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PROFESSIONAL PROGRAMME

COMPLIANCE MANAGEMENT, AUDIT
& DUE DILIGENCE

Compliance management is the method by which corporate manage the entire compliance process with the
help of check list of compliance calendar. It includes compliance program, compliance audit, compliance
report etc. In other words it is called compliance solution. Secretarial Audit and Compliance Management are
the routine tools for effective governance. Compliance Management is into a corporate system to avoid non-
compliances and the Secretarial Audit is carried out on periodical basis by an independent professional.

Secretarial Audit is a process to check compliance under the provisions of various laws and rules/ regulations/
procedures applicable to organization. It is conducted by an independent professional to ensure that the
company has complied with the appealable legal and procedural requirements and has also followed the due
process. It is essentially a mechanism to monitor compliance with the requirements of stated laws.

Due diligence is a pre-emptive tool to assess a business transaction. Due diligence is an investigative process
for providing the desired comfort level about the potential investment and to minimize the risks such as hidden
uncovered liabilities, poor growth prospects, price claimed for proposed investment being on higher side etc.,
In general, due diligence process is based on transaction.

This study material is published to aid the students in preparing for the paper on Compliance Management,
Audit & Due Diligence of Professional Programme. It is part of the educational kit and guide the students step
by step through each phase of preparation while emphasizing on key concepts, principles, comprehending,
integrating and advising to resolve complex issues case studies and decision making.

Company Secretaryship being a professional course, requires the examination standards to be set very high,
with emphasis as expert of concepts, applications, procedures and case laws, for which sole reliance on the
contents of the study material may not be enough. Besides Company Secretaries Regulations, 1982 it requires
the students to be conversant with the amendments in the laws made upto six months preceding the date of
examination. This study material may therefore be regarded as basic material and must be read along with
the respective amendments in the Act, Rules, Regulations, Order, Circulars, Clarification notified by the Central
Government or issued by the respective Regulators.

The coverage of subject is “Hybrid” in nature which requires integrated application of several Core / Ancillary
areas or references of the other subjects included in the ICSI Syllabus. This study material has covered such
topics to a limited context. The students are advised to refer the relevant topics from the Bare Acts, Rules
&regulations and study material of the respective subjects or from the publications such as ICSI Auditing
Standards, guidance note on Secretarial Audit, Annual Secretarial Compliance Audit, Peer Review, Quality
review etc., referencer published by the ICSI.

The Study Material is divided in two parts covers in the details the concepts of Compliance Management in
Part — | and Audit & Due Diligence in detail under Part-Il.

The legislative changes made upto May 31, 2023 have been incorporated in the study material. In addition to
study material students are advised to refer to the updations at the Regulator’s website, supplements relevant for
the subject issued by ICSI and ICSI Journal Chartered Secretary and Other publications. Specifically, students are
advised to read “Student Company Secretary” e-Journal which covers regulatory and other relevant developments
relating to the subject, which is available at academic portal https.//www.icsi.edu/student-n/academic-portal. In
the event of any doubt, students may contact the Directorate of Academics at academics@icsi.edu.

The amendments to law made upto 31st May of the Calendar Year for December Examinations and upto
30th November of the previous Calendar Year for June Examinations shall be applicable.

Although due care has been taken in publishing this study material, the possibility of errors, missions and /
ordiscrepancies cannot be rules out. This publication is released with an understanding that the Institute shall
not be responsible for any errors, omissions and/or discrepancies or any action taken in that behalf.
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SYLLABUS

OBJECTIVE

Part | : To develop expertise to monitor compliance with the requirements of laws.

Part Il : To equip with the process involved in conducting Audits and to impart knowledge on the process for
conducting Due Diligence of various business transactions.
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LESSON WISE SUMMARY
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& DUE DILIGENCE

PART | : COMPLIANCE MANAGEMENT

Lesson 1 - Compliance Framework

A compliance management system manages the entire compliance process of the company. It includes the
compliance program, compliance audit, compliance reporting etc. The compliance program consists of the
policies and procedures which guide in adherence of the applicable laws and regulations on the company.
Further, the compliance audit is an independent testing of level of compliance with applicable laws and
regulations on an Organisation.

The core function of the company secretary is to formation of the compliance framework in association with the
other functional heads of the company. The lesson covers process of formation of the compliance frame work
and point to be considered while dealing with the corporate compliances.

Lesson 2 - Documentation & Maintenance of Records

The good documentation promotes good corporate governance practices and improves the compliance level of
the company. Also the documentation provides a detailed knowledge of the historical records of the company.
The effective documentation provides easy access to the required information on time for the effective and
timely utilization of the information. The primary responsibly of a company secretary to prepare and maintain
the secretarial and other records, which are required to be kept by the company under the various regulatory
requirements.

The lesson covers the various method of documents and the principles to be followed by the professional while
preparation of records as well as at the time of preserving the records in the record room.

Lesson 3 - Signing and Certification

Pre-certification means certification of correctness of any document by a professional including Company
Secretary in Practice before the same is filed with the respective authority or with the Registrar in terms of the
requirements of the Companies Act, 2013 and certification under SEBI Laws. The signing professional should
check the correctness of the particulars stated in form or supporting documents after due consideration of the
provisions of the Act and the rules made thereunder. The professional should also ensure that the particulars
stated in the form/ disclosure/ certificates are in agreement with the books and records of the company. The
lesson covers the prerequisite for the signing and certification by the professionals and the requirement for
various forms, annual return, corporate governance certification.

Lesson 4 - Legal Framework Governing Company Secretaries

Professionals are expected to conduct themselves in such a manner so as to uphold the grace, dignity and
professional standing of their respective Institutes. Any commitment to complete a particular assignment as
agreed by the person himself should be completed in a professional manner.

The purpose of this Lesson is to explain to the students, expectation as a member with respect to various
aspects of the ethical conduct. This lesson has been designed to assist in defining appropriate personal and
professional conduct, to provide guidance in the identification and resolution of ethical issues, and to help the
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students (the future members) of the Institute to maintain the culture of honesty, integrity, transparency and
accountability.

Lesson 5 - Values, Ethics and Professional Conduct

India with its inherent spiritual strength, rich traditions and strong value systems- which drive from the core
of family run businesses to large corporate houses become the role model for other countries in corporate
governance. The company secretaries being practitioners of corporate governance should play a leading role
in making India a global leader in their field.

Further, the company secretary is not only the conscience keeper of an enterprise, but he also has a larger
social responsibility represent internal and external stakeholders of the company and to play a pivotal role in
ensuring compliances and implementing principles of good governance.

Accordingly, every professional should inculcate highest standards of professional ethics and moral values and
adherence to professional code of conduct in its true letter and spirit while working in the various capacities.
The lesson covers the various ethical principles, issues, practical aspects and the recent case laws in the Indian
corporate sectors.

Lesson 6 - Non-Compliances, Penalties and Adjudications

Corporate compliance involves adhering to various rules, regulations, laws, and standards which are designed
to protect business, employees, and all others stake holders involved in the organization. The impact of the
noncompliance of such rules and regulations on a business could be in the form of monetary fines, disqualification
of directors, prohibition of doing business, regulatory enforcement, and court cases or even extended to the
closure of the business entity.

In the recent years the instances of the non-compliances have been continuously increased and the business
owners are getting impatient as these consequences would affect their eligibility and affect the business in
many ways.

The lesson covers the various non-compliances under the Companies Act, 2013, SEBI Act, 1992 & RBI Act, etc.
and the manner of adjudication and compounding of such offences.

Lesson 7 - Relief and Remedies

The NCLT consolidates the corporate jurisdiction of: i. Company Law Board, ii. Board of Industrial and Financial
Reconstruction, iii. Appellate Authority for Industrial and Financial Reconstruction and iv. jurisdiction and powers
relating to winding up, restructuring and other provisions as vested with the High Courts resulting the Reduction
of the burden on courts and will help companies facing issues related to winding up, mismanagement and
insolvency of businesses and to Eliminates the overlap the conflicting rulings and minimize the delays in the
resolution of disputes.

The proceedings before the NCLT or NCLAT are deemed to be judicial proceedings within the meaning of
sections 193 and 228, and for the purposes of section 196 of the Indian Penal Code, and the Tribunal and the
Appellate Tribunal shall be deemed to be civil court for the purposes of section 195 and Chapter XXVI of the
Code of Criminal Procedure, 1973. The lesson cover the various aspects under Code of Criminal Procedures
relevant for dealing with the various judicial authorities.

PART II: AUDIT & DUE DILIGENCE

Lesson 8 - Concepts of Various Audits

Audit is an independent and systematic examination of statutory records, books of accounts, documents and
vouchers of an organization. This mainly performed or conducted to ascertain how far the financial statements
as well as non-financial disclosures present a true and fair view of the affairs of the company. Audit provides
a significant assurance to the management and other stakeholders on the affairs of the company. The Auditor
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while conducting audit obtains evidence and formulates an opinion on the basis of his judgement which is
communicated through his audit report.

As an independent professional, auditor provide third party assurance on every subject matter for which he has
been engaged. The lesson covers the areas which are commonly audited by the company secretaries such
as Corporate Governance Audit, CSR Audit, Takeover Audit, Insider Trading Audit, Industrial and Labour Laws
Audit, Cyber Audit, Environment Audit, Systems Audit, Forensic Audit, Social Audit etc.

Lesson 9 - Audit Engagement

The Companies Act, 2013 provides that the statutory auditors of the company shall be appointed by the
members of the company, through a resolution passed at the annual general meeting. However In case of other
audit the auditors are appointed by the board of the company or by the person authorized by the board of the
company, by the tribunal/ courts, company liquidators etc.

In any auditing assignment, the engagement letter is the governing documents for whole audit process, as it
covers the scope of audit, terms & conditions of audit, responsibility of auditor and the management etc.

The lesson covers the various requirements of laws and the points to be considered while taking up the audit
engagement by any professional.

Lesson 10 - Audit Principles and Techniques

The Auditing principles are the generally accepted rules, which are commonly applicable for the every type
of Audit, whereas the audit techniques stand for the methods that are adopted by an auditor to obtain audit
evidence and performance of the audit as per the scope of the audit. An auditor can apply various techniques
of auditing which may be applied by the auditor under different circumstances of audit.

The purpose of an audit is to enhance the degree of confidence in the secretarial records/non-financial
statements, of intended users. An auditor expresses his opinion as to whether the significant reporting aspects
of an enterprise are duly covered within the prescribed framework. The auditor is required to conduct the audit
and express his opinion based on these principles and techniques for conducting audit.

The lesson covers the various auditing principles and techniques which are useful for undertaking the audit.

Lesson 11 - Audit Process and Documentation

The auditing process is a way to ensure that the affairs of the company were in accordance with the applicable
laws, rules, regulations and principles and that they are free of material misstatement. The audit process include
the phase like Pre-Planning, Planning, Fieldwork, Reporting, Corrective Action etc.

The audit documentation is the written record of the basis for the auditor’s conclusions. The audit documentation
also facilitates the planning, performance, and supervision of the engagement, and is the basis for the review of
the quality of the work because it provides the reviewer with written documentation of the evidence supporting
the auditor’s significant conclusions. Among other things, audit documentation includes records of the planning
and performance of the work, the procedures performed, evidence obtained, and conclusions reached by the
auditor. Audit documentation also may be referred to as work papers or working papers.

The lesson covers designing the auditing program, procedures and documentation procedures relating to the
performance of the audit.
Lesson 12 - Forming an Opinion & Reporting

On the completion of each audit assignment, the auditor need to prepare a written report setting out the
audit observations and conclusions in an appropriate form; the content of the audit report should be easy to
understand, free from ambiguity and supported by sufficient, competent and relevant audit evidence and be
independent, objective, fair, complete, accurate, constructive and concise.
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The content of the opinion will need to indicate unambiguously whether it is unqualified or qualified and, if the
same is qualified, whether it is qualified in certain respects or is adverse or a disclaimer of opinion.

The lesson covers process of forming opinion and the process to the followed by the auditor before submitting
the final reports to the management.

Lesson 13 - Secretarial Audit

Secretarial Audit is a mechanism which gives necessary comfort to the management, regulators and the
stakeholders, as to the compliance by the company of applicable laws and the existence of proper and
adequate systems and processes in the company. Submission of Secretarial Audit Reports for the prescribed
companies was mandated from financial year 2014-15 under section 204 of the Companies Act, 2013.

Further, Regulation 24A of the SEBI (LODR) Regulations, 2015, every listed entity and its material unlisted
subsidiaries incorporated in India is required to undertake secretarial audit and shall annex with its annual
report, a secretarial audit report, given by a company secretary in practice, in From No. MR-3 from the year
ended March 31, 2019.

The secretarial auditors should detect the instances of non-compliances and in result facilitate taking
corrective-measures. The professional should perform an effective due diligence exercise before the issuance
of Secretarial Audit Report.

The lesson covers the various requirements under the scope of secretarial audit and process to be followed by
the company secretaries while conducting secretarial audit.

Lesson 14 - Internal Audit & Performance Audit

The internal audit is an Independent review and appraisal of financial and operational control systems across
the organization. The internal audit also includes the ascertainment of the extent of compliance of policies,
procedures, regulations and legislations and facilitate in risk management.

The internal auditor is also involved in structuring programs and activities that safeguard company assets, it
also provide internal check systems which minimize the possibility of fraud / early warning signals for identifying
fraud.

The provisions of Companies Act, 2013 provides that an internal auditor appointed under section 138 shall either
be a chartered accountant or a cost accountant, or such other professional (including company secretaries)
as may be decided by the board to conduct internal audit of the functions and activities of the company. The
lesson cover the objective& scope of internal audit, manner of engagement, internal audit techniques and the
process for reviewing the internal control mechanism in the company.

Lesson 15 - Peer Review and Quality Review

The Professional Codes of Conduct are one of the most important characteristics of a profession. Such Codes
of Conduct illustrate the high ethical and professional standards to reassure stakeholders of two conditions,
namely, that any particular set of professional services is being rendered not only by (i) properly qualified or
technically expert persons but also (ii) by persons whose professional standards merit the high degrees of
trustworthiness, typically required of professionals.

The Peer Review mechanisms used in working groups for many professional occupations only to strengthen
systems and infrastructure to enhance the quality of professional services. Whereas the Quality Review Board
(QRB) has been set up to review and enhance the quality of the services rendered by the members of the ICSI.
The Board aims to standardize the practices followed by the Company Secretaries and enhance the quality of
the services rendered by the members of ICSI on continuous basis.

The lesson covers the various aspects relating to the peer review of the company secretaries in practice and the
highlights relating to the Quality of Audit & Attestation Services by the company secretaries.
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Due diligence is an analysis and risk assessment of an impending business transaction. It is the careful and
methodological investigation of a business or persons, or the performance of an act with a certain standard
of care to ensure that information is accurate, and to uncover information that may affect the outcome of the
transaction.

For any strategic business transactions the detailed analysis of both financial and non-financial information
requires careful and methodological investigation of business processes and the parties involved. Due diligence
of business transaction includes methodical investigation of information relating to the financial, human
resources, tax, environmental, legal matters, intellectual property matters etc. The lesson covers the various
types of the due diligence, due diligence process and the points need to be considered while performing due
diligence.
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