fortnight.

The RBI through a notification dated 12 October 2020 had granted 
banks a special dispensation of the enhanced HTM limit of 22 per 

cent, for SLR securities acquired between 1 September 2020 and 
31 March 2021, up to 31 March 2022. The enhanced HTM limit 
was required to be restored in a phased manner over three quarters 
beginning with the quarter ending 30 June 2022.

Relaxation

The RBI through a notification dated 5 February 2021 has further 
extended the dispensation of enhanced HTM of 22 per cent to 31 
March 2023 to include SLR securities acquired between 1 April 2021 
and 31 March 2022. Accordingly, banks may exceed the specified 
limit of 19.5 per cent of NDTL up to 22 per cent of NDTL till 31 March 
2023, provided such excess is on account of SLR securities acquired 
between 1 September 2020 and 31 March 2022. 

The enhanced HTM limit would be restored to 19.5 percent in a 
phased manner, beginning from the quarter ending 30 June 2023. 
This means that the excess SLR securities acquired by banks 
during the period 1 September 2020 to 31 March 2022 would be 
progressively reduced from the HTM category such that the total 
SLR securities under the HTM category as a percentage of the NDTL 
does not exceed:

a. 21 per cent as on 30 June 2023

b. 20 per cent as on 30 September 2023

c. 19.5 per cent as on 31 December 2023.

As per extant instructions, banks may shift investments to/from HTM 
with the approval of the board of directors once a year and such 
shifting will normally be allowed at the beginning of the accounting 
year. However, in order to enable banks to shift their excess SLR 
securities from the HTM category to Available For Sale (AFS)/Held 

For Trading (HFT), it has been decided to allow such shifting of the 
excess securities during the quarter in which the HTM ceiling is 
brought down. This would be in addition to the shifting permitted at 
the beginning of the accounting year.

(Source: RBI notification no. RBI/2020-21/94 dated 5 February 2021) 

Credit to MSME borrowers

With a view to incentivise new credit flow to the Micro, Small, and 
Medium Enterprise (MSME) borrowers, RBI through a notification 
dated 5 February 2021 has allowed scheduled commercial banks 
to deduct an amount equivalent to credit disbursed to ‘new MSME 
borrowers’3 from their NDTL for calculation of the Cash Reserve Ratio 
(CRR).

This exemption will be available only up to INR25 lakh per borrower 
disbursed up to the fortnight ending 1 October 2021, for a period of 
one year from the date of origination of the loan or the tenure of the 
loan, whichever is earlier.

Banks are required to report the exemption availed at the end of a 
fortnight to RBI in Annex A to Form A (Fortnightly return on CRR) 
under the item ‘any other liabilities coming under the purview of zero 
prescription’.

Additionally, proper fortnightly records of credit disbursed to new 
MSME borrowers/CRR exemption claimed, duly certified by the 
Chief Financial Officer (CFO) or an equivalent level officer, must be 
maintained by banks for supervisory review.

(Source: RBI notification no. RBI/2020-21/92 dated 5 February 2021)

3. For the purpose of this exemption, ‘new MSME borrowers’ would be defined as those MSME 
borrowers who have not availed any credit facilities from the banking system as on 1 January 2021. 
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Extension of relaxation relating to marginal standing facility by 
banks

RBI through its notifications dated 28 September 2020 and 4 
December 2020 had allowed banks to avail of funds under the 
Marginal Standing Facility (MSF) by dipping into the Statutory 
Liquidity Ratio (SLR) up to an additional one per cent of their NDTL, 
i.e., cumulatively up to three per cent of NDTL. This facility which 
was initially available up to 30 June 2020 and was later extended in 
phases up to 31 March 2021 to provide comfort to banks on their 
liquidity requirements and also to enable them to meet their Liquidity 
Coverage Ratio (LCR) requirements.

Relaxation

RBI through a notification dated 5 February 2021 has allowed banks 
to continue with the MSF relaxation for a further period of six 
months, i.e., up to 30 September 2021.

(Source: RBI notification no. RBI/2020-21/91 dated 5 February 2021)

ICAI publications

FAQ on LODR

Recently, the Institute of Chartered Accountants of India (ICAI) has 
issued guidance on applicability of the provisions of the SEBI (Listing 
Obligation and Disclosure Requirements) Regulations, 2015 (LODR) 
in the form of Frequently Asked Questions (FAQs). The publication 
also incorporates guidance on recent amendments made to the 
LODR.

(Source: FAQs on SEBI (Listing Obligation and Disclosure Requirements) 
Regulations, 2015 issued by ICAI in February 2021)

Technical guide on accounting of CSR funds by third parties

Currently, a company can undertake CSR activities in the following 
ways:

a. CSR activities itself or 

b. CSR activities through a third party being company/trust/society 
established under Section 8 of the 2013 Act/Non-Government 
Organisation (NGO).

Recently, the ICAI has issued a technical guide on accounting of 
CSR funds by third parties. The publication aims to provide guidance 
on the accounting, presentation and disclosure of CSR funds by the 
entities receiving the CSR contribution for implementing the CSR 
activities on behalf of the company i.e. the cases wherein the CSR 
activities are carried out by the company through third parties.

(Source: Technical Guide on Accounting of CSR Funds by Third Parties 
issued by ICAI in February 2021)

Handbook on certification of Form CSR-1

In accordance with the amendments to the Companies (Corporate 
Social Responsibility Policy) Rules, 2014 issued by MCA on 22 
January 2021, every entity who intends to undertake CSR activity is 
required to register itself with the Central Government (CG) by filing 
Form CSR-1 electronically with the Registrar of Companies (ROC) 
with effect from 1 April 2021. Form CSR -1 should be verified digitally 
by a Chartered Accountant (CA) in practice, Company Secretary (CS) 
in practice or a cost accountant in practice.

Recently, the ICAI has issued a handbook on certification of Form 
CSR-1 to provide guidance on the requirements of verifying and 
certifying Form CSR-1.

(Source: Handbook on certification of Form CSR-1 issued by ICAI in February 
2021)

Background material on BRSR

Recently ICAI has issued a background material on Business 
Responsibility and Sustainable Reporting (BRSR). The background 
material contains an overview of global trends in corporate 
sustainability reporting, National Guidelines on Responsible Business 
Conduct, 2018 (NGRBC), UN Sustainable Development Goals 
(SDGs), sustainable finance and assurance aspects. It also includes 
a comparison between Business Responsibility Reporting (BRR) 
disclosures and BRSR disclosures including a comparison between 
BRSR comprehensive and BRSR lite format of reporting proposed by 
the MCA committee on BRSR in its report4.

(Source: Background Material on Business Responsibility and Sustainability 
Reporting issued by ICAI in February 2021)

Guidance note on accounting by e-commerce entities

The Research Committee of ICAI has revised its ‘guidance note 
on dot-com companies’ as the ‘guidance note on accounting by 
e-commerce entities’. The old guidance note dealt with accounting 
treatment of various revenue and expense items peculiar to the 
dot-com business. However, the revised guidance note deals with 
accounting by e-commerce entities in respect of accounting issues 
relating to revenue and expense recognition. 

The revised guidance note applies to companies preparing financial 
statements under the Companies (Accounting Standard) Rules 2006, 
as amended under Section 133 of the 2013 Act. It also applies to 
entities such as Limited Liability Partnerships (LLPs) and partnership 
firms.

(Source: Guidance note on accounting by e-commerce entities issued by 
ICAI in February 2021)

4. The MCA issued the report of the committee on 11 August 2020.
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Guidance note on accrual basis of accounting (revised)

ICAI has issued a revised guidance note on accrual basis of 
accounting. The revised guidance note highlights the need for accrual 
basis of accounting, provides guidance in respect of transition from 
cash basis to accrual basis of accounting and also states the benefits 
associated with accrual system of accounting. 

With the issuance of the revised guidance note, the guidance 
note on accrual basis of accounting issued by ICAI in 1988 stands 
withdrawn.

(Source: Guidance note on accrual basis of accounting issued by ICAI in 
February 2021)

Handbook on role of women directors

Recently, ICAI has issued a handbook on role of women directors. 
The publication provides insights into various role and responsibilities 
that are bestowed on the women directors along with highlighting 
the requirements under the 2013 Act and SEBI regulations. The 
handbook also covers important FAQs and excerpts of conversation 
with women independent directors to equip aspiring women 
directors with the holistic view in real life scenario. 

(Source: Handbook on role of women directors issued by ICAI in February 
2021)

Amendments to IFRS standards 

On 12 February 2021, the International Accounting Standards Board 
(IASB) has issued narrow scope amendments to IAS 1, Presentation 
of Financial Statements, IFRS Practice Statement 2, Making 
Materiality Judgements and IAS 8, Accounting Policies, Changes in 
Accounting Estimates and Errors. 

The table provides an overview of the amendments:

Standard Overview of amendments

IAS 1 Companies are required to disclose their material 
accounting policy information rather than their 
significant accounting policies.

IAS 8 Clarification on how companies should distinguish 
changes in accounting policies from changes in 
accounting estimates. 
The distinction is important because changes in 
accounting estimates are applied prospectively only 
to future transactions and other future events, but 
changes in accounting policies are generally also 
applied retrospectively to past transactions and other 
past events.

IFRS 
Practice 
Statement 2

Provides guidance on how to apply the concept of 
materiality to accounting policy disclosures.

Effective date: The amendments to IAS 1 and IAS 8 will be effective 
for annual reporting periods beginning on or after 1 January 2023, 
with early application permitted.

(Source: IASB announcement dated 12 February 2021)


