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Department:  Inspection          Segment: All Segments 

 

Circular No: MSEI/INSP/IAR-18-19(1)/6887/2018                                         Date: October 11, 2018 

 
Sub: Internal Audit for Trading Members / Clearing Members for the period April 01, 2018 to September 
30, 2018. 

 
 

In terms of the provisions of Rules, Bye-Laws and Regulations of the Metropolitan Stock Exchange of India 
Ltd. (Exchange), the Members are notified as under: 
 
SEBI has stipulated the requirement of carrying out internal audit of the trading members / clearing 
members on a half yearly basis by Chartered Accountants, Company Secretaries or Cost and Management 
Accountants who are in practice and who do not have any conflict of interest, from the half year ended 
March 31, 2009 onwards. 
 
Accordingly, all the trading members / clearing members, who have traded / cleared at least one trade on 
any segment during the half year period April  01, 2018 to September 30, 2018 irrespective of trades done 
on PRO / Client accounts, are required to submit the internal audit report latest by November 30, 2018 
and to ensure adherence to the following:  
 
1. The Auditor’s Certificate and the Audit Report shall be in the format given in Annexure I & II 

respectively. Members are required to note that the present format in Annexure I & II are revised 
and are different from earlier formats. Members are advised to take note of the same and furnish the 
Report / Certificate prepared as per the revised requirements for the period April; 01, 2018 to 
September 30, 2018.   

2. Guidelines on sample selection and Indicative Sampling Criteria to be followed by the Auditor along 
with the Methodology for sample selection is mentioned in Annexure III  

3. List of Indicative Processes and reference of Exchange / SEBI circulars is given in Annexure IV 
4. Each page of the Audit Report should be stamped and signed by the auditor. 
5. The Audit certificate should be on the letterhead of the auditor containing relevant details of the 

auditor. 
6. The Audit Report must contain comments of the management of the members.  

 
The quality of internal audit reports received from members shall be monitored and appropriate steps 
shall be taken if the reports do not meet minimum expected quality levels. In case where internal audit 
report submitted is incomplete and not as per the guidelines like sample size not given, only certificate 
submitted without report or management comments not given etc., same would be treated as non-
submission of internal audit report. Stock brokers are strictly advised to submit the report in the format 
prescribed by the Exchange. 
 
Auditors are requested to mandatorily adhere to the sample selection guidelines specified therein 
(Annexure-III) and mention the sample size selected along with details of the instances of non-
compliance (if any) against each of the checklist points. All working papers and records with respect to 
the audit should be retained by the auditors for verification by the Exchange as and when required. 
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Action in case of violations: 
 
The revised penalty structure for non-compliances observed in the internal audit report is given in 
Annexure V. 
 
Action for late submission / non submission of internal audit report (IAR): 
 
Following penalties shall be levied on members for late submission / non submission of Internal Audit 
Reports: 
 
For Active Trading Members (who are required to submit the internal audit report) 
 

Due time for submission : 2 Months (i.e. November 30, 2018) 
1.  For 1st month after due date (from December 1, 2018), Fine of Rs. 200/- per day 
2.  Charges of Rs. 500/- per day from 2nd month after due date (i.e. January 1, 2019 onwards) till 

date of submission or disablement 
 
2 weeks’ notice shall be given to the Member after the 3rd month from the due date (i.e. from March 1, 
2019), subsequent to which the Member shall be disabled in all segments of the Exchange. 

 
Further, SEBI vide circular SEBI/HO/MIRSD/MIRSD2/CIR/P/2016/95 dated September 26, 2016 has 
stipulated norms for selection of Internal Auditors which are enumerated below, 
 
Appointment and Rotation of Internal auditors: 
 
1. No stock broker shall appoint or re-appoint: 

 

a)  An individual as internal auditor for more than one term of five consecutive years; 
And 

b)  An audit firm as internal auditor for more than two terms of five consecutive years 
 
2. Provided that, 

 

a) An individual internal auditor who has completed his term under clause 1 (a) above shall not be 

eligible for re-appointment as internal auditor for the same stock broker for five years from the 

completion of his term; 

 

b) An audit firm which has completed its term under clause 2 (b) above, shall not be eligible for re-

appointment as internal auditor for the same stock broker for five years from the completion of 

such term; 

 

c) Provided further that as on the date of appointment no audit firm having a common partner or 

partners to the other audit firm, whose tenure has expired in a stock broker immediately preceding 

the financial year, shall be appointed as internal auditor for the same stock broker for a period of 

five years; 
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d) The block of five years shall start from FY 2016-17. 

 

All the members are advised to ensure compliance with the above requirements and submit the internal 
audit report positively by November 30, 2018 to: 
 
Inspection Department 
Metropolitan Stock Exchange of India Ltd. 
(Formerly known as MCX Stock Exchange Ltd.) 
4th Floor, Vibgyor Towers, Plot No.C-62, Opp. Trident Hotel, 
Bandra Kurla Complex, Bandra (East) 
Mumbai – 400 098 
 

          For and on behalf of 
          Metropolitan Stock Exchange of India Limited 

 
 
 

         Mahendra Choudhari 
         Asst. Vice President, Inspection Department 
 
         Enclosures: 

 Format of Internal Audit Certificate – Annexure I 

 Scope of Internal Audit – Annexure II  

 Sample Details – Annexure III 

 List of Indicative Processes and reference of Exchange / SEBI circulars – Annexure IV 

 Revised Penalty Structure for non-compliances – Annexure V 
 
 
In-case of any query kindly contact Inspection Department on 61129000 or mail on 
compliancemsx@msei.in  

mailto:compliancemsx@msei.in

