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Topic- Section 128, Books of Account, etc, to be Kept By Company

	Sl. No.
	Topic

	Q-1
	ABC Private Limited was incorporated on 15/09/2013 in the State of Maharastra by a group of Professional Engineers without any knowledge about the maintenance of the books of account. The Company has appointed you as Chief Accounts Officers at New Delhi were the books of account will be maintained. Keeping the provisions of Section 128 of the Companies Act, 2013, advise the management on-
1. The nature of books to be maintained
2. The steps to be taken if the books of accounts are to be kept in New Delhi and
3. The period for which have to be preserved
Source: Question of May’14 

	Ans.
	The Nature of books to me maintained;
· According to section 2(13) of the Companies Act, 2013, “Books of account” includes records maintained in respect of-
1) All sums of money received and expended by a company and matters in relation to which the receipts and expenditure take place;
2) All sales and purchases of goods and services by the company;
3) The assets and liabilities of the company; and
4) The item of cost as may be prescribed under section 148 in case of a company which belongs to any class of companies specified under that section.

Maintaining the books of accounts at a place other than registered office of the company;
· According to section 128(1) of the Companies Act, 2013, every company shall prepare and keep at its registered office, books of accounts and other relevant books and papers and financial statement for every financial year which give true and fair view of the state of the affairs of the company, including that of its branch office or offices, if any.
· The company may also keep all or any the book of accounts at any other place in India as the Board of directors may decide. In such a case, the company should file with the registrar of companies, a notice in writing giving the full address of that place within 7 days of the Boards’ decision.
· Thus, in the present case, ABC Private Limited, can follow the above procedure and keep its books of accounts at New Delhi instead of the registered office of the company.

Period of Maintenance;
· According to section 128(5) of the Companies Act, 2013, the books of account of every company together with the vouchers relevant to any entry in such books of accounts shall be kept in order by the company for a minimum period of 8 financial years immediately preceding a financial year.
· Where the company had been in existence for a period less than 8 years, it shall maintain the books in respect of all such preceding years.
· Where an investigation has been ordered in respect of the company, the Central Government may direct that the books of account may be kept for such longer period as it may deem fit.

	Q-2
	XYZ Ltd. wants to maintain its books of account on cash basis;

	Ans.
	· According to Section 128 of the Companies Act, 2013, books of accounts shall be kept on accrual basis and according to the double entry system of accounting.
· Previously it was open to the company to maintain its accounts on ‘cash basis’ or ‘accrual basis’ or hybrid basis i.e. partly on cash basis and partly on accrual basis but now every company should follow accrual system of accounting, popularly known as mercantile system of accounting which alone discloses true and fair view of the state of affairs of a company.

	Q-3
	Mr. White is working as Chief Accountant in Ms. White Metal Limited. The BOD of the said company propose to charge him the duty of ensuring compliance with the provisions of the Companies Act, 2013 so that books of account can be properly maintained and prepared as per the provision of law. Point out the consequence in case of defaults.

	Ans.
	According to section 128(6) of the Companies Act, 2013,
· The following persons are responsible for the maintenance of proper books of accounts-
1. The managing director, the whole time director in charge of finance, the chief financial officer; or
2. Any other person of a company charged by the board.
· If any of the persons mentioned above contravenes such provisions, they shall be punishable with:
1. Imprisonment for a term which may extend to 1 year; or
2. Fine which shall not be less than Rs. 50,000.00 but which may extend to Rs. 5,00,000.00; or
3. Both with fine imprisonment or fine.
· Accordingly, if Mr. White, Chief Accountant, (being ‘any other person of a company charged by the Board) makes a default with the duty of ensuring compliance with requirement of section 128 of the Companies Act, 2013, shall be punishable according to above explained provisions.

	Q-4
	XYZ Ltd. was registered in year 2005 Under companies Act, 1956. There are allegations that three directors who manage the affairs of the company are siphoning the funds of the company. The Company has not declared any dividends on the ground that company is incurring losses. Mr. A, who controls 51% of the share capital of the company, sends a notice to the management that he will inspect the books of account to verify the allegations. Examine the right of Mr. A to carry out the inspection. State the person who have right to carry out the inspection under companies Act, 1956.

	Ans.
	According to section 128(3) and (4) of the Companies Act, 2013, 
· The books of account and other books and other papers maintained by the company within India shall be open for inspection at the registered office of the company or at such other place in India shall be open for inspection at the registered office of the company or at such other place in India by any director during business hours.
· In the case of financial information, if any, maintained outside the country, copies of such financial information shall be maintained and produced for inspection by any directors subject to such conditions as prescribed under the Companies (Accounts) Rules, 2014 which provides that;
1. The summarised returns of the books of account of the company kept and maintained outside India shall be sent to the registered office at quarterly intervals, which shall be kept and maintained at the registered office of the company and kept open to directors for inspection.
2. Where any other financial information maintained outside the country is required by a director, the director shall furnish a request to the company setting out the full details of the financial information sought, the period for which such information is sought.
3. The company shall produce such financial information to the director within 15days of the date of receipt of the written request.
4. The financial information required under sub-rules (2) and (3) shall be sought for the director himself and not by or through his power of attorney holder or agent or representative.
· The inspection in respect of any subsidiary of the company shall be done only by the person authorised in this behalf by a resolution of the Board of directors.
· The officers and other employees of the company shall give to the person making such inspection all assistance in connection with the inspection which the company may reasonably be expected to give.
· Therefore, A has no right to carry out an inspection of the books of accounts of the company despite the fact that he holds 51% of the share capital of the company.

	Q-5
	Explain the provisions of the Companies Act, 2013 related to maintenance of books of account in electronic form and books of account in relation to a branch of the company.

	Ans.
	Electronic form of Books of accounts: 
· According to provisions of the section 128 of the Companies Act, 2013, and The Companies (Accounts) Rules, 2014 provides that the company may keep its books of account or other relevant papers in electronic mode.
· The books of account and other relevant books and papers maintained in electronic mode shall:
1. remain accessible in India so as to be usable for subsequent reference.
2. be retained completely in the format in which they were originally generated, sent or received, or in a format which shall present accurately the information generated, sent or received and the information contained in the electronic records shall remain complete and unaltered.
3. The information received from branch offices shall not be altered and shall be kept in manner where it shall depict what was originally received from branches.
4. The information in the electronic record of the document shall be capable of being displayed in a legible form.
5. There shall be a proper system for storage, retrieval, display or printout of the electronic records as the Audit Committee, if any, or the Board may deem appropriate and such records shall not be disposed of or rendered unusable, unless permitted by law:
6. The back-up of the books of account and other books and papers of the company maintained in electronic mode, including at a place outside India, if any, shall be kept in servers physically located in India on a periodic basis. 
· The company shall intimate the registrar on an annual basis at the time of filing of financial statement-
1. The name of the service provider;
2. The internet protocol address of service provider;
3. The location of the service provider;
4. Where the books of account and other books and papers are maintained on cloud, such address as provided by the service provider.

Proper books of account in relation to a branch of the company:
· According to section 128 of the Companies Act, 2013, proper books of account relating to the transaction effected at the branch office in India or outside India shall be kept at that branch office.
· Proper summarised returns periodically must be sent by the branch office to the company at its registered office or the other place as decided by the Board of directors.




Section 129, Financial Statement
	Sl. No.
	Topic

	Q-6
	XYZ Limited did not prepare its Balance Sheet as at 31st March, 2013 and the Profit and Loss Account for the year ended on that date in conformity with some of the mandatory Accounting Standards issued by the Institute of Chartered Accountants of India. You are required to state with reference to the provisions of the companies Act, 2013, the form of financial statement and responsibilities of directors in this regard.

	Ans.
	Form of Financial Statements;
· According to section 129(1) of the Companies Act, 2013, the financial statement shall-
1. give a true and fair view of the state of the affairs of the company or companies.
2. Comply with the accounting standards notified under section 133 and 
3. Shall be in the form or forms as may be provided for different class or classes of companies in revised schedule VI Schedule III.
4. However, the items contained in such financial statement shall be in accordance with the accounting standards.
· The above provisions relating to nature and content of financial statement shall not apply to Banking, Insurance, company engaged in the generation or supply of electricity companies; or any other company for which a form of financial statement has been specified in or under the Act governing such class of company.
· Here, any reference to the financial statement shall include any notes annexed to or forming part of such financial statement, giving information required to be given and allowed to be given in the form of such notes under this Act.

Deviations from Accounting Standards;
· According to section 129(5) of the Companies Act, 2013, If the financial statements of a company do not comply with the accounting standards, the company shall disclose in its financial statements the following namely:
1. The deviation from the accounting standards,
2. The reasons for such deviation and
3. The financial effects, if any, arising out of such deviation.

Contravention;
· According to section 129(7) of the Companies Act, 2013, if a company contravenes the provisions of this section, the managing director, the whole time director in charge of finance, the chief financial officer or any other person charged by the Board with the duty of complying with the requirements of this section and in the duty of the officers mentioned above, all the directors shall be punishable with-
1. Imprisonment for a term which may extend to 1 year; or
2. Fine which shall not be less than Rs. 50,000.00 but which may extend to Rs. 5,00,000.00; or
3. Both with imprisonment and fine.

Decisions:
· In view of the above provisions of the Companies Act, 1956, the managing director/directors have a responsibility to ensure that in case of non-compliance of any mandatory Accounting Standard, proper disclosure is made in the financial statements and if he fails to do so, penal provisions of section 129(7) of the Companies Act, 1956 get attracted.

	Q-7
	Explain the legal position in respect of the following with reference to the provisions of the Companies Act, 2013;
PQR Ltd., having one Indian subsidiary company and an overseas subsidiary company, what are the legal requirements related to consolidated financial statements?

	Ans.
	Consolidated Financial Statements:
· According to section of 129(3) & (4) of the Companies Act, 2013, where a company has one or more subsidiaries, it shall, in addition to its own financial statements prepare a consolidated financial statement of the company of all the subsidiaries in the same form and manner as that of its own.
· The consolidated financial statement shall also be laid before the annual general meeting of the company along with the laying of its own financial statement.
· The company shall also attach along with its financial statement, a separate statement containing the salient features of the financial statement of its subsidiary or subsidiaries in Form AOC-1.
· For the purposes of consolidated financial statements, “Subsidiary” shall include Associate Company and Joint Venture Company.
· According to Companies (Accounts) Rules, the consolidation of financial statements of the company shall be made in accordance with the provisions Schedule III to the Act and the applicable accounting standards. However, a company which is not  required to prepare consolidated financial statements under the Accounting Standards, it shall be sufficient if the company complies with provisions on consolidated financial statements provided in Schedule III of the Act.
· The provisions applicable to the preparation, adoption and audit of the financial statements of a holding company shall also apply to the consolidated financial statements.

	Q-8
	Explain the section 129(2) and section 129(6) of the Companies Act, 2013.

	Ans.
	· Section 129(2) of the Companies Act, 2013, deals with lying of financial statements.
· At every annual general meeting of a company, the Board of directors of the company shall lay before the company the financial statement for the financial year.
· Section 129(6) of the Companies Act, 2013, deals with exemption of section 129 of the Companies Act, 2013.
· The Central Government may, on its own or on an application by a class or classes of companies, by notification, exempt any class or classes of companies from complying with any of the requirement of this section or the rules made thereunder, if it is considered necessary to grant such exemption in the public interest.
· Any such exemption may be granted either unconditionally or subject to such conditions as may be specified in the notification.  



Section 133, Central Government Prescribe Accounting Standard
	Sl. No.
	Topic

	Q-9
	Define the expression “Accounting Standard” within the meaning of Companies Act, 2013.

	Ans.
	· As per section 133 of the Companies Act, 2013 “Accounting Standard means AS recommended by ICAI.
· If any addition are issued by ICAI are also part of above definition.
· Above recommendation are also subject to consultation with National Financial Reporting Authority (NFRA) constitute under section 132 of the Companies Act, 2013.
· Such authority is not constituted till date and also section 132 is not notified till date.
· The MCA through general circular has also clarified that till the standard of accounting or any addition are prescribed by NFRA, the existing AS notified under the Companies Act, 1956 shall continue to apply.
· The number and date of circular is 15/2013 dated 13/09/2013.
· It is also noted that National Advisory committee on Accounting Standard (NACAS) are replaced with National Financial Reporting Authority (NFRA).

	Q-10
	CA, Mack, a practicing Chartered Accountant, is the Statutory Auditor of an investment company dealing in securities. While performing the audit procedure, the company officials did not provide the investment held by the company at the Balance Sheet date for verification and also did not provide the details for valuation of unlisted shares as on the Balance Sheet date. CA Mack, in his final audit report to the shareholders, reported as follows:
“Subject to the verification of the existence and value of the investments, the Balance Sheet shows a true and fair view.”
You are required to guide the auditor on this company by discussing the concept of “True and Fair” view in the context of the Companies Act, 2013.
Source: MTP September, 2014 question no. 5(b)

	
	· The concept of true and fair view is fundamental concept in auditing. The phrase “true and fair” in the auditor’s report signifies that the auditor is required to express his opinion as to whether the state of affairs and the results of the entity as ascertained by him in the course of his audit are truly and fairly represented in the accounts under audit.
· This requires that the auditors should examine the accounts with a view to verify that all assets, liabilities, income and expenses are stated as amounts which are in accordance with accounting principles and policies which are relevant and no material amount, item or transaction has been omitted.

Note: - Student should also write in addition of above, the provisions of section 129(1) to (7) and section 133 of the Companies Act, 2013 in brief.



Section 134, Financial Statement, Board’s Report, etc
	Sl. No.
	Topic

	Q-11
	The Board of Director of Vishwakarma Electronics Limited consists of Mr. G, Mr. H (Director) and Mr. I (Managing Director). The company has also employed a full time Secretary.
The financial statements of the company were signed by Mr. G and Mr. H. Examine whether the authentication of financial statements of the company was in accordance with the provisions of the Companies Act, 2013? 

	Ans.
	Authentication of financial statements;
· According to section 134(1), (2) & (7) of the Companies Act, 2013, the financial statements, including consolidated financial statement if any, shall be approved by the Board of Directors before they are signed on behalf of the Board at least by the following:
1. The chairperson of the company where he is authorised by the Board; or
2. By two directors out of which one shall be managing director and
3. Chief Executive Officer, if he director in the company, or
4. The Chief Financial Officer, wherever he is appointed; and
5. The Company Secretary of the company, wherever he is appointed.
· In the case of a One Person Company, the financial statement shall be signed by only one director, for submission to the auditor report thereon.
· The auditors’ report shall be attached to every financial statement.
· A signed copy of every financial statement, including consolidated financial statement, if any, shall be issued, circulated or published along with a copy each of-
1. Any notes annexed to or forming part of such financial statement;
2. The auditor’s report; and 
3. The Board’s report.
Conclusion:
· In the instant case, the financial statements have been signed by Mr. G and Mr. H, the directors. In view of the section 134 of the Companies Act, 2013, Mr. I, the managing director should be one of two signing directors. Since the company has also employed a full time company secretary, he should also sign the financial statement in addition to the Managing Director, Mr. I, one of the directors, either Mr. G or Mr. H should sign it.

	Q-12
	Explain the provisions of the Companies Act, 2013 relating to Board’s report and signing of Board’s report.

	Ans.
	Board’s report:
· According to section 134(3) of the Companies Act and Companies (Accounts) Rules, 2014, the Board’s report shall be prepared based on the stand alone financial statements of the company and report shall contain a separate section wherein a report on the performance and financial position of each of the subsidiaries, associates and joint venture companies included in the consolidated financial statement is presented. 
· There shall be attached to statements laid before a company in general meeting, a report by its Board of Directors, which shall include-
1. the extract of the annual returns;
2. numbers of meetings of the Board;
3. directors’ responsibility statement;
4. a statement on decoration given by the independent directors;
5. explanations or comments by the Board on every qualification, reservations or adverse remark or disclaimer made-
a) By the auditor in his report; and
b) By the company secretary in practice in his secretarial audit report;
6. particulars of loans, guarantees or investment;
7. particulars of contracts or arrangement with related parties;
8. the state of the company’s affairs;
9. the amount, if any, which is proposes to carry to any reserves;
10. the amounts, if any, which it recommends should paid by way of dividend;
11. material changes and commitments, if any, affecting the financial position of the company which have occurred between the end of the financial year of the company to which the financial statements relate and the date of the report;
12. the conservations of energy, technology absorption, foreign exchange earnings and outgo, in such manner as prescribed under the Companies (Accounts) Rules, 2014 which provide for:
Conservation of energy-
a) the steps taken or impact on conservation of energy;
b) the steps taken by the company for utilising alternate sources of energy;
c) the capital investment on energy conservation equipments;
Technology absorption-
a) the efforts made towards technology absorption;
b) the benefit derived like product improvement, cost reduction, product development or import substitutions;
c) in case of imported technology (imported during the last three years reckoned from the beginning of the financial year)-
· The details of technology imported;
· The year of import;
· Whether the technology been fully absorbed;
· If not fully absorbed, areas where absorption has not taken place, and the reasons thereof; and
d) the expenditure incurred on Research and Development.
Foreign exchange earnings and outgo-
a) The Foreign Exchange earned in terms of actual inflows during the year and the Foreign Exchange outgo during the year in terms of actual outflows.
13. A statement indicating development and implementation of a risk management policy for the company including identification therein of elements of risk, if any, which in the opinion of the board may threaten the existence of the company;
14. the details about the policy developed and implemented by the company on corporate social responsibility initiatives taken during the year;
15. Every listed company and every other public company having paid up capital of 25 crore rupees or more calculated at the end of the preceding financial year shall, include (as prescribed under the Companies (Accounts) Rules, 2014), in the report by its Board of directors, a statement indicating the manner in which formal annual evaluation has been made by the board of its own performance and that of its committees and individual directors. 
16. The report of the Board shall also contain (as prescribed under the Companies (accounts) Rules, 2014-
a) the financial summary or highlights;
b) the change in the nature of business, if any;
c) the details of directors or key managerial personnel who were appointed or have resigned during the year;
d) the names of companies which have become or ceased to be its subsidiaries, joint ventures or associate companies during the year;
e) the details relating to deposits like-
(i) accepted during the year;
(ii) remained unpaid or unclaimed as at the end of the year;
(iii) whether there has been any default in repayment of deposits or payment of interest thereon during the year and if so, number of such cases and total amount involved-
· at the beginning of the year;
· maximum during the year;
· at the end of the year;
f) the details of deposits which are not in compliance with the requirement of the Act;
g) the details of significant and material orders passed by the regulators or courts or tribunals impacting the going concern status and company’s operation in future;
h) the details in respect of adequacy of internal financial controls with reference to the Financial Statements.

Board’s report in case of One Person Company:
· According to section 134(4) of the Companies Act, 2013, in case of a one Person Company, the report of the Board of directors to be attached to the financial statement under this section shall, mean a report containing explanations or comments by the Board on every qualification, reservation, or adverse remark or disclaimer made by the auditor in his report.

Signing of Board’s Report
· The Board’s report and any annexures thereto shall be signed by its chairperson of the company if he is authorised by the Board and where he is not so authorised, shall be signed by at  least two directors, one whom shall be a managing director, or by the director where there is one director.   

	Q-13
	The Companies Act, 2013 has prescribed an additional duty on the Board of Directors to include in the Annual Accounts a ‘Directors Responsibility Statement’. Explain briefly the details to be furnished in the said statement.
Also explain the penal provision of Section 134 of the Companies Act, 2013.

	Ans.
	According to section 134(5) of the Companies Act, 2013, Directors’ Responsibility statement shall state that-
· in the preparation of the annual accounts, the applicable accounting standards had been followed along with proper explanation relating to material departures;
· the directors had selected such accounting policies, and applied them consistently and made judgements and estimates that are reasonable and prudent so as to give a true and fair view of the state of affairs of the company for that period;
· the directors had taken proper and sufficient care for the maintenance of adequate accounting records in accordance with the provisions of this Act for safeguarding the assets of the company and for preventing and detecting fraud and other irregularities;
· the directors, had prepared the annual accounts on a going concern basis; and
· the directors, in the case of a listed company, had laid down internal financial controls to be followed by the company and that such internal financial controls are adequate and were operating effectively;
· Here, the term “internal financial controls” means the policies and procedures adopted by the company for ensuring-
· the orderly and efficient conduct of its business, including adherence to company’s policies, 
· the safeguarding of its assets, 
· the prevention and detection of frauds and errors, 
· the accuracy and completeness of the accounting records, and 
· the timely preparation of reliable financial information;
· the directors had devised proper systems to ensure compliance with the provisions of all applicable laws and that such systems were adequate and operating effectively.

Contravention i.e. penal provisions of section 134 of the Companies Act, 2013.
· If a company contravenes any provisions of this section, the company shall be punishable with fine which shall not be less than Rs. 50,00.00 but which may extend to Rs. 25,00,000.00
· Every officers of the company who is in default shall be punishable with:
1. imprisonment for a term which may extend to 3 years; or
2. fine which shall not be less than Rs. 50,000.00 but which may extend to Rs. 5,00,00.00; or
3. both with imprisonment and fine.




Section 135, Corporate Social Responsibility (CSR)
	Sl. No.
	Topic

	Q-14
	With reference to the provisions laid down under the Companies Act, 2013, advice on following;
(i) Which company is required to constitute CSR committee?
(ii) Minimum amount of contribution towards CSR?
(iii) Activities which are not considered as CSR activities?
Source: RTP, Nov’14 question 1(b)

	Ans.
	Introduction
· CSR implies a concept, whereby companies decide voluntarily to contribute to a better society and a cleaner environment.
· CSR is a concept, whereby the companies integrate social and other useful concerns in their business operations for the betterment of its stakeholders and society in general in a voluntary way.
Which company is required to constitute CSR committee:
· Every company including its holding or subsidiary, and foreign company defined under section 2(42) of the Companies Act, 2013 having its branch office or projects office in India, having
1) net worth of rupees 500 crore or more; or
2) turnover of rupees 1000 crore or more; or
3) a net profit of rupees 5 crore or more;
during any financial year shall constitute a Corporate Social Responsibility Committee of the Board.
· The CSR Committee shall institute a transparent monitoring mechanism for implementation of the CSR projects or programs or activities undertaken by the company.
· However, the net worth, turnover or net profit of a foreign company shall be computed in accordance with balance sheet and profit and loss account of such company as prepared in accordance with the provisions of section of the Act.
Amount of contribution towards CSR:
· The Board of every company shall ensure that the company spends, in every financial year, of the average net profit of the company made during the three immediately preceding financial years, in pursuance of its CSR policy.
· The company shall give preference to the local area and areas around it where it operates, for spending the amount earmarked for CSR activities.
· If the company fails to spend such amount, the Board shall, in its report, specify the reasons for not spending the amount.
· Companies may build CSR capacities of their own personnel as well as those of their implementing agencies through institutions with established track records at least three financial years.
· However, such expenditure shall not exceed 5% of the total CSR expenditure of the company in one financial year.
Activities which are not considered as CSR activities:
· The companies (CSR Policy) Rules, 2014 provides for some activities which are not considered as CSR activities;
1) The CSR projects or programs or activities undertaken outside India;
2) The CSR projects or programs or activities that benefited only the employees of the company and their families;
3) Contribution of any amount directly or indirectly to any political party under section 182 of the Act.

	Q-15
	With reference to the provisions laid down under the Companies Act, 2013, advice on following;
1) Composition and Duties of CSR Committee.
2) Contents of CSR policy.
3) Duties of Board in relation to CSR.
4) CSR Reporting requirement.
5) Any 10 activities specified under schedule VII

	Ans.
	1(a). Composition of CSR committee:
· The CSR committee shall be consisting of three or more directors, out of which at least one director shall be an independent director.
· An unlisted public company or a private company which is not required to appoint an independent director shall have its CSR committee without such director.
· A private company having only two directors on its Board shall constitute its CSR committee with two such directors.
· With respect to a foreign company covered as above, the CSR committee shall comprise of at least two persons of which one person shall be as specified under section 380(1)(d) of the Act and another person shall be nominated by the foreign company.
· The board report under sub-section (3) of section 134 shall disclose the composition of the CSR committee.

1(b). Duties of CSR committee:
· The CSR committee shall formulate and recommend to the Board, a CSR policy which shall indicate the activities to be undertaken by the company as specified in schedule VII;
· The CSR committee recommend the amount of expenditure to be incurred on the activities referred in above point; and
· The CSR committee monitor the CSR policy to the company from time to time.

(2). Contents of CSR policy:
· list of CSR projects or programs which a company plans to undertake falling within the purview of the Schedule VII of the Act, Specifying modalities of execution of such project or programs and implementation schedules for the same; and
· monitoring process of such projects or programs:
· However, the CSR activities do not include the activities undertaken in pursuance of normal course of business of a company.
· The Board of Directors shall ensure that activities included by a company in its CSR Policy are related to the activities included in Schedule VII of the Act.
· The CSR Policy of the company shall specify that the surplus arising out of the CSR projects or programs or activities shall not form part of the business profit of a company.

(3). Duties of Board in relation to CSR:
· The board of every company referred in this section shall, after taking into account the recommendations made by the CSR committee, approve the CSR policy for the company and disclose content of such policy in its report and also place it on the company website, if any, in such manner as may be prescribed; and
· The board ensure that the activities as are included in CSR policy of the company are undertaken by the company.

(4). CSR Reporting Requirement:
· The Board’s report of a company covered under these rules pertaining to a financial year commencing on or after the 1st day of April, 2014 shall include an annual report on CSR.
· In case a foreign company, the balance sheet filed under section 381(1)(b) shall contain an annexure regarding report on CSR.

(5). Activities specified under schedule VII:
· Activities which may be included by companies in their CSR activities as specified under schedule VII are as follows:
a) eradicating hunger, poverty, promoting health care and sanitation and making available safe drinking water;
b) promoting education including special education among children, women, elderly, and the differently abled;
c) promoting gender equality, empowering women, setting up old age homes, 
d) ensuring environmental sustainability, ecological balance, conservation of natural resources;
e) protection of national heritage, art and culture, promotion and development of traditional art and handicraft;
f) measures for the benefit of armed forces veterans, war widows and their dependents;
g) training to promote rural sports, nationally recognised sports and Olympic sports;
h) contribution to the prime minister’s National Relief Fund or any other-fund set up by the Central Government for such relief
i) contributions of funds provided to technology incubators located within academic institutions which are approved by the Central Government;
j) rural development projects.



Section 136, Right of Member to Copies of Audited Financial Statement
	Sl. No.
	Topic

	Q-16
	With reference to the provisions laid down under the Companies Act, 2013, advice on following;
1) Who are entitled for financial statement?
2) Manner of circulation of financial statement in certain cases;
3) Right of member to copies of audited financial statement in respect of its subsidiaries;
4) Penal provisions under section 136 of the Companies Act, 2013.

	Ans.
	1). Who are entitled for audited financial statement:
· According to section 136 of the Companies Act, 2013, a copy of the financial statements, which are to be laid before a company in its general meetings, shall be sent to the following;
1) every member of the company
2) to every trustee for the debenture-holder of any debentures issued by the company, and
3) to all persons other than such member or trustee, being the person so entitled.
· Consolidated financial statements, if any, auditor’s report and every other document required by law to be annexed or attached to the financial statements shall be annexed with financial statements.
· These financial statements shall be sent in not less than 21 days before the date of the meeting.
· In the case of a listed company:
1) The above provisions shall be deemed to be compiled with, if the copies of the documents are made available for inspection at its registered office during working hours for a period of 21 days before the date of the meeting.
2) Along with it a statement containing the salient features of such documents in the form AOC-3 or copies of the documents, as the company may deem fit, is sent to every member of the company and to trustee for the holders of any debentures issued by the company.
3) The statement is to be sent not less than 21 days before the date of the meeting unless the shareholders ask for full financial statements.
· A company shall also allow every member or trustee of the debenture holder to inspect the audited financial statement at its registered office during business hours.

2). Manner of circulation of financial statement in certain cases;
· According to section 136 of the Companies Act, 2013, in case of all listed companies and such public companies which have net worth of more than 1 crore and turnover of more than 10 crore rupees, the financial statements may be sent-
1. by electronic mode to such members whose shareholding is in dematerialized format and whose email Ids are registered with depository for communication purpose;
2. where Shareholding is held otherwise than dematerialized format, to such members who have positively consented in writing for receiving by electronic mode; and
3. by despatch of physical copies through any recognised mode of delivery as specified under section 20 of the Act, in all other cases.
· A listed company shall also place its financial statement including consolidated financial statements, if any, and all other documents required to be attached thereto, on its website, which is maintained by or on behalf of the company.

3). Right of member to copies of audited financial statement in respect of its subsidiaries;
· According to section 136 of the Companies Act, 2013, every company having a subsidiary or subsidiaries shall place separate audited accounts in respect of each of its subsidiary on its website, if any:
· Every company having a subsidiary or subsidiaries shall provide a copy of separate audited financial statements in respect of each of its subsidiary, to any shareholder of the company who ask for it.

4). Penal provisions under section 136 of the Companies Act, 2013
· As per section 136 of the Companies Act, 2013, if any default is made in complying with the provisions of this section, the company shall be liable to a penalty of Rs. 25,000.00
· Every officer of the company who is in default shall be liable to a penalty of Rs. 5,000.00


  
Section 137, Copy of financial Statement to filed with Registrar
	Sl. No.
	Topic

	Q-17
	The Annual General Meeting of M/s Robertson Ltd., for laying the Annual Accounts thereat for the year ended 31st March, 2012 was not held, as the accounts were not ready. In this context:
1) Advise the company regarding compliance of the provisions of section 137 of the Companies Act, 2013, for filing of copies of Annual Accounts with the Registrar of companies.
2) Will it make any difference in case the Annual Accounts were duly laid before the annual General Meetings held on 27th September, 2012 but the same were not adopted by the shareholders?

	Ans.
	Filing of financial statements:
· According to section 137(1) of the Companies Act, 2013, a copy of the financial statement, including consolidated financial statement, if any, along with all the documents which are required to be or attached to such financial statements under this Act, duly adopted at the annual general meeting of the company, shall be filed with the Registrar within 30 days of the date of annual general meeting in such manner, with such fees or additional fees as may be prescribed within the time specified under section 403.

If Financial Statement are not adopted:
· Where the financial statements are not adopted at annual general meeting or adjourned annual general meetings, such unadopted financial statements along with the required documents shall be filed with the Registrar within 30 days of the date of annual general meeting.
· The registrar shall take them in his records as provisional till the financial statements are filed with him after their adoption in the adjourned annual general meeting for that purpose.
· If the financial statements are adopted in the adjourned annual general meeting, then they shall be filed with the registrar within 30 days of the date of such adjourned meeting for that purpose.

Annual General meetings not held:
· Where the annual general meetings of a company for any year has not been held, the financial statements along with the documents required to be attached, duly signed along with the statement of facts and reasons for not holding the annual general meeting shall be filed with the registrar within 30 days of the last date before which the annual general meeting should have been held and in such manner, with such fees or additional fees as may be prescribed within the time specified, under section 403.

Conclusions
1. In the present case though annual general meeting was not held, it ought to be held by 30th September 2012, under the provision of the Act. Thus, the financial statements along with document required to be attached for the year ended 31st March, 2012 should be filed with the Registrar by 29th October, 2012along with a statement that Annual General Meetings was not held by 30th September 2012 as the accounts were not ready.
2. Since the AGM has been held in time on 27th September, 2012, the unadopted financial statement as at 31st March, 2012 shall be filed with the Registrar of Companies by 26th October 2010.

	Q-18
	  With reference to the provisions laid down under the Companies Act, 2013, advice on following;
1) Filing of financial statements in case of one person company.
2) Filing of financial statement in case company having subsidiary.
3) Penalty under section 137 of the Companies Act, 2013.

	Ans.
	Filing of financial statements in case of one person company:
· According to section 137(1) of the Companies Act, 2013, a one person company shall file a copy of the financial statements duly adopted by its member, along with all the documents which are required to be attached to such financial statements, within 180 days from the closure of the financial year.

Filing of financial statement in case company having subsidiary:
· According to section 137(1) of the Companies Act, 2013, a company shall, along with its financial statement to be filed with the registrar, attach the accounts of its subsidiary or subsidiaries which have been incorporated outside India and which have not established their place of business in India. 

Penalty under section 137 of the Companies Act, 2013:
· According to section 137(3) of the Companies Act, 2013, if any of the provisions of this section are contravened, 
a) The company shall be punishable with fine of Rs. 1,000.00 for every day during which the failure continues but which shall not be more than Rs. 10 lacs, and
b) The managing director and the Chief Financial Officer of the company, if any, and, in the absence of the managing director and the Chief Financial Officer, any other director who is charged by the board with the responsibility of complying with the provision of this section, and, in the absence of any such director, all director of the company, shall be punishable with:
1. Imprisonment for a term which may extend to 6 months, or
2. Fine which shall not be less than Rs. 1 lacs but which may extend to Rs. 5 lacs, or
3. Both with imprisonment and fine.



Section 138, Internal Audit
	Q-19
	A limited company has Rs. 65 lakhs of paid up capital and Rs. 4 crore of average Annual Turnover of past three years preceding the financial year under Audit. The company does not have any Internal Audit System because the management does not think it necessary. As an auditor how would you react to the given situation.
Source: MTP September’14 question 04(a)

	Ans.
	Applicability of provisions of Internal Audit:
· As per section 138 of the Companies Act, 2013, the following class of companies (prescribed in rule 13 Companies (Accounts) Rules, 2014) shall be required to appoint an internal auditor or a firm of internal auditors, namely:-
(1) every listed company;
(2) every unlisted company having-
· paid up capital of 50 crore rupees or more during the preceding financial year; or
· turnover of 200 crore or more during preceding financial year; or
· outstanding loans or borrowing from banks or public financial institution exceeding 100 crore rupees or more at any point of time during the preceding financial year; or
· outstanding deposits of 25 crore rupees or more at any point of time during the preceding financial year; or
(3) every private company having-
· turnover of 200 crore rupees or more during the preceding financial year; or
· outstanding loans or borrowing from banks or public financial institutions exceeding 100 crore rupees or more at any time during the preceding financial year.
· Thus, any of the condition is required to be satisfied for the applicability of the provision. The internal auditor to be appointed shall either be a Chartered Accountant whether engaged in practice or not or cost accountant, or such other professional as may be decided by the Board to conduct internal audit of the functions and activities of the companies auditor may or may not be an employee of the company.
· In the instant case, the company is having paid up capital less than Rs. 50 crore and turnover less than Rs. 200 crore. Further, maximum outstanding loan or borrowing from public financial institution has not been given.
· Therefore, assuming that outstanding loans or borrowing from banks or public financial institutions are not exceeding Rs. 100 crore during the previous year. Therefore, any of the condition in respect of paid up capital, turnover or outstanding loans is not satisfied. So the company is not liable for internal audit as per section 138 of the Companies Act, 2013.

	Q-20
	Interior Pvt. Ltd. is a manufacturing company having turnover of Rs. 210 crore but having maximum outstanding loan from public financial institution of Rs. 90 crore only during the preceding financial year. You are required to state whether the company is liable for internal audit as per the provisions of the Companies Act, 2013.
Source: RTP November’14 question 17(a)

	Ans.
	Applicability of provisions of Internal Audit:
· As per section 138 of the Companies Act, 2013, read with rule 13 of Companies (Audit and Auditors) Rules, 2014 every private company shall required to appoint an internal auditor oe a firm of internal auditors, having-
(i) turnover of two hundred crore rupees or more during the preceding financial year; or
(ii) outstanding loans or borrowing from banks or public financial institutions exceeding one hundred crore rupees ar more at any point of time during the preceding financial year;
· Thus, either of the condition is required to be satisfied for the applicability of the provision. The internal to be appointed shall either be a chartered accountant whether engaged in practice or not or a cost accountant, or such other professional as may be decided by the Board to conduct internal audit of the functions and activities of the companies auditor may or may not be an employee of the company.
· Interior Pvt. Ltd. is having turnover of Rs. 210 crore and maximum outstanding loan from public financial institutions of Rs. 90 crore during the previous financial year. Here in the case, the turnover is over and above two hundred crore rupees i.e. either of the condition in respect of turnover or outstanding loans is satisfied. Therefore the company is liable for internal audit as per section 138 of the Companies Act, 2013. 
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