Concept Paper on Company Law - Provisions relating to Books of Accounts

Chapter VIII of the re-codified Companies Bill (Draft of the proposed Companies Act) contains provisions relating to books of accounts to be maintained by the company, form and content of balance sheet, manner of authentication of balance sheet and contents of directors’ report. These provisions are contained in Section 51 to 55 of the draft Companies Bill and the relevant provisions as compared to the provisions of the existing Companies Act, 1956 are given below: 

Maintenance of books of account 

As per Section 51 of the Companies Bill, every company shall keep proper books of account with respect to prescribed matters, which shall explain the transaction and give a true and fair view of the state of affairs of the company including that of the branch office, if any. Such books shall be kept on accrual basis and according to double entry system of accounting. The corresponding provisions of the Companies Act, 1956 specifies the matters with respect to which books of account are maintained. As a measure of simplification, it is proposed to prescribe Rules for these matters and reduce the size of the Act. 

Inspection of books of account 

Section 51(2) of the Companies Bill provides that the inspection of books of account and the period for preservation of books of account in order shall be prescribed. Section 209(4) and Section 209A of the existing Companies Act, 1956 contains detailed provisions relating to inspection of books of account and its preservation. As a measure of simplification, it is proposed to prescribe Rules for these matters and reduce the size of the Act. 

Annual Accounts and Balance Sheet 

Section 52 & 53 of the Companies Bill provides that the period of financial year and the contents of balance sheet and profit and loss account shall be prescribed by the Rules. It is also provided that the Registrar shall not grant extension of financial year beyond three months. The holding company has been given an option to prepare consolidated accounts for itself and for all its subsidiaries and lay the same before the annual general meeting. 

The existing Companies Act, 1956 contains detailed provisions relating to form and contents of balance sheet and profit and loss account [Schedule VI of the existing Act]. Further the term financial year cannot exceed 15 months and the Registrar can extend this up to 18 months. Section 212 of the Companies Act, 1956 makes it obligatory for the holding company to include the prescribed particulars relating to its subsidiary company(ies) and an option is now provided under the Bill either to prepare consolidated accounts or to include the particulars in the holding company’s balance sheet and place before the annual general meeting. The Bill seeks to simplify the provisions in these matters. 

Authentication of annual accounts and directors report 

Section 54 of the Companies Bill proposes to prescribe Rules for authentication of annual accounts and for the contents of directors’ report. The existing Companies Act, 1956 [Section 215 to Section 218] contains detailed provisions relating to these matters. This is in accordance with the object of concept paper – reduce the size of the Act. However, one has to wait for the notification of Rules for understanding the implications. 

Filing of Balance Sheet with the Registrar 

Section 55 of the Companies Bill proposes to prescribe Rules for circulation of annual accounts by the company to members and other prescribed persons, the manner and time limit for filing balance sheet with the Registrar. The existing Companies Act, 1956 [Section 219 and 220] contains detailed provisions relating to right of members to obtain copy of balance sheet etc, circulation of annual accounts and time limit for its filing with the Registrar. In the process, the Act has become simpler and smaller as proposed by the Concept Paper. However, the Rules as and when notified, may contain the same or similar provisions now appearing in the Act.

