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MIRSD - 11 Securities and Exchange
Board of india

MIRSD-11/ TA V6125 /2011
May 19, 2011

To

All the Stock Exchanges

Dear 5ir/s,,

Sub.: Guidelines and Report Format for Internal Audit of Stock-
Brokers / Clearing members

Please find enclosed the ‘Guidelines and Report Format’ for internal
audit for the financial year 2011-12, which may be adopted after
making . suitable amendments, if anv, as per the
requirement/applicability to the Exchange.

Yours faithfully,

1£. Sed L _

V S Sundaresan

Encl: As above



Annexure |

CERTIFICATE FOR INTERNAL AUDIT

We have examined the relevant books of accounts, records and documents

maintained by M/s. . (name of the trading/clearing member)
bearing SEBI registration number - } a member of
the Stock Exchange Ltd. for the following segments to fulfill

the internal audit requirement as prescribed by SEBI vide circulars dated
August 22, 2008 & October 21, 2008, for the half vyear
ended

| Segments _ | Activity _ | SEBI
(Cash  Segment  /Derivatives | (Trading/Clearing/Tradin | registration
Segment [ Debt  Segment | g and Clearing) number

[Currency  Derivatives/Securities
Lending & Borrowing segment

The purpose of this audit is t0o examine that the processes, procedures
followed and the operations carried out by the Trading Member/Clearing

Member are as per the applicable Acts, Rules, Regulations, Bye-laws and
Circulars prescribed by SEBI and the Stock Exchange.

We have obtained all the information and explanations, which to the best of
our knowledge and belief were necessary for the purpose of this internal
audit In our opinion proper books of accounts. records & documents, as per
the regulatory requirement have been maintained by the member, so far as it
appears from examination of the books.

We have, conducted the audit within the framework provided by SEBI/Stock
Exchange for the purpose of this internal audit.

To the best of our knowledge and belief and according to the information and
explanations given 1o us, no matenal fraud / non-compliance /violation by the
member is observed during the course of this audit

Based on the scrutiny of relevant books of accounts, records and documents,
we certify that the member has complied with the relevant provisions of SEBI
Act, 1992, Securities Contracts (Regulation) Act 1956, Securities Contracts
(Regulation) Rules 1957, SEBI (Stock Brokers and Sub-Brokers) Regulations,
1992 and various circulars of SEBI. The member has complied with the Rules,
Bye-laws, Regulations of the Stock Exchange and various circulars issued by
the Stock Exchange and Clearing Corporation/Clearing House

We declare that we do not have any direct / indirect interest in or relatonship
with the member or its directors / partners / proprietors / management and
also confirm that we do not perceive any conflict of interest in such
relationship / interest while conducting internal audit of the member,



In our opinion and to the best of our information and according to the
explanations given 1o us by the proprietor/partner(s)/director(s)/compliance
officer, the Report provided by us as per the Annexure and subject to our
observations, which covers the entire scope of the audit, is true and correct.

Company Secretary / Cost and Management Accountant / Chartered
Accountant

(Seal & Signature)

(Name of the Proprietor / Partner)

Membership no. / CP. No.

Place -

Date -



Annexure i

Guidelines and format of Internal Audit Report specifying the minimum scope to be

covered.
| Sr. | Particulars - Comments | Remarks of Whether | Comment | Sample Size|
! no ofinternal | internal . auditor s of
auditor auditor {In | observati | Managem
. {whether case non onfqualifi | ent (Para
member compliance | cation | wise, ' |
has observed) |accepted |where |
complied by - auditor
with?) managem  has
ent? reported
non-
complian
— N 3 lce) R |
1 | Client " registration '
| documentation JAnti  Money
__| Laundering compliance | e, doagiesce |
| a  Whether KYC, MCATRPA, RDD 25 clients
| | are executed in the prescribed or 100%
- formats and the same is executed | Yes/No Yes/No | whichever
i before execution of trades for the ' is lower '
__|clente | s |
b | Whether UCC s allotted to the 25 clients
client & the same is uploaded o Yes/No or 100%
| the Exchange with PAN? i Yes/No whichever |
‘_ _____ A R Y st is lower |
¢ | Whether all fields in KYC including 25 clients |
client’s financial details are filled in | Yes/No Yes/No or 100%
properly’? I whichever
i s g e o ? i . | | is lower
| d  Whether proper proof of identity, | 25 clients
' FAN address, bank, demat are | Yes/No Yes/No | or 100%
taken with KYC form? whichever
| - _Islower |
e | Whether MCA/TPA does not T 25 clients
' contain any contravening clauses? | Yes/No Yes/No or 100%
whichever
______ . - _islower
f  \Whether all the mandatory | _ 25 clients
' clauses have been included in ! Yes/No Yes/No or 100%
MCA/TPA? whichever |
i | is lower
g  Whether in person verification of | ; | 25 clients
- clients is done by the employees  Yes/No ' Yes/No | or 100% ,
’ | whichever

of the trading member only?

|islower |
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| DP, then whether such DP is the | Yes/No |  YesiNo | | or 100%
| same entity or if one of them is the | | whichever
| ! holding or subsidiary company of | I | !is lower
S R (S SN SR S [
| i | Whether date of verfication. name | Yes/No | ] | 25 clients
and signature of the official who | | or 100%
| | has done in-person verification I |‘|’esIN0 '| |whichaver
| jand the member's stamp | is lower
| | incorporated in the  client | | | I
- rogelatontomis. oo b e b EL T | G| |
| j | Whether copies of all the | | | 25 a::hennts
| | documents executed by client are | Yes/No I Yes/No | or 100%
| I given to the respective clients? | I | | LI:II:wh::H
"k | Whether change in address, bank | I | |25 cliepts
| | account or demat account is | Yes/No Yes/No | or 100%
carried out on receipt of written | _I | I I ~_.n.rh|chever
- request along with documentary I| | | I is lower
|| proof from the respective client? ECEETNT I [, o B B
I | Whether client details including | | 25 clients
| financial details are reviewed | Yes/No Yes/No | or 100%
| I periodically and updated? | I : | yl:lcwh::ar
' | is lower
:._n-,_I_I.I'ﬁeﬁér_tEdirIg code and the | Yes/No I|_Yes.l'Nn | I 25 cliennts
_ | unique client code allotted to a | I | '| or 100%
I client and the e-mail furnished by I I |I | ?vhichever
| | the client for the purpose _of | , I | is lower
receiving ECN and other details, '| . I |
I are communicated by the trading I I I | |
| | member through the KYC form or | |I
__|otherwise inwritingtothe client? | | TSN Snahi o) AU
T | Whether trading member has sent | | | i | 25 clle:ﬂs
| | information to clients pertaining to | Yes/No I Yes/No | | or “IDDI:.
| segments/exchanges wheré client II whichever
I |is registered to trade {through ! ! | | ' is lower
| __jcowofK¥Corothenwisgl? 1 o .o b oo b e e B SR
o ! Whether Trading member hasl | | | | 25 clleﬂnts
I | communicated policies & ' Yes/No , ! | or 100% )
| | procedures to its client (throughI | Yes/No || 1I.w.--hn::he'.nr.zu
__leopyofi¥Corcthermseyy 1 1 - ) 4. ]islower
| p T Whether sufficient information is | | I | 25 {:Irenzs
| | obtained in order to identify I | | or 1 100% |
' Ipers-::uns who beneficially own or | | II *:l'thc:hﬁuer
| lcontlesaitisesceounty . ¢ oo b o a0 L L IS IONBE
. q | Whether the Member has process | | | ; ! .
to wverify the identity of the . | | | 25 cIIents
! | customer andfor the person on | ! or 100%
whose behall a transaction is | I I I | whichever
 lbemgotrgugeds | . b oo do _|islower
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[ Whether risk profiling of the clients | YesiNo | Yes/No !
has been done as per the written
down policy of the {trading Audit
mempber? g dooy e period
Whether Member has adopted | Yes/No | Yes/No
enhanced due diligence process ' . i
far High risk clients? ? I H ,'t

L | —— _| period |
Whether continuous due diligence | Yes/No | Yes/No
and scrutiny is being conducted ' .
far the clients? Auc};t
e N—_— | period
Whether member is having clearly | Yes/No ' Yes/No
defined policy for acceptance of ;
clients and whether it has been !
ensured that an account is not
opened where the member s
unable to apply appropriate client
due diligence measures/KYC | Audit

| Policies? period

| Whether Member has identified | Yes/No ; Yes/MNo
cngntﬁ of special category {(CSC) 7 At

5 [ s | - | | period
Whether Member has identified | Yes/No : Yes/No |
clients identification procedures & ' .
programs at various stages? ! Audit

ot U B | _| period
Whether Documents executed 25 clients
with clients  does not contain | Yes/No Yes/MNo or 100%
clausesfterms which is in whichever
contravention to rules, regulations, | is lower
articles, byelaws |, circulars |
directives and guidelines of SEBI i
and Exchanges? ; ) _

. Whether the Trading Member has Yes/No ' Yes/No " Audit
prominently displayed in its portal Pericd
/web site, if any, notice / display |
boards, advertisements, |
publications, know your client | ‘
forms, and member client
agreements, the following details- !

i) name of the member as '
registered with SEBI,

i} its own logo, if any, : |

iii) its registration number and ' ! i
iv) itse complete address with ‘ _
telephone numbers? .

Whether Constituent registration | | I | 25 clienis
form consists of an index Fage | Yes/No | Yes/Mo [ ar 100%,

‘ whichever

listing all the decuments contained




Iﬂocumems on their own websiie!

§ 1 in it and indicating brieﬂﬂ r ! ' lis low
' | significance of each document?. | | | |
| [ ! | | I |
_ NG U SONNUNIN | WVSUU SR, . A, i
:_z JH‘u'a.lft'nather REQIStratuon document | N 4|_ | _:_25 clients
| Folder/Book contains two parts | Yes/No :  YesiNo | | or 100%
| | mandatory & non-mandatory? '. | | | whichever
L.l v lislower
. zb | Whether Client has countersigned | Bl 1 | | 28 client=
| | against stock exchange as well as | Yes/No |: | Yes/No | | or 100%
| | market segment where he intends | '. | | whichever
|__jlotrade? I . -l eI R SRS S o
| zc | Whether Trading member has | | | 125 clients
| made provisions o capture | Yes/No | | Yes/No | | or 100%,
| | identity and address proof of the | | | [ | whichever
| |lintroducerintheKyCform? | . 1 lislower
| zd | Whether Trading member has | | | .' 1 25 clients
' | made provisions to capture details | Yes/No | | Yes/No | | or 100%
| | of action taken against a client by ' | | | | whichever
I | SEBI or other financial sector | ] | | | is lower
| |reguiator? S Y | WU SO S
| ze | Whether all the documents in both ! | | | | 25 clients
| I' the mandatory & non-mandatory | Yes/No \ | Yes/No | | or 100%
| | parts are printed in minimum font | | | | | whichever
| I'size of 11 and are legible fcrr | | | is lower
L __Fﬂ@fﬂs_w_readl_ SNy SRR ST N  SERE. Ny
| Whether Copies of duly c:ompleted | " "lr 25 clients
| Client Registration Documents viz, ' Yes/No | -I Yes/No |  or 100%
! Constituent  Registration  Form | | . whichever
! | (KYC), Member  Constituent | | ! ! I is lower
. | Agreement/ Tripartite Agreement | | | i
. | (MCA), Risk Disclosure Document | l | |_ !
.\ | (RDD) and any other document | | | '| |
| | executed by the client, Was | | '|
| | delivered to the client free Df | || | 1
| | charge and with in 7 days of | | .' | '|
,__ luploadofvcc? 1\ . ) )
\ zg | Whether trading member has | | ! | 25 clients
! | taken documentary evidence in | Yes/No | Yes/iNo | | or 100%
|: | support of financial information ' I :' | whichever
| | provided by the client for equitw,r! I I| I | is lower
__ | derivatives segment? _ I R S N S
. zh | Whether authorizations from the | | | | | 25 clients
. | client sought in non-mandatory | Yes/No | Yes/No | | or 100%
' | document is separate & do have | ! | | |\ whichever
| specific consentoftheclient | L i is lower
zi | Whether trading members had | | | | Audit
| displayed the set of standard | Yes/No [ IYEEIND | Period
[
|

_ forinformation ]
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' Whether trading member do have |

a specific policy regarding | Yes/No
treatment of Inactive account and
the same is displayed on the web-
sie? .
VWhether Mandatory documents
include only KYC form

MCA/Tnpartite agreement in case
of sub-broker and a document
dealing with policies &
procedures? | Yes/No

Yes/No

| Audit

iFaﬁnd

Yes/No

25 clients |
or 100%
whichever
is lower

Whether Member constituent
agreement does not contain any
clauses other than what is '
specified by the Exchange/SEBI

__as mandatory? Yes/No

Yes/No

25 clients
or 100%
whichever
is lower

Order management and risk

| management systems

| Whether checks are in place tD-

the terminals?

ensure that no unauthorized | Yes/No
orders are executed from any of

| Yes/No

Audit
Period

| client-wise / scrip-wise | terminal-

Whether control reports like orders
executed away from market price,

wise volumes / exposures are | Yes/No
generated to  monitor  any
manipulation  or  unwarranted
activity?

. Yes/No

5 days

~d  Whether initial and othar margins ] o

In case of dormant accounts, if |
the account is reactivated then are
there any checks in place to Yes/No
ensure thal am:.nunt is operated by

' Yes/No

are collected from respective
clients in the prescribed form of
funds, fixed deposit receipts, bank ’ Yes/No
guarantees and approved

 securities {approved/liquid) with |

_| Period |

Audit

5 days

_appropriate haircut?

Whether the member has a proper
system for reporting the correct

| client margin collection to Clearing | Yes/No

Derivatives segment? N

House / Clearing Corporation, in

 Period

Audit
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_[ Whether all institutional trades are |

T‘u’enf}f whether  the margm :
reported by the member to the | | Yes/No
Exchange in Denvates segment is |

| actually collected and available in |
| the books of accounts of the !
| member. In  case of any !
| Irregularity observed, mention the !
: instances wherein wrong reporting ﬁ
rof  margin  collected  from !

| clients/trading  members  was |

| observed. :

e

- ————— i ———

| WhetHEr  Risk Management |
: System (RMS) includes policy on |
| margin collection from | Yes/No
|
|

|

:- | Yes/No
!
|

'cnentsr’tradmg member and the
. RMS is well documented?

! Whether proper systems are in | '
aplace to ensure timely coliection : Yes/No .
' for pay-in from the respective ! |
| _c_h_egt_as_per settiement schedule? | e PR O
Whether proper ©  monitoring |
| mechanism is in place to review |
: long outstanding debit balances in |
| clients’ account and recovery of

!
|
\ f f |
\ the same? Give age wise |
|
|

a'
|
|
|
|
e e e T_ P
|
|
|
|

Il.anal:,rsis of debls outstanding for
i more than 30 days and the
I reaweri pattern for the same f' Yes/No '
Whether member has reported | | |
| details of client funding, if any, to " Yes/No
i | the exchange within prescribed |

| time hmit? | | '

: What are the sources of funds in | | | |
| case client funding is observed? | ! |

= _____.__l________,._'|_.________L______J___ A —

" Confirm that trading member has | | ' Yes/No | ‘I Audit
1 not undertaken or was not party tﬂ ! | Period
| or has not facilitated any fund | \ |

| based activity through financier | Yes/No !

___________ O e
| Lugs of

| ' five dates

| for which

| trades havi
'been

|
| routed  through cusiodians by | :
| following Straight Through | Yes/No |
| Processing(STP) 7 ' :

|

|

|

|

|

—

|

|

|

|

i |
§ | |
| | |
|

Yes/No

ln ‘case |nstitutional trades have
| not been routed thinugh |
| custodian, what are the reasons | |
\ for the same? Whether any :
]
|

—_—

|
|
|
|
|
| specific pattern is observed for the :



_confirmation letter confirming the

' Whether member has obtained o ‘ Check the
prior approval from the exchange ! Yes/No | approval
| before providing terminal fo the Yes/No letter
| | clients under DMA facility? B | . |
| p | Whether member has complied I
with  regulatory requirements | Yes/No ' Yes/No
related to DMA? l 2 cases
32  Contract notes, Client margin i
details and Statement of :
‘accounts - |
a | Whether confract notes are sent | 5 days
within 24 hours of execution of | Yes/No ' Yes/No
_trades? . | { -
b | Confirm that trading member did _ 5 days
not issue contract notes for | Yes/No Yes/No
i fictitious transactions N
¢ Whether all prescribed details | |
including name and signature of Yes/No Yes/No
| authorized signatory, dealing |
office details and brokerage are |
[ contained in contract note? | One day
. d | Whether Margin details are sent 5 days
| daily fo respeciive clients ? | Yes/No Yes/No o
e | Whether Proof of delivery / | 5 days
dispatch is maintained? Yes/No Yes/No _
f | Whether contract notes bear Yes/No
running seral no o | Yes/No | § Days
g | In case contract notes and margin Yes/No 5 days
details are sent in electronic form, | Yes/No
whether sent log is maintained? . R N
i h | Whether trail of bounced mails is 5 days
| maintained and physical delivery Yes/No -
lis ensured in case of bounce | Yes/No
! mails? : 8
i | Whether member has complied . 5 days
l with  regulatory  requirements | Yes/No Yes/No |
r related to Electronic contract E |
______notes (ECN)? o ! | ! !
j | Whether complete statement of | 1Quaﬂarly !
accounts for funds and securties Yes/No statement
are issued on a quarterly basis to | Yes/No ' for the
| clients (wherever applicable], with Cquarter
“error reporting clause? Whether ' ended
proof of sending the same s ‘ June 2010
! maintained?
k | In cases wherein trading member ! 25 clients
{ has generated e-mail id for Yes/No Yes/No or 100%
. clients , Whether trading member ! | which ever |
had taken duly signed physical ! is lower |




