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1. Background 
 
1.1 Department of Public Enterprises (DPE) Guidelines on Corporate Governance for Central 
Public Sector Enterprises (CPSEs) describes Corporate Governance as a set of accepted 
principles by management of the inalienable rights of the shareholders as a true owner of the 
corporation and of their own role as trustees on behalf of the shareholders. It is about 
commitment to values, ethical business conduct and transparency and makes a distinction 
between personal and corporate funds in the management of a company. 
 
Corporate Governance, in a broader perspective, implies responsible and responsive 
administration of company affairs. It covers ethical management. It is a mechanism by which 
a company ensures that all its activities result in balanced optimum welfare of all 
stakeholders, rather than benefitting selected individual(s) or group(s) forming part of 
stakeholders. In a democratic country, the principal stakeholder in the public sector would be 
the taxpayer, i.e.: - the citizen who trusts that his money will be held and used by the 
executive government on his behalf. The Citizens' trust in the government is not blind faith, 
but is protected by the mechanism of independent audit (by CAG) and by presenting Audit 
reports to the Legislature elected by citizens. 
 
1.2 Corporate Governance, being connected to ethical management, would pre-suppose 
sincerity of intent and purpose and voluntary commitment to transparency and accountability. 
This is the hallmark of a responsible and responsive approach. 
 
1.3 It may not be correct to state that organisations in the public sector do not require robust 
Corporate Governance, simply because of implicit government control or because the 
government is automatically expected to concern itself with welfare of all as part of it's 
functioning. In fact, it is even more important that the management of a public sector entity 
conducts itself in a manner that is ethical, responsible and responsive to the reasonable 
expectations of all stakeholders. Hence, PSUs are subject to even more rigorous set of 
controls on corporate governance, such as through DPE guidelines, Reserve Bank of India 
(RBI) regulations, CAG audit and resultant legislative and public scrutiny. 
 
1.4 Being public sector auditors, we recognise the framework of law in India. Being a 
democracy and a State concerned with the welfare of citizens, India has adopted Rule of Law. 
Our supreme law is the Constitution of India, from which all citizens of India draw their 
rights and all arms of the Government draw their authority. While granting such rights and 
authority, the Constitution also lays down duties, responsibilities and limits of authority in 
various contexts. The mechanism by which such duties, responsibilities and limits are 
enforced and monitored is laid down in the Constitution. When there is a breach of the 
Constitution by the executive government, these can be questioned by the judiciary (Courts) 
as well as by independent audit, i.e.: - the CAG. Similarly, if the executive government 
breaches a law enacted within the framework of the Constitution by a competent Legislature, 
the CAG can raise audit observations to bring these to the notice of the Legislature. 
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1.5 A disturbing trend is the emergence of a disguised public sector. Entities are being kept 
out of the purview of public sector regulatory and supervisory mechanism, including Audit of 
CAG, legislative scrutiny, DPE guidelines, etc. even when: 
 
(a)  they are controlled directly or indirectly by the government,  
(b)  they are substantially funded directly or indirectly by the government,  
(c)  they carry out functions which are expected to be the preserve of the government,  
(d) they become an instrument of the government in guiding public, economic, fiscal or social 

policy or practise,  
(e)  they handle 'outsourced' government functions, or 
(f)  their governing bodies are usually expected to follow suggestions of the government with 

the same seriousness as a mandatory directive. 
 

This is sometimes done by designing shareholding pattern in a manner which makes it a 
"non-government" entity or by adopting a mechanism of enabling government funding 
through a complex web of multiple entities. This is a governance issue as the true 
stakeholders in such entities (i.e.: - the citizens in a democracy) are not kept informed 
through the mechanism of elected Legislature (the Parliament, State Legislature, their various 
committees like PAC/ CoPU, etc.) of how their wealth (i.e.: - the Consolidated Fund/ 
taxpayers' money) is being used by the executive government. Any mechanism fitted to 
deflect accountability requirement would be a cause of concern while auditing performance 
on governance parameters. 
 
Section 2 (27) of the Companies Act, 2013 states: “control” shall include the right to appoint 
majority of the directors or to control the management or policy decisions exercisable by a 
person or persons acting individually or in concert, directly or indirectly, including by virtue 
of their shareholding or management rights or shareholders agreements or voting agreements 
or in any other manner. 
 
This is of much relevance in determining which entities are government 'controlled'. 
 
1.6 The debates prior to the Companies legislation of 1956 are relevant in this context. There 
was a proposal to exclude government companies from the purview of CAG's audit. The 
strong stand taken by the then Comptroller and Auditor General resulted in the concrete 
assertion of the principle that the CAG has a Constitutional mandate to audit government 
companies. The corporate form of a government-controlled entity does not take away its 
public sector character. Thus, it should be subject to the audit mechanism which government 
departments are subject to. This was a principle of 'governance' and of placing 'substance 
over form'. These ideas were recognised even before such terms came into general use. It was 
based on the same principle that deemed government companies (under Section 619B of 
Companies Act, 1956) and now, companies directly or indirectly owned or controlled by the 
Government [under Section 143(5) and (7) with Companies (Removal of Difficulties) Seventh 
Order, 2014] were brought under CAG's audit mandate. 
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1.7 While the Companies Act recognises the mandate of CAG to audit such companies, Acts 
establishing Statutory Corporations do not uniformly contain such provisions enabling CAG 
Audit. For example, the Life Insurance Corporation of India (LIC) is not audited by CAG, 
since the LIC Act does not contain an enabling provision for CAG's audit. The entire capital 
of Rs.100 crore invested in LIC is provided by the Central Government under Section 5 of 
the LIC Act, 1956 after due appropriation by Parliament by law for the purpose. In fact, the 
total assets under the control of LIC as on 31 March 2015 amounted to nearly 
Rs.20 lakh crore. This can be compared to the revenue receipts (major taxes) of the Union 
Government for 2014-15, which was about Rs.12 lakh crore.  
Section 21 of the LIC Act, 1956 dictates that the "Corporation to be guided by the directions 
of Central Government.—In the discharge of its functions under this Act, the Corporation 
shall be guided by such directions in matters of policy involving public interest as the Central 
Government may give to it in writing; and if any question arises whether a direction relates to 
a matter of policy involving public interest, the decision of the Central Government thereon 
shall be final." In any case even a suggestion by the Government would have the force of a 
mandatory directive, since the entire shareholding is with the Government. Thus, decision 
making powers indirectly vest with the executive government without Parliamentary scrutiny, 
especially over the regularity and propriety effect or the economy, efficiency and 
effectiveness of such decisions. 
While it is the Parliament which passes laws enabling the powers of CAG in respect of audit 
of statutory corporations, the drafting of the legislation is often made by the Ministry 
concerned. Hence, re-asserting the principle of substance over form through correspondence 
with concerned Ministries and submissions to Parliamentary Committees, as was done on the 
matter of government companies, would be the means to protect the mandate of CAG (as 
intended by the Constitution of India) in such cases. Thus, organisations which, in effect, play 
a public sector role would rightly come under CAG's audit and consequently, be subject to 
legislative and public scrutiny. 
 
1.8 There is also a situation, where through delegated legislation (orders issued by the 
executive government under authority of an Act of Parliament/ State Legislature) or 
executive orders, certain authorities are authorised to collect tolls, taxes or mandatory fees. 
Here too, there is a disguised public sector function.  
 
Two examples are given below: 
(i) The collection of tolls on roads should be authorised by State Legislature, since legislation 
on roads is a State Subject as per Entry 13 of List II of Schedule VII of the Constitution and 
since Article 265 of the Constitution stipulates that no tax shall be levied or collected except 
by authority of law. The legislature may authorise the state government or any other person to 
collect and retain the toll as per state government notification. But, the licensee for collecting 
toll may even be a private sector contractor. In such cases, naturally, the substance of the 
transactions suggests that the entire toll proceeds collected partakes the nature of a tax levied 
by the government. Even if part or whole of the same is assigned to or retained by the 
contractor, this would partake the nature of an expenditure of the government. Hence, 
collection and assignment/ retention of revenue by private contractor would be a part of the 
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disguised public sector functions, which should again be subject to Legislative scrutiny over 
the propriety, economy, efficiency and effectiveness of the notifications issued, annual 
revenue accounting (on gross basis), annual budgetary sanction for assignment and CAG 
audit.  
 
Para 3.23.15 of Manual of Standing Orders (Audit), 2nd Edition (2002) states:  
" All orders relating to grant of land, assignment of revenue or concession, grant, lease or licence 
of mineral or forest rights or a right of water power, or any easement or privilege in respect of 
any such concession or which in any way involve relinquishment of revenue come within the 
purview of Audit as they have important financial implications....... The audit of these sanctions 
is conducted from the point of view of regularity as well as propriety."  
 
The trend of disguising a public sector function as a private sector transaction would be 
detected and checked if the essence of this paragraph is considered. 
 
(ii) Agencies such as NSDL are authorised to issue PAN cards for which a 'fee' is charged. 
PAN card is nothing but a compulsory part of the mechanism to assess taxes. Hence, 'fees' for 
issue of PAN card is a mandatory fee which is akin to a tax. Holding of PAN is a requirement 
imposed by law. Hence, issue of PAN is a 'State' function and not a service. Similarly, 'filing 
fees' are levied by NSDL, which was authorised for accepting electronically filed TDS 
returns. A mandatory fee for meeting the requirement of tax law, partakes the nature of a tax. 
This, under Article 265 of the Constitution would require authority of law. Here too, any 
income or assignment of the income should be subject to Legislative scrutiny, revenue 
accounting (on gross basis), budgetary sanction and CAG audit. It could be argued that an act 
of meeting a legal (tax) obligation is not equivalent to availing of a 'service', nor can a 
mandatory levy required by law be treated as a 'fee'.  
This would be an example of: 

(a) Public sector function disguised as private sector transaction,  
(b) A legal requirement disguised as a service and  
(c) A tax disguised as a fee. 

 
1.9 There are also instances where government functions such as part of the work relating to 
assessment of taxes are given to other entities.  
 
An example is the proposed handing over of access to electronic records relating to Goods 
and Service Tax returns to a Company called GSTN. The Company declares itself a non-
government company and is not subject to CAG audit, though 49 per cent (very near to 
51 per cent) of its shares are held by central and state governments and 51 per cent by entities 
like LIC Housing Finance Ltd. (single largest shareholding in which is with LIC-40.313 per 
cent). A housing finance company may not have much to do with assessment of Goods and 
Service Tax. Yet, it has contributed to shares of GSTN. GSTN goes out of public sector 
supervision or regulation, though most of the money invested in it is directly or indirectly 
taxpayer's money and the work done is also basically connected with government revenue. 
 



11 
 

Audit of grants to some of these entities have been covered under CAG's Audit through 
Section 14 of CAG's (DPC) Act, 1971. A full fledged audit under Section 19 (1) cannot be 
taken up if such companies, which are well and truly owned or controlled directly or 
indirectly by the government, disguise themselves as 'non-government' companies.  
 
1.10 Regulations 116 and 117 of Regulations on Audit and Accounts, 2007 clearly impose 
responsibility on Ministry and Company concerned to intimate CAG within a month, on 
formation of, or on change of status into a Government company or deemed government 
company. According to Ministry of Corporate Affairs General Circular No.33/2014 dated 31 
July 2014, when such companies are incorporated, where CAG's powers relating to 
appointment of auditors apply, it will primarily be the responsibility of the company 
concerned to intimate to the CAG immediately on its incorporation. It is also incumbent on 
such a company to share such intimation to the relevant Government, so that such 
Government may also send a suitable request to the CAG. Hence, as a part of audit of 
corporate governance, it would be necessary to see if such companies controlled by the 
government and the Ministry concerned have informed CAG that such company/ entity has 
been formed or government 'control' has been acquired. To adhere to the law in letter and 
spirit, the intimation should be timely and should require CAG audit.  
 
1.11 The DPE guidelines for CPSEs recognise the role of regulations issued by CAG and also 
clearly declare that CPSEs fall under the definition of "State" as provided in Article 12 of the 
Constitution of India. This makes it binding for them to respect Fundamental Rights of 
citizens.  
 
Manual of Standing Orders (Audit), 2nd Edition (2002) Para 2.1.3 states:  
".... audit aims to: 
..... 
(c) watch that various authorities of the State set up by, or under, the Constitution act in 
regard to all financial matters in accordance with the Constitution and the laws of Parliament 
and appropriate Legislatures and the rules and orders issued thereunder. 
 
The right of independent criticism is inherent in the auditorial function." 
 
Nowadays, citizens' data (e.g. : - Aadhaar, tax returns and tax data) are maintained in an 
electronic form. On many occasions, the designing of formats, the collection or retention of 
data relating to citizens, taxpayers, etc. are outsourced. Some personal data like spelling of a 
name in a particular format, e-mail, mobile number, etc. is collected by such agencies as 
mandatory data or existence of these are taken for granted. If such data is called for by 'State', 
relevant data can be safely provided, while insistence on personal data (spelling name in a 
particular manner such as: name and initials/ name and expanded initials/ first name, middle 
name and surname/ first name, middle name, surname and mother's name; e-mail/ mobile 
number) with their financial implications (expenses incurred by a person on filing of 
affidavits/ gazette notifications, etc. for proving his identity due to discrepancy in spellings of 
his name, only because different agencies have different software/rules, which require 
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entering name in different manner/ charges for maintaining e-mail, mobile, etc. which is 
mandated by tax/ citizenship records, etc.) can be commented upon in Audit or challenged in 
a Court of Law as such insistence may be against the Constitution. The forced use of 
particular naming patterns, mobiles and e-mail to comply with preparation of taxation or 
citizenship records may lead to litigation on infringement of fundamental rights. It indicates 
the compulsory conversion of one's lifestyle to one based on distinct naming patterns, use of 
mobiles and e-mail. Insistence on mobile and e-mail would also lead to needless loss of 
foreign exchange as most electronic items like computers and mobile handsets or parts 
thereof are sourced from outside India. 
 
But requiring submission of such data to entities who are not considered 'State', but are 
nevertheless authorised by the government, may result in breach of fundamental rights.  
 
When other entities are allowed to carry out 'State' functions, it would only be just to expect 
them also to respect fundamental rights of citizens. This can be ensured through scrutiny by 
Parliament, for which CAG's Audit too plays a major role. Hence too, the disguised public 
sector needs to be identified. 
 
The subject of what is meant by 'State' is often a subject of much litigation and there are 
guiding principles in this regard (as given below) issued by Supreme Court in cases like 
Rajasthan Electricity Board v. Mohan Lal, Sukhdev v. Bhagat Ram, R.D. Shetty vs. 
International Airport Authority of India and Ajay Hasia Vs. Khalid Mujib.  

(1) If entire share capital is held by the government or State financial assistance meets 
almost entire expenditure of the entity. 

(2) If an entity has been invested with statutory power to issue binding directions to third 
parties, the disobedience of which would entail penal consequence or it has the 
sovereign power to make rules and regulations having the force of law.  
One can argue that this applies to the situation where: If we do not quote PAN issued 
by NSDL/ UTIISL, etc., many transactions cannot be carried out or taxes would be 
deducted at higher rates.  

(3) If it is as instrumentality or agency of Government, i.e. : - It has: 
(a) Monopoly status which is the State conferred or State protected; e.g. : - to NSDL, 

GSTN. 
(b) Deep and pervasive State control- e.g. : - Referred by revenue department to get 

tax or TDS returns/ to issue PAN on its behalf. 
(c) Functions of the corporation of public importance and closely related to 

governmental functions. – e.g. : - functions connected with assessment of revenue. 
 
The Auditor can adopt some of the common principles given in such judgements and his own 
common sense and professional judgement to determine the matter while drafting audit 
observations. 
 
1.12 Two of the basic tenets of Company Law comprise recognition of the principles of 
limited liability and separate legal status. The purpose of these is to ensure that the identity 
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of a Company is kept distinct from that of its shareholders. The liabilities of a Company are 
not the personal liabilities of shareholders. If a Company falls into debt, only the capital 
invested in it by the shareholders can be attached to meet these debts. Shareholders cannot be 
asked to pay up from their personal funds to meet Company's debts. Thus, the liability of a 
Company is limited. Separate legal status means that the Company is designated as an 
artificial person, as soon as it is formed. It has an identity separate from its shareholders. It 
ensures that legal cases by or against companies are not mixed with litigation by or against its 
shareholders. This again, grants immunity to shareholders from the Company's obligations 
and legal hassles. The intention was to encourage people to invest capital in a Company form 
of business, without fear of unlimited personal liabilities and obligation. 
At the same time, law recognises the fact that this may lead to misuse by shareholders for 
intentionally evading their obligations by transacting through Companies, as a mask or as a 
bogus entity or false identity. In such cases, Courts choose to 'pierce the corporate veil'; i.e. : - 
They disregard the principles of limited liability and separate legal status. They identify the 
real persons who are involved in the transactions and hold them liable. In other words, a 
corporate identity cannot hide responsibility for matters not connected to legitimate business 
losses or obligations. By a logical extension of the principle, the ethical, welfare and 
constitutional obligations of a State cannot be disregarded merely because it chooses to carry 
out some or all of its activities through a Company. Then, the fact that a Company is 
authorised to carry out 'State' (i.e. : - Central/ State or local government) functions like 
revenue administration, issue of licenses and official documents, collection of tolls for 
infrastructure/ transport, etc. should automatically bring it under the ambit of 'State' to the 
extent it carries out such functions. This is in harmony with the 'instrumentality' or 'agency' 
principle described above. 
 
1.13 The Companies Act, 2013 has increased emphasis on Consolidated Financial Statements 
of group companies. This is to ensure that the financial parameters of a group of entities, being 
holding companies, subsidiaries, associates, joint ventures, controlled special purpose entities and 
all other forms of controlled and controlling entities are assessed as a single entity rather than as a 
distinct entities. The same logic would apply for assessing performance of the public sector, as 
inclusive of the government and its controlled entities, rather than omitting some entities, merely 
because of their separate legal identity. 
  
1.14 The Government have brought out draft guiding principles on Place of Effective 
Management (PoEM) for reckoning whether a Company is a resident or non-resident 
company for tax purposes. It states that the PoEM concept is one of substance over form. It 
suggests that if a board has de facto delegated the authority to make the key management and 
commercial decisions for the company to the senior management or any other person including a 
shareholder and does nothing more than routinely ratifying the decisions that have been 
made, the company’s place of effective management will ordinarily be the place where these 
senior managers or the other person make those decisions. 
Thus, the government recognises the concept of substance over form in identifying the real 
power in an entity. Extending the same logic, one can identify the real public sector character 
of an entity. 
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1.15 Thus, genuine Corporate Governance in the public sector would require true recognition 
of an entity's public sector character and subjecting all such entities/ their transactions to 
legislative scrutiny through CAG audit and through supervisory/ regulatory mechanism for 
public sector. Hence, audit of Corporate Governance in the public sector would extend to 
ensuring that there is no attempt to escape legitimate legislative scrutiny. 
 
1.16 An analysis of the shareholding pattern of some companies, which are not subject to 
CAG audit would reveal a disturbing trend of a greatly empowered, but disguised, public 
sector. An example of government funding/ control through a complex web of multiple 
entities is given below (NSDL). 

   
As on 31-03-2014 

Shareholders Percentage Cumulative Remarks 
Canara Bank 1.25 1.25 Public Sector Bank 
Dena Bank 1.563 2.813 Public Sector Bank 
Union Bank of India 2.812 5.625 Public Sector Bank 
Oriental Bank of Commerce 3.125 8.75 Public Sector Bank 
State Bank of India 5 13.75 Public Sector Bank 
IDBI Bank Ltd. 30 43.75 Bank with majority 

government shareholding 
Administator of SUUTI-DRF 6.83 50.58 Authorised by Central 

Government under Unit 
Trust of India (Transfer of 
Undertaking and Repeal) 
Act, 2002 

 
Note that the shareholding of public sector controlled entities in NSDL is very close to 
51 per cent. In fact, if we consider the definition of 'control' in the Companies Act, 2013, 
even beyond shareholding, the power of the Government to control the management or policy 
decisions of a Company, directly or indirectly, in any other manner would make the 
Company a 'government controlled' entity. By this definition, a much larger number of 
companies not hitherto covered under Legislative scrutiny would get covered.  
 
Entities like NSDL and GSTN which are assigned tax-related work would also be inferred as 
being part of the public sector, to the extent they are assigned work relating to issue of 
numbers to assessees or filing of returns relating to revenue.  
 
Thus, scope of audit scrutiny for determining government control would include a study of: 
(i) nature and scope of operations of entities authorised by government departments to carry 
out outsourced tasks; and  
(ii) the terms of agreements to see if they allow exertion of indirect or direct control. 
 
1.17 Thus, there could be two types of disguised public sector entity-one in which majority of 
the funding is by government, while control is given away to private sector through 
shareholding arrangements or other articles or agreements; and another in which government 
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holds an indirect, low or nil stake, while empowering the entity with 'State' powers. 
Parliamentary scrutiny through CAG audit would be essential in both these cases to enforce 
accountability on the part of executive government. 
 
1.18 CAG's Standalone Audit Report No. 45 of 2015 (Compliance Audit) on National Skill 
Development Fund and National Skill Development Corporation for the year ended March 
2014 is a welcome step in this direction. It recognises the public sector character which 
National Skill Development Corporation (NSDC) (a Company) had sought to disguise. It 
narrates how NSDC was kept out of the purview of government norms and guidelines, 
though it was mainly funded and controlled by government. The report clearly states that 
NSDC was kept out of Parliamentary oversight.  
 
As an original report, it could set a trend in detecting more such cases where entities, which 
are effectively in the realm of public sector or 'State' functions, were sought to be kept out of 
Legislative and CAG scrutiny. These would be an indicator of Management's attitudes 
towards corporate governance as also those of the Ministry (executive government) towards 
Parliamentary scrutiny. 

 
2. Audit Criteria - Applicable norms 
 
2.1 The report talks about operations in two entities created by the government, namely: 
(a) National Skill Development Corporation (NSDC), a not for profit company with 49 per 
cent shares held by government and 51 per cent by private sector; and 
(b) National Skill Development Fund (NSDF), a Trust fully owned by the Government of 
India under the Indian Trusts Act, 1882 to act as a receptacle of funds for NSDC from various 
sources.  
 
2.2 The audit criteria considered in the report were Cabinet decisions, Investment 
Management Agreement, RBI's regulatory framework for Non-Banking Financial Companies 
(NBFCs) and the audit mandate of CAG. 
 
2.3 Common sense, governance and propriety criteria suggest the need to introduce measures 
for transparency and accountability rather than to cloak public sector operations with legal or 
technical complexities. This is the crux of the report. 
 
3. Sources of Audit observations - Audit evidence and Audit methodology 
 
Audit evidence 
3.1 The sources of evidence were: 
(i)  Shareholding pattern of NSDC and funding pattern of NSDF. 
(ii)  Articles of Association of NSDC,  
(iii)  NSDF Trust Deed, 
(iv) The agenda and minutes of Trust meetings, 
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(v)  The agenda and minutes of board meetings, which gives a list of directors who have 
attended, their views and decisions taken, 

(vi)  Particulars of NSDC's non-equity sources of funds, 
(vii) Bid papers relating to appointment of agency for regulation of NSDC, 
(viii)  List of entities financed by NSDC, amount and nature of assistance (loan/ 

grant/equity), 
(ix)  Files relating to proposals and decision making on financial assistance,  
(x) Directors have to declare from time to time their directorships in other companies. 

This would also be a source of evidence for tracing transactions to directorship in 
other companies, 

(xi)  Annual reports and other documents attached to proposals of entities assisted would 
reveal networks of related companies such as associates, joint ventures, subsidiaries 
and such other companies in an overall group, 

(xii)  Correspondence of NSDC with Ministry for relieving them from RBI regulations, 
(xiii)  Correspondence at Ministry with RBI on the matter, 
(xiv)  Bid documents for appointment of private agency as regulator, 
(xv)  Ministry's records relating to formation and governance of NSDC and NSDF, 
(xvi)  Annual accounts of NSDC and NSDF, 
(xvii)  Vouchers regarding funding of NSDC and NSDF. 
 
Audit Methodology 
 
3.2 The report cites a number of documents as mentioned in the audit criteria and audit 
evidence. 
 
3.3 The fact that the entities were established with a view to dispense with provisions of 
CAG, DPE procedures and government norms on hiring professionals and consultants was 
highlighted. 
 
3.4 This was contrasted with the fact that in effect the funding was mostly from government. 

 
3.5 The following facts were detected and commented upon. 
(a) There was less than an arm's length distance in the board of trustees of NSDF and board 
of directors of NSDC; 
(b) Greater powers were vested in non-government directors; and  
(c) Appointment of a company related to one of the beneficiaries of NSDC's funding as 
regulator.  
 
3.6 As detailed in Para 1.17, there could be two types of disguised public sector entity. In this 
case, NSDF is an example of an entity significantly funded by the government, but 
government has renounced control. Government has made a minority investment in NSDC's 
capital and it has framed articles of association to ensure dominance of private sector, while 
the fact is that, NSDC is substantially funded by the government indirectly through NSDF. 
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4. Type of Audit findings 
 
Audit findings were: 
(i) Though the funding was almost entirely from public sector, decisions by directors from 
the private sector were given more importance. 
The report clearly brought out this anomaly. 
(ii) The role of CAG and thereby Parliamentary scrutiny were diminished. 
The need for effective Parliamentary supervision was clearly brought out in the report. 
 
5. Audit Conclusion-Cause and Effect 
 
The cause is diagnosed as an indirect method of funding and one-sided articles and 
agreements. The effect is that the taxpayer who has funded the entities does not have a say 
and his money is not accounted for through CAG and legislative scrutiny. 
 
6. Arrangement of the case study 
 
The audit observations therein are discussed as follows. The important observations are given 
in bold font, the sources of audit evidence in italics and the remarks forming learning points 
forming part of the case study are given in normal font. 
 
7. Audit of Corporate Governance-Supervisory and regulatory framework with 
reference to CAG's Standalone Compliance Audit Report No. 45 of 2015 on National 
Skill Development Fund and National Skill Development Corporation for the year 
ended 31 March 2014 
 
7.1 The report begins with an introduction to the two entities, their funding, functions and 
governing Ministries.  
 
National Skill Development Fund (NSDF) and National Skill Development Corporation 
(NSDC) were created after approval of the Union Cabinet to stimulate and coordinate 
private sector initiative in the skill development sector. NSDC was formed (31 July 
2008) as a “not for profit” public company with limited liability under Section 25 of the 
Companies Act, 1956 with an equity capital of Rs.10 crore, of which 51 per cent (Rs.5.10 
crore) and 49 per cent (Rs.4.90 crore) were subscribed by the private sector and 
Government of India respectively. It was conceived as a Public Private Partnership 
(PPP) in the skill development sector. NSDF was incorporated (23 December 2008) as a 
trust, under the Indian Trusts Act, 1882, by the Department of Economic Affairs 
(DEA), Ministry of Finance, to act as the receptacle of funds from Government sources, 
bilateral/ multilateral and other agencies. NSDF received Rs.3,300.74 crore, as on 31 
March 2015, from the government sources.  
NSDF was to examine the Annual Work Plan of NSDC and sanction funds against the 
work plan. Since inception, NSDC had received funds of Rs.2,362.90 crore upto 
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31 March 2015 from NSDF for execution of schemes and programmes for skill 
development. 
Government of India vide notification dated 31 July 2014 transferred the work of NSDF 
and NSDC from DEA to the Ministry of Skill Development, Entrepreneurship, Youth 
Affairs & Sports and subsequently to a newly created Ministry of Skill Development 
and Entrepreneurship (MSDE).  
Audit Evidence 
The documents in the Ministry and the documents in connection with incorporation of the 
Trust and the Company would be the evidence of these facts. 
 
Learning points: The narrative gives a clear idea of the structure, purpose, inter-relationship 
and governing Ministry of the two entities. 

 
7.2 The report explained the fact that the audit of NSDC could not be taken up in the normal 
course of audit under the Companies Act, 2013, as government investment in its equity was 
less than 51 per cent. Audit had to be taken up under Section 14 of the CAG's (DPC) Act, 
1971, by recognising it as an entity substantially financed by government grants. 
 
NSDC is not a government company as defined under the Companies Act, 2013, since 
the Government of India holds only 49 per cent of equity capital in it. Therefore, it is not 
under the CAG’s audit purview in a normal course. However, during the transaction 
audit of Department of Economic Affairs, Ministry of Finance for the year 2013-14, it 
was observed that grants to the tune of Rs.2,811.98 crore had been disbursed by the 
Ministry and other Government sources to NSDF during the period 2008-09 to 2013-14. 
NSDF had been further disbursing grants, from time to time, to NSDC for schemes and 
programmes of skill development. CAG has a mandate under Section 14 of CAG’s 
(DPC) Act, 1971 to audit any body or authority that is substantially financed by grants 
or loans from the Consolidated Fund of India. Therefore, CAG conducted audit of 
NSDC under Section 14 of the C&AG’s (DPC) Act, 1971. 
 
Learning points: The fact that there has been substantial funding by the government is 
highlighted here and contrasted with the fact that the audit of the Company could not be taken 
up in the normal course due to the design of the shareholding structure alone. It is an 
indicator that direct Parliamentary scrutiny and CAG audit have been pre-empted by adopting 
an indirect method of funding the Company. 
 
7.3 The scope of audit done in NSDF and NSDC was described. 
Audit at NSDF was carried out to check the formation, functioning and supervisory and 
monitoring mechanism. Audit at NSDC was conducted to check the function of 
providing financial assistance and monitoring of the funded projects/partners. 
 
Learning points: The Audit for NSDF was taken up in the Ministries concerned and then at 
NSDF and NSDC as well. Thus, it was a multi-pronged audit. 
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7.4 The report then moved on to the audit observations.  
 
7.5 NSDC was conceived to be “private sector led” with Government shareholding of 
less than 51 per cent to prevent it from converting into a Government company so as to 
dispense with CAG audit, guidelines of Department of Public Enterprises and other 
Government norms and guidelines. It was designed as a Public Private Partnership with 
funding and participation from both the Government and Private Sectors. However, 
NSDC had been working with taxpayer’s money only since its inception in 2008. There 
was 99.78 per cent financial stake of the Government in NSDC with 49 per cent equity 
ownership. 
 
Audit Evidence 
The Cabinet note is the evidence in this regard. 

 
Learning points: The intent to avoid public sector supervision is clear in the formation stage 
itself. 
 
7.6 NSDF was created to act as a receptacle for financial contributions by 
Government/Government entities, multilateral and bilateral and private sector. 
However, since inception, NSDF received funds from Government sources only. NSDF 
received funds from Government of India only. It received Rs.3,300.74 crore from 
Government sources between 2008 and 2015.  
 
Audit Evidence 
The Cabinet note and details of sources of funding for NSDF as per annual reports, read with 
payment vouchers in Ministry would comprise the evidence in this regard. 

 
Learning points: The funding of NSDF has been narrated as a point of fact. 
 
7.7 As per Audit analysis, out of Rs.2,368 crore funds received by NSDC (Rs.10 crore as 
equity and Rs.2,358 crore from NSDF) since inception, Rs.2,362.90 crore had been 
provided from Government sources (Rs.4.90 crore as equity and Rs.2,358 crore from 
NSDF) which amounted to 99.78 per cent of the resources with NSDC as on 31 March 
2015. 
 
Audit Evidence 
The sources of funds of NSDC as per annual reports read with payment vouchers in Ministry 
and NSDF would clearly indicate this trail. 
 
Learning points: The observation drives home the point that while equity shareholding is 
often the means of control and criteria for determining mandate for audit by CAG, cases of 
substantial government funding in non-equity forms also exist. Such investment tactics 
disguise the investment and make it appear as if it is not an investment in a public sector 
entity. 
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7.8 However, Government’s ownership rights were not commensurate with the 
Government’s financial exposure in NSDC. NSDC was also kept out of the 
parliamentary oversight over its functioning. Though, NSDC had been functioning 
largely with the taxpayer’s money, no efforts were made by the Government for a 
concomitant increase in the ownership rights and representation on the board of 
directors of NSDC. In fact, with a small initial equity contribution of Rs.5.10 crore, the 
private sector continued to control NSDC, which was largely a Government funded 
organisation. Further, this ownership structure resulted in absence of any obligation on 
the part of NSDC to submit Annual Reports etc. to the Parliament for legislative 
scrutiny, despite the fact that the Consolidated Fund of India remained the majority 
source of funding for NSDC through the NSDF. 
The design of keeping NSDC out of the Parliament’s oversight was conceived for a 
scenario where NSDF would get contributions from all the resources. However, in the 
prevailing situation where a PPP, whose 49 per cent of equity was held by the GoI but 
which had been operating largely with taxpayer’s money for more than five years, 
created for a public purpose identified as a policy priority of the Government, the need 
for effective parliamentary oversight over its functioning cannot be overstated. 
 
Learning points: As public sector auditors, we have to see through the mask of technicalities 
and multiple entities to determine where the taxpayers money stands invested or finally spent. 
The manner in which the investment or expense is presented is of no significance. Secondly, 
the observation reveals that even an entity in the public sector may be rendered invisible to 
Parliamentary scrutiny just by altering the design of the funding thereof. The report detects 
this and comments on the cause and effect of this phenomenon. It also clearly spells out the 
need for Parliamentary supervision in such cases. 
 
7.9 NSDF being the monitor, supervisor and regulator of NSDC, inclusion of its 
Chairman in the board of trustees of NSDF resulted in absence of arm’s length 
relationship between the entity supervised i.e. NSDC and the supervisor i.e. NSDF. Also, 
since Government funds were routed through NSDF to NSDC, the inter-linkage of 
keeping Chairman, NSDC on the NSDF Board was avoidable. 
 
Audit Evidence 
The Cabinet approval, Investment Management Agreement and policy framework for 
allotment of funds by NSDF to NSDC would be the audit criteria against which compliance 
could be watched. The composition of board of directors of NSDC and board of trustees of 
NSDF would be the most relevant evidence in this regard. 
 
Learning points: One of the parameters of good governance, as also of propriety, is to keep 
an arm's length in official transactions, so that no conflicts of interest are allowed to arise. 
One of the reasons why the trust and the company are to be kept separate is to ensure that no 
conflict of interest develops. The trust funds of NSDF should be used in the best judgement 
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of its trustees and not subject to any influence from its beneficiary, NSDC. The management 
structure of NSDF could not achieve this aim. 
 
7.10 Analysis of the management structure and composition at NSDC revealed that 
though Government of India was the single largest shareholder in NSDC and major 
contributor to NSDC's finances, its role in decision making had been limited due to 
minority representation on the board of directors. There were instances when 
important issues raised by the Government nominees on NSDC board, who were 
already in minority, were not given required attention. It was also recorded in the DEA 
file noting that “A perusal of the minutes indicated that Government nominees on the 
board are the ones who appear to be raising objections, however, these were generally 
overruled.” 
 
Audit Evidence 
Articles of association, list of directors, minutes of the meetings of the Board and notings in 
the Ministry on these would be the proof in this regard.  
 
Learning points: The government has effectively renounced its right to control NSDC by 
appointing only 4 government nominees in a Board of 15 members, that too when 99.78 per 
cent of NSDC's funds are received from the government. It has resulted in abandonment of 
taxpayer's rights in a public sector unit through its articles of association, rather than on 
account of shareholding pattern or corporate governance norms. The company is a 'private 
company' and hence is not subject to stringent provisions relating to independent directors. 
The need for so many private sector directors does not appear to be justified. 
 
7.11 Though the Cabinet approval and the trust deed of NSDF prescribed a supervisory 
role of NSDF over NSDC, the detailed contours and modalities of exercising this role 
were not clearly defined. NSDF was ineffective in its supervisory role. Further, there 
were several instances when NSDC also effectively denied the supervisory role to NSDF. 
NSDC kept dictating the terms governing its relationship with NSDF. 
 
Audit Evidence 
The meetings of Board of trustees of NSDF, the board of directors of NSDC and clauses in 
Investment Management Agreement as also the documents showing manner in which NSDF 
actually monitored the working of NSDC are relevant evidence in this regard. 
 
Learning points: This is another indicator. As NSDC was floated with a totally free hand to 
private sector directors, the government regulation was almost totally blanked out, despite 
substantial funding by the government. This deprives the citizen of his rights to the 
Constitutional mechanism of CAG audit and Parliamentary scrutiny, over use of his funds by 
the executive government. 
 
7.12 Activities of NSDC of providing loans to entities were covered under the definition 
of Non-Banking Financial Company (NBFC). RBI is the regulator of NBFC sector in 
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India. DEA persuaded RBI (June 2010) to exempt NSDC from its regulation on the 
premise that this work was performed by NSDF. However, no regulatory oversight was 
provided by NSDF. This regulatory role was outsourced to a private agency in 
November 2014. Carrying out the task of micro-prudential regulation was an important 
regulatory function which inherently included enforcement mechanism. Appointment of 
a private agency for carrying out this regulatory task, on the lines of the one performed 
by RBI, after taking it out of RBI’s domain lacked justification. 
 
Audit Evidence 
Correspondence with RBI and documents on appointment of private sector regulator would 
be the evidence. 
 
Learning points: Not only was the supervision by owners neglected, but also exemption was 
secured from the national regulator of NBFCs on an assurance that NSDF would monitor 
NSDC's operations. The assurance was not kept and ultimately, the monitoring was handed 
over to a private sector entity. 
 
7.13 A private agency, IL&FS Trust Company Limited, was appointed (November 
2014) to do micro prudential regulation of NSDC. It had an apparent conflict of 
interest, as it was part of a business group whose subsidiary company was disbursed 
Rs.89.97 crore (Rs.8.38 crore as equity, Rs.34.10 crore as grant and Rs.47.49 crore as 
loan). 
 
Audit Evidence 
Bid documents for appointment of regulator, correlated with annual reports of beneficiaries 
showing group companies 
 
Learning points: Monitoring was handed over to a private sector entity, which had a conflict 
of interest. NSDC appointed as its regulator a Company, which belonged to a group that had 
taken loans and grants from NSDC. This indicates lack of commitment to any kind of 
regulation on the part of NSDC, which is an indicator of poor internal controls and poor 
control environment. 
 
7.14 The report went on to point out many irregularities in grant of funds to beneficiaries. 
The fact that there were poor controls naturally indicates chances of numerous irregularities. 
 
8. Conclusion 
 
The report has well and truly looked beyond the corporate veil to reveal abject evasion of 
public sector supervisory and corporate governance requirements. While this case came to 
light during scrutiny of grants and audit of the Ministry/ Departments concerned, there could 
be a number of such entities which may not have come under scrutiny, due to equally 
complex funding designs or management structures. It indicates the need for greater 
commitment towards transparency and accountability towards legislature and towards 
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citizens. Cases of hidden public sector entities which are out of any kind of Parliamentary/ 
legislative/ regulatory supervision over their finances and operations indicate that safeguards 
need to be introduced to ensure that Constitutional requirements of Legislature's supervision 
over the executive government are met in letter and spirit. Hence, such reports would assist 
the Legislature in enforcing greater control over the executive on the operations and finances 
of such entities. 
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