1. Requirements about Board's Report
1.1 Every company must make Board's' Report. Board's Report (or Directors' Report) is an annual report by the directors of a company to its shareholders, which forms part of the company's accounts required to be sent to the shareholders and filed with the Registrar of Companies under the Companies Act. Section 217 deals with Board's Report and requires that the Board's Report must be attached to every Balance Sheet.

1.2 Contents of Directors' Report. According to section 217, every Board's Report must contain information with respect to the following matters: 

	(1)
	The state of the company's affairs;

	(2)
	The appropriation of profits to reserves;

	(3)
	The amount of dividend recommended;

	(4)
	Material changes and commitments, if any, affecting the financial position of the company, that have occurred between the end of the last financial year and the date of the Directors' Report;

	(5)
	The prescribed particulars in respect of 

	(a)
	conservation of energy,

	(b)
	technology absorption, and

	(c)
	foreign exchange earnings and outgo.

	(6)
	Changes that have occurred during the relevant financial year-

	(a)
	In the nature of the company's business;

	(b)
	In the company's subsidiary/subsidiaries;

	(c)
	In the nature of business of the company's subsidiary/subsidiaries;

	(d)
	Generally in the classes of business in which the company has interest.

	(7)
	The prescribed particulars in respect of employees of the company drawing remuneration if worked for the full year more than Rs. 24 Lakhs per annum and if worked for the part year Rs. 2 lakh per month 

	(8)
	Directors' Responsibility Statement, indicating therein 

	(i)
	that in the preparation of the annual accounts, the applicable accounting standards had been followed along with proper explanation relating to material departures;

	(ii)
	that the directors had selected such accounting policies and applied them consistently and made judgments and estimates that are reasonable and prudent so as to give a true and fair view of the state of affairs of the company at the end of the financial year and of the profit or loss of the company for that period;

	(iii)
	that 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;

	(iv)
	that the directors had prepared the annual accounts on a going concern basis.

	(9)
	The reasons for the failure, if any, to complete the buy-back within the time specified in sub-section (4) of section 77A.

	(10)
	Fullest information and explanations on every reservation, qualification or adverse remark in the Auditors' Report.[14]


Besides, according to the proviso to sub-section (1) of section 383A, every company not required to employ a whole-time secretary under sub-section (1) and having a paid-up share capital of ten lakh rupees or more required to obtain a certificate from a secretary in whole-time practice in such form and within such time and subject to such conditions as may be prescribed, as to whether the company has complied with all provisions of this Act and this certificate shall be attached with Board's report referred to in section 217.

Moreover, every listed company, which has made a public issue or rights issue of securities, must furnish to the stock exchange on a half-yearly basis, a statement showing variations between projected utilisation of funds and/or projected profitability as disclosed in the prospectus/letter of offer and actual utilisation of funds and/or actual profitability and to publish the same in newspapers in the same manner as unaudited/ audited financial results are published under clause 41 of the Listing Agreement and in case of material variations between actuals and projections, furnish an explanation and include in the Board's Report a comparison between actuals and projections.[15]
What does "material changes and commitments" mean?

2. Meaning of "material changes"
Every Directors' Report must contain information with respect to material changes and commitments, if any, affecting the financial position of the company, that have occurred between the end of the last financial year and the date of the Directors' Report, i.e., the date of the Board meeting at which the Directors' Report is approved.

Material means of substantial import, of much consequence, important, pertinent or essential. [The expression "material changes" is akin to the expression "material fact" in the context of insurance, meaning any important piece of information that a person seeking insurance must disclose to the insurer to enable him to decide whether or not to accept the insurance and to calculate the premium if he wishes to do so. In the context of prospectus, it means all relevant information about a company that must be made public in its prospectus].

Usually, an event occurring after the balance sheet date which affects materially the solvency of the undertaking of the company or is otherwise of great importance to the shareholders, cannot be taken into account in drawing up the balance sheet or the profit and loss account. Although the expression "material changes and commitments, if any affecting the financial position of the company ..." occurring in clause (d) of sub-section (1) of section 217 would include events such as the following, namely, the disposal of a substantial part of the undertaking or the profits or loss whether of a capital or revenue nature, changes in the capital structure, alteration in the wage structure arising out of (Trade) Union negotiations, purchases, construction, sale or any catastrophe befalling the fixed assets, incurring or any reduction of long term indebtedness, awards in litigation, entering into or cancellation of contracts and refund of taxes or completion of assessments.[16]
The expression 'material changes and commitments' is not capable of being precisely defined nor is it advisable to do so. Whatever has been stated in the above circular are only examples or illustrations. It has been purposefully left to the wisdom and discretion of the directors to determine the material changes and commitments affecting the company or its business, financial position or profitability and brought about by market position, production, exports, rise or fall in the turnover, new business activity, suspension of any business, foreign collaborations, joint ventures, Government policies, so on and so forth, which in opinion of the directors need or should be informed to the shareholders. 

3. Particulars in respect of conservation of energy, technology absorption, and foreign exchange earnings and outgo
The Directors' Report of every company must give the prescribed particulars in respect of conservation of energy, technology absorption, and foreign exchange earnings and outgo. The particulars to be given are prescribed under the Companies (Disclosure of Particulars in the Report of Board of Directors) Rules, 1988 [For text of the Rules, refer to the CD enclosed free with this book.]. These particulars must be given in relation to the financial year to which the Directors' Report relates. If any particulars are not applicable to the company, that fact must be clearly mentioned.

The particulars to be given for the year under report are as under: 

A. Conservation of energy 
	(a)
	Energy conservation measures taken by the company;

	(b)
	Additional investments and proposals, if any, being implemented for reduction of consumption of energy;

	(c)
	Impact of the measures at (a) and (b) above and consequent impact on the cost of production of goods;

	(d)
	Total energy consumption and energy consumption per unit of production in the Form A prescribed under Annexure A to the Rules in respect of the industries specified in the Schedule appended to the said Annexure.


B. Technology absorption 
Efforts made by the company during the financial year for the absorption of technology in Form B prescribed under Annexure A to the Rules. 

C. Foreign exchange earnings and outgo
	(a)
	Activities relating to exports;

	(b)
	Initiatives taken to increase exports;

	(c)
	Developments of new export markets for products and services;

	(d)
	Future plans for exports;

	(e)
	Total foreign exchange used and earned.


The provisions of section 217(1)(e) are not applicable to Hindustan Aeronautics Ltd. vide.[17] Therefore, it need not include its Directors' Reports particulars as to the conservation of energy, technology absorption, foreign exchange earnings and outgo as prescribed under the Companies (Disclosure of Particulars in the Report of Board of Directors) Rules, 1988.

4. What particulars are required to be included in the Board's Report relating to employees of a company?
According to sub-section (2A) of section 217, the Directors' Report must include a statement giving the name of each employee of the company who has during the relevant financial year received the remuneration as may be prescribed. Companies (Particlars of Employees) Rules, 1975 [For text of the Rules, refer to the CD enclosed free with this book.] prescribe as follows: 

	If employed throughout the financial year 
	Rs. 24 lakhs per annum

	If employed for a part of the financial year
	Rs. 2,00,000 per month

	If employed throughout or a part of the financial and holding 2% or more of the equity share capital of the company either by himself/herself or together with his/her spouse and/or dependent children
	Any remuneration in excess of that drawn by a managing director or whole-time director or manager during the relevant financial year. 


The expression "remuneration" has the same meaning as assigned to it in the Explanation to section 198. The "remuneration received" will include all expenses incurred by the company in providing any benefit or amenity to the employees. Salary and perquisites drawn by the employees in term of the actual expenditure incurred by the company should be indicated.[18]
5. It will include all expenses incurred by the companies in providing any benefit or amenity to the employees, etc.[19]
The inclusive definition given in section 198 is very wide in scope; in particular, according to its clause (c) remuneration includes any expenditure incurred by the company in respect of any obligation or service, which, but for such expenditure by the company, would have been incurred by the person concerned. Inasmuch as the definition is inclusive one, any expenditure incurred by the company in providing or granting any perquisite, benefit, amenity or facility would fall within the ambit of 'remuneration'.

If any of the employees included in the statement mentioned above is a relative of any director or manager of the company, that fact and the name of the concerned director must also be mentioned in the statement.[20]
The statement must also include the particulars prescribed under the Companies (Particulars of Employees) Rules, 1975. The particulars of employees are to be necessarily included either in the body of the Directors' Report or by way of addendum attached and stitched together in the booklet containing the relevant Director's Report and accounts. It cannot be given by way of loose sheets.[21] A loose sheet containing the particulars of employees may not be in conformity with the language of the provision in section 217(2A); however, an annexure bound with the annual accounts may not be said to be not in conformity with the section.

The information must be given in respect of every person who is an "employee" of the company, where between a person and the company there is an employer-employee relationship. Managing Director is an employee of the company within the meaning of sub-section (2A) of section 217.[22] There are several rulings of the Indian and English Courts laying down that ordinarily, a managing director is an employee besides being a director.[23]
6. Omission to submit statement, when not an offence
The provision in section 217(2A) indicates that a company is under a statutory liability to submit a statement showing the name of the employee of the company if such employee employed throughout the financial year or part thereof, was in receipt of remuneration in excess of that drawn by the managing director or whole time director or manager and held not less than 2 per cent of the equity shares of the company. The Act no where indicates that even if there was no such employee the company was still liable to submit a statement showing that there was no such employee of the company during the relevant period. Omission to submit any such statement indicating that there was no such employee in the company during the relevant period could not fasten penal liability on the petitioners. Thus, no prima facie case of alleged violation of section 217(2A) was made out against the petitioners in the complaint.[24]
7. Signing of the Board's Report
The Board's Report and any addendum to it must be signed by the chairman of the Board (or the chairman of the meeting) on behalf of the Board of directors. The Board must authorise the chairman to sign it.[25] It is a standard and desirable practice to approve the Directors' Report by a Board resolution. [See model resolution below].

If the chairman is not authorised to sign the Directors' Report, the Board may authorise two directors to sign it. One of the two directors must be a managing director, if the company has any managing director.[26]
Section 217(5) makes all directors of a company responsible to ensure that the company duly complies with the provisions of section 21>7. If any director fails to take all reasonable steps to ensure that the company has duly complied with the provisions of sub-sections (1) to (3) of section 217, he/she shall be liable to be punished with imprisonment up to 6 months or with fine up to Rs. 20,000 or with both. But the punishment by way of imprisonment shall not be imposed unless the default was committed wilfully.[27]
The Board of directors may, by its resolution, charge any person, say the Company Secretary or the Finance Manager, with the responsibility of seeing that the company has complied with the provisions of sub-sections (1) to (3) of this section. In such a case, in the event any director is prosecuted for any contravention of any provision of the section, it shall be a valid defence to get exonerated, that a competent and reliable person was charged with the duty of seeing that those requirements were complied with and that such a person was in a position to discharge that duty.[28]
Where any person who is charged with the responsibility of ensuring compliance with the provisions of sub-sections (1) to (3) of section 217, makes a default in doing so, he shall be liable to be punished with imprisonment up to 6 months or with fine up to 
Rs. 20,000 or with both. The punishment by way of imprisonment shall not be imposed unless the default was committed wilfully

