
Chap 5: Accounts of Companies 

© CA Darshan D. Khare 5.1 

Make  Notes 

Chapter 5: 

Accounts of Companies; 
 Read with The Companies (Accounts) Rules, 2014. 
 

128: Maintenance of Books by Company 

Why Provision is Made? 
 There is requirement of the specific direction for all the companies that in what form; in what 
manner and where company shall maintain the books of accounts. The section gives the specif-
ic directions regarding the same so that the books shall be available for inspection in proper 
formant and with proper content and in secured way. 

Applicability 
To all companies. 

Bare Text Vs Text for Understanding & Writing in Exam 

Bare Text Text for Understanding 
128(1): Place and manner of maintenance of books 

Every company shall prepare and keep at its 

registered office books of account and other 

relevant books and papers and financial state-

ment for every financial year which give a true 

and fair view of the state of the affairs of the 

company, including that of its branch office or 

offices, if any, and explain the transactions ef-

fected both at the registered office and its 

branches and such books shall be kept on ac-

crual basis and according to the double entry 

system of accounting. 

1. Every company shall maintain the following 
books: 
a. Books of accounts (ledgers & Journals) 
b. Other Books and papers (supporting 

vouchers & documents) 
c. Financial statements (Balance sheet 

and Profit & Loss account) 
2. The above books shall be maintained at 

registered office for every financial year in 
true and fair manner. 

3. The books shall be maintained for head 
office as well as for branch office. The 
books of the branch can be kept at the 
branch office. 

4. The books shall be maintained on accrual 
basis in double entry system of accounting. 

Provided that all or any of the books of account 

aforesaid and other relevant papers may be 

kept at such other place in India as the Board 

of Directors may decide and where such a deci-

sion is taken, the company shall, within seven 

days thereof, file with the Registrar a notice in 

writing giving the full address of that other 

place. 

If company wants to keep its books at any oth-
er place in India then company can do the 
same by complying following  process. 
1. Pass BOD-OR for removal of such books 

from the registered office and to keep the 
same at some other place in India. 

2. The company shall intimate the full address 
of the new place where books are to be 
maintained to ROC in 7 days of passing 
BOD-OR. 

Provided further that the company may keep The company can keep the books of account 
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such books of account or other relevant papers 

in electronic mode in such manner as may be 

prescribed. 

and papers in electronic form and in following 
manner. 

The Companies (Accounts) Rules, 2014: Manner of books of account to be kept in electronic 

mode. Rule 3:  

(1) The books of account and other relevant books and papers maintained in electronic mode shall 

remain accessible in India so as to be usable for subsequent reference. 

(2) The books of account and other relevant books and papers referred to in sub-rule (1) shall 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 a manner 

where it shall depict what was originally received from the 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. 

Provided that 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 physi-

cally located in India on a periodic basis. 

(6) The company shall intimate to the Registrar on an annual basis at the time of filing of financial 

statement— 

(a) the name of the service provider; 

(b) the internet protocol address of service provider; 

(c) the location of the service provider (wherever applicable); 

(d) where the books of account and other books and papers are maintained on cloud, 

128 (2): Maintenance of Books of Branch Office. 
Where a company has a branch office in India 

or outside India, it shall be deemed to have 

complied with the provisions of sub-section (1), 

if proper books of account relating to the 

transactions effected at the branch office are 

kept at that office and proper summarised re-

turns periodically are sent by the branch office 

to the company at its registered office or the 

other place referred to in sub-section (1). 

1. The company shall maintain the books of 
branch office at branch itself. The position 
of the branch office whether Indian or For-
eign doesn’t matters.  

2. If the books of the branch are maintained 
at branch office then the summarized re-
turn of the same shall be sent to company 
within specific periodic intervals. 

128(3): Inspection of Books of Accounts 
The books of account and other books and 

papers maintained by the company within India 

shall be open for inspection at the registered 

1. The company shall make books available 
for inspection at registered office in India or 
at any other place in India as per BOD-OR. 
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office of the company or at such other place in 

India by any director during business hours, and 

in the case of financial information, if any, main-

tained outside the country, copies of such fi-

nancial information shall be maintained and pro-

duced for inspection by any director subject to 

such conditions as may be prescribed. 

2. The books shall be open for inspection dur-
ing the business hours. 

3. If the books are maintained at any other 
place outside India the copies of the same 
shall be made available for inspection. The 
BOD may require the compliance of few 
conditions in such case. 

Provided that the inspection in respect of any 

subsidiary of the company shall be done only by 

the person authorised in this behalf by a resolu-

tion of the Board of Directors. 

The books of the subsidiary company shall be 
made available for inspection only after the 
approval of BOD by OR. 

Companies (Accounts) Rules, 2014 
Rule 4 : Conditions regarding maintenance and inspection of certain financial information by 
directors. 
(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 di-
rector, 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 fifteen days 
of the date of receipt of the written request. 

(4) The financial information required under sub-rules (2) and (3) shall be sought for by the 
director himself and not by or through his power of attorney holder or agent or repre-
sentative. 

128(4): Duties of the officer and employees of the company during the inspec-
tion. 

Where an inspection is made under sub-section 

(3), 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. 

The officer and employee of the company shall 
fully cooperate for the inspection. They must 
give the required documents and the books for 
inspection which are reasonably required. 

128(5): Period of Maintenance of Books of Accounts. 
The books of account of every company relat-

ing to a period of not less than eight financial 

years immediately preceding a financial year, or 

where the company had been in existence for a 

period less than eight years, in respect of all the 

preceding years together with the vouchers rel-

evant to any entry in such books of account 

shall be kept in good order. 

The following companies shall maintain the 
books of account as per their respective peri-
od: 
a. Company in existence for 8 years or more: 

maintain the books for 8 FYs. 
b. Company in existence for less than 8 years: 

maintain the books for all years of exist-
ence. 



Chap 5: Accounts of Companies 

© CA Darshan D. Khare 5.4 

Make  Notes 

Provided that where an investigation has been 

ordered in respect of the company under 

Chapter XIV, the Central Government may 

direct that the books of account may be kept 

for such longer period as it may deem fit. 

In case if the investigation is initiated by CG 
then, CG can demand the maintenance for the 
books for longer period i.e. more than 8 years 
in case of company existing for more than 8 
years. 

128(6): Contravention and consequences. 
If the managing director, the whole-time director 

in charge of finance, the Chief Financial Of-

ficer or any other person of a company charged 

by the Board with the duty of complying with 

the provisions of this section, contravenes such 

provisions, such managing director, whole-time 

director tor in charge of finance, Chief Finan-

cial officer or such other person of the company 

shall be punishable with imprisonment for a term 

which may extend to one year or with fine which 

shall not be less than fifty thousand rupees but 

which may extend to five lakh rupees or with 

both. 

Normally the duty of maintenance of books of 
accounts is of the MD / WTD / BOD. But if they 
feel so they can transfer the duty to CFO / any 
other qualified person. 
In case of contravention the officer in default 
will be as follows: 

a. MD / WTD / BOD (if qualified person or 
CFO is not appointed). 

b. CFO / Qualified person appointed. (in 
case if the CFO / Qualified Person is 
appointed for maintenance of books.) 

The officer in default in above case will be lia-
ble to the following penalty. 

a. Jail upto 1 year; or 
b. Fine of Rs. 50,000 – Rs. 5,00,000; or 
c. Both of above. 

 

Specials / Mind Benders 
According to Regulation 89, of Table F, Companies Act, 2013, a member has right to inspect 
the books of accounts if he is so authorized by a resolution of the Board of Director or a reso-
lution passed by the company in general meeting. 
 

Past Exam Questions (PE) / Practice Manual Questions (PM) 
Maintenance of books at place other than Registered office 

PM,N08: The Board of directors of Bharat Ltd. has a practical problem. The registered office 
of the company is situated in a classified backward area of Maharashtra. The Board wants to 
keep its books of account at its corporate office in Mumbai which is conveniently located. 
The Board seeks your advice about the feasibility of maintaining the accounting records at a 
place other than the registered office of the company. Advise. 
Ans: 
Provision: [Relevant section 128(1) of the Companies Act, 2013 as follows] 
1. Every company shall maintain the following books: 

a. Books of accounts (ledgers & Journals) 
b. Other Books and papers (supporting vouchers & documents) 
c. Financial statements (Balance sheet and Profit & Loss account) 

2. The above books shall be maintained at registered office for every financial year in true 
and fair manner. 

3. The books shall be maintained for head office as well as for branch office. The books of 
the branch can be kept at the branch office. 

4. The books shall be maintained of accrual basis in double entry system of accounting. 
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5. If company wants to keep its books at any other place in India then company can do the 
same by complying following  process. 

a. Pass BOD-OR for removal of such books from the registered office and to keep the 
same at some other place in India. 

b. The company shall intimate the full address of the new place where books are to be 
maintained to ROC in 7 days of passing BOD-OR. 

Explanation: 
In the given case the registered office of the company Bharat Ltd is situated in a classified 
backward area of Maharashtra. The Board wants to keep its books of account at its corporate 
office in Mumbai. For such purpose the BOD need to pass the BM-OR to shift the books to the 
place in Mumbai. And in addition to this company shall inform to ROC within 7 days of passing 
BM-OR. 
Answer: 
Thus the company shall comply with the above requirements to keep the books at the Mum-
bai office. 
Suggestion: 
The company can also keep the books of account and papers in electronic form with back up 
at registered office. 

 
Delegation of power to maintain the books of accounts 

PM,N03,J09,N11: Mr. White is working as Chief Accountant in White Metal Limited. The 
Board of Directors of the said company propose to charge him with the duty of ensuring 
compliance with the provisions of the Companies Act, 2013 so that books of account can be 
properly maintained and Balance Sheet and Profit and Loss Account can be prepared as per 
the provisions of law. Draft a "Board Resolution" for the said purpose. Also point out the 
consequences in case of default; when such a resolution is passed. 
Ans: 
Resolution: 
Board Resolution for charging Mr. White, Chief Accountant, with the duty of Compliance 
with the requirements of Sections 129 & 134 of the Companies Act, 2013. 
“Resolved that Mr. White, Chief Accountant of the company be and is hereby charged with 
the duty of seeing that the requirements of Sections 129 and 134 of the Companies Act, 2013 
are duly and fully complied with. 
Resolved further that the said Mr. White is hereby entrusted with the authority to do such 
Acts or deeds as may be necessary or expedient for the purpose of discharging his above re-
ferred duties.” 
Provision: [Relevant section 128 of the Companies Act, 2013 as follows] 
Normally the duty of maintenance of books of accounts is of the MD / WTD / BOD. But if they 
feels so they can transfer the duty to CFO / any other qualified person. 
In case of contravention the officer in default will be as follows: 

a. MD / WTD / BOD (if qualified person or CFO is not appointed). 
b. CFO / Qualified person appointed. (in case if the CFO / Qualified Person is appointed 

for maintenance of books.) 
The officer in default in above case will be liable to the following penalty. 

a. Jail upto 1 year; or 
b. Fine of Rs. 50,000 – Rs. 5,00,000; or 
c. Both of above. 
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Maintenance of books on cash system 
PM: XYZ Ltd. wants to maintain its books of account on cash basis. 
Ans: 
Provision: [Relevant section 128(1) of the Companies Act, 2013 as follows] 
1. Every company shall maintain the following books: 

a. Books of accounts (ledgers & Journals) 
b. Other Books and papers (supporting vouchers & documents) 
c. Financial statements (Balance sheet and Profit & Loss account) 

2. The above books shall be maintained at registered office for every financial year in true 
and fair manner. 

3. The books shall be maintained for head office as well as for branch office. The books of 
the branch can be kept at the branch office. 

4. The books shall be maintained of accrual basis in double entry system of accounting. 
Explanation: 
The second part of the section clearly states that the books of accounts must be maintained 
on accrual basis and according to the double entry system of accounting. No exception has 
been given by the Act to any class or classes of companies from the above requirement.  
Answer: 
Hence, it is clear that XYZ Ltd. cannot maintain its books of accounts on cash basis. 
 

Inspection of books by 3rd party professional hired by member – whether allowed? 
PM: Mr. Ramanujam, one of the Directors in Debari Food Processing Limited was not satis-
fied with the performance of the company in financial matters. He requested Mr. Anandara-
ja, a Chartered Accountant, to inspect the books of accounts of the company on his behalf. 
Decide, under the provisions of the Companies Act, 2013 whether the said company can re-
fuse to allow Mr. Anandaraja to inspect the books of accounts? 
Ans: 
Provision: [Relevant section 128(3) of the Companies Act, 2013 as follows] 
1. The company shall make books available for inspection at registered office in India or at 

any other place in India as per BOD-OR. 
2. The books shall be open for inspection during the business hours. 
3. If the books are maintained at any other place outside India the copies of the same shall 

be made available for inspection. The BOD may require the compliance of few conditions 
in such case. 

4. The books of the subsidiary company shall be made available for inspection only after the 
approval of BOD by OR. 

Explanation: 
However, in case the director wishes to get the inspection done by an agent or a representa-
tive he must seek the approval of the Board of Directors without which he will not be allowed 
to do so. 
As the right of inspection is a statutory right given under this section, a director who is pre-
vented or refused from inspection may enforce his right through court. As such, Mr. Ramanu-
jam being the director in Debari Food Processing Limited may appoint Mr. Anandaraja to in-
spect the books of accounts of the company only with the approval of the Board of Directors. 
Case Law: In Vakharia Vs Supreme General Film Exchange CO. Ltd it was held that a director is 
entitled to take inspection of accounts personally or through an agent provided that there is 
no reasonable objection to the person chosen and the agent undertakes not to utilize the 
information obtained by him for any purpose other than the purpose of his principal. 
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Answer: 
Hence, the Debari Food Processing Limited cannot refuse to allow Mr. Anandaraja to inspect 
the books of accounts if such right of inspection has been approved by the Board of  Directors. 
 

Right to inspect the books of accounts 
PM,M11: XYZ Ltd. was registered in the year 2013 under Companies Act, 2013. There are al-
legations that the 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 al-
legations. Examine the right of Mr. A to carry out the inspection. State the persons who have 
the right to carry out the inspection under the Companies Act, 2013. 
Ans: 
Provision: [Relevant section 128 & 206 of the Companies Act, 2013 as follows] 
According to sections 128 and 206 of the Companies Act, 2013, the following persons have the 
right to carry out the inspection of the books of accounts of the company. 

a. Directors of the Company [Section 128(3)] 
b. Registrar of Companies [Section 206] 
c. Such officer of Government as may be authorised by the Central Government in this 

behalf (Section 206). 
d. Such officers of SFIO (Serious Fraud Investigation Office) [Section 212]. 

Explanation: 
In the given case the members are not allowed to inspect the books  of the company. Since 
Mr. A is not a director, he is not eligible to carry out the inspection. The books can be inspect-
ed by only above persons. 
Answer: 
Thus Mr. A do not have any right to inspect the books of the company. 
Suggestion: 
According to Regulation 89, of Table F, Companies Act, 2013, a member has right to inspect 
the books of accounts if he is so authorized by a resolution of the Board of Director or a reso-
lution passed by the company in general meeting. 
 

Inspection of Books by Proxy of CA- Whether allowed? 
M07: An allegation was leveled against PQR Ltd. that the funds of the company are misused. 
Mr. Z, one of the Directors of the company wants to inspect the books of account of the 
company in order to ascertain whether the allegation was true. But since Mr. Z does not 
have the knowledge of accounting, he appoints Mr. A, his friend and a practicing Chartered 
Accountant to go through the books of account of the company on his behalf. The company 
seeks your advice as to whether Mr. A many be allowed to inspect the books of account of 
the company on behalf of Mr. Z. You are required to give your advice to the company keep-
ing in view the provisions of the Companies Act, 1956. 
What would be your advice if Mr. Z would have been a shareholder only and not a Director 
of the company? 
Ans: 
Provision: [Relevant section 128 & 206 of the Companies Act, 2013 as follows] 
1. The company shall make books available for inspection at registered office in India or at 

any other place in India as per BOD-OR. 
2. The books shall be open for inspection during the business hours. 
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3. If the books are maintained at any other place outside India the copies of the same shall 
be made available for inspection. The BOD may require the compliance of few conditions 
in such case. 

4. The books of the subsidiary company shall be made available for inspection only after the 
approval of BOD by OR. 

According to sections 128 and 206 of the Companies Act, 2013, the following persons have the 
right to carry out the inspection of the books of accounts of the company. 
a. Directors of the Company [Section 128(3)] 
b. Registrar of Companies [Section 206] 
c. Such officer of Government as may be authorised by the Central Government in this be-

half (Section 206). 
d. Such officers of SFIO (Serious Fraud Investigation Office) [Section 212]. 

Explanation: 
However, in case the director wishes to get the inspection done by an agent or a representa-
tive he must seek the approval of the Board of Directors without which he will not be allowed 
to do so. 
As the right of inspection is a statutory right given under this section, a director who is pre-
vented or refused from inspection may enforce his right through court. As such, Mr. Z being 
the director in PQR Limited may appoint Mr. A to inspect the books of accounts of the compa-
ny only with the approval of the Board of Directors. 
According to Regulation 89, of Table F, Companies Act, 2013, a member has right to inspect 
the books of accounts if he is so authorized by a resolution of the Board of Director or a reso-
lution passed by the company in general meeting 
Case Law: In Vakharia Vs Supreme General Film Exchange CO. Ltd it was held that a director is 
entitled to take inspection of accounts personally or through an agent provided that there is 
no reasonable objection to the person chosen and the agent undertakes not to utilize the 
information obtained by him for any purpose other than the purpose of his principal. 
Answer: 
Hence, the PQR Limited cannot refuse to allow Mr. A to inspect the books of accounts if such 
right of inspection has been approved by the Board of  Directors. However, if Mr. Z is member 
then he cannot appoint a representative but can inspect the books himself if authorised by the 
Board in this behalf. 

 
Inspection of books by members – whether allowed? 

M10: Mr. Ramesh and his supporters hold more than 50% of the equity share capital of Pro-
gressive Realtors Ltd. Dissatisfied with the performance of the company, Mr. Ramesh sends 
a notice to the Board of Directors about his intention to inspect the account books of the 
company. Explain the provisions of the Companies Act, 2013 regarding the persons who can 
inspect the books of account and the right of Mr. Ramesh in this matter. 
Ans: 
Provision: [Relevant section 128 & 206 of the Companies Act, 2013 as follows] 
According to sections 128 and 206 of the Companies Act, 2013, the following persons have the 
right to carry out the inspection of the books of accounts of the company. 
a. Directors of the Company [Section 128(3)] 
b. Registrar of Companies [Section 206] 
c. Such officer of Government as may be authorised by the Central Government in this be-

half (Section 206). 
d. Such officers of SFIO (Serious Fraud Investigation Office) [Section 212]. 
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Explanation: 
In the given case the members are not allowed to inspect the books  of the company. Since 
Mr. Ramesh is not a director, he is not eligible to carry out the inspection. The books can be 
inspected by only above persons. 
Answer: 
Thus Mr. Ramesh and his supporters do not have any right to inspect the books of the compa-
ny. 
Suggestion: 
According to Regulation 89, of Table F, Companies Act, 2013, a member has right to inspect 
the books of accounts if he is so authorized by a resolution of the Board of Director or a reso-
lution passed by the company in general meeting. 
 

129: Financial Statement (FS) 
Question 

Qu. State the form in which the company shall make the financial statement. Whether special 
Companies like Banking, Insurance need to comply with the same provisions as that of normal 
companies? If not what procedure they shall follow for the same? 

Why Provision is Made? 
Every company needs to make the financial statements. But the form of the financial state-
ment and the content of the same shall be given in standardise form which shall be same for 
all companies. In addition to this the special companies need to maintain and disclose the FS 
under separate requirements. For such purpose there is need of provision which shall accumu-
late all such contents and state the same. Sec 129 does the same. 

Applicability 
To all companies except special companies as stated in section. 

Structure of Section 
129(1) How the financial statement shall be maintained in case of normal compa-

nies and for special companies. 

129(2) Presentation of FS in AGM. 

129(3)(4) Companies required to make consolidated FS. 

129(5) Non compliance of AS – Disclosure 

129(6) Exemption to specific companies 

129(7) Contravention of section. 

Rules Procedures / Clarification and transition. 

 

Bare Text Vs Text for Understanding & Writing in Exam 

Bare Text Text for Understanding 
129(1): Requirements for Maintenance the financial statement. 

The financial statements shall give a true and 

fair view of the state of affairs of the company 

or companies, comply with the accounting 

standards notified under section 133 and shall 

be in the form or forms as may be provided for 

different class or classes of companies in 

Schedule III. 

The financial statement of the company shall 
comply with following requirement. 
a. The FS shall be true and fair. 
b. The FS shall comply with Accounting 

standards as mentioned in sec 133. 
c. The FS shall be formed in format specified 

in schedule III to Companies Act, 2013. 
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Provided that the items contained in such fi-

nancial statements shall be in accordance with 

the accounting standards. 

The financial statement shall be as per compli-
ance of accounting standards. 
*[as notified] AS 17 not apply to Gov companies 
involved in defence production. 

Provided further that nothing contained in this 

sub-section shall apply to any insurance or 

banking company or any company engaged in 

the generation or supply of electricity, or to any 

other class of company for which a form of fi-

nancial statement has been specified in or un-

der the Act governing such class of company. 

The following companies need not comply with 
the provision of this section or Schedule III. 

a. Insurance Companies 
b. Banking Companies 
c. Electricity Company 
d. Any other class of company for which 

the format of FS is specified in any oth-
er law. 

The logic behind the provision is that the Com-
panies for which the specific act / law prevails, 
for such companies the FS shall be prepared in 
accordance with formant given by such act / 
law. This will reduce the unnecessary burden 
to maintain the FS in 2 or more forms. The 
types of such companies and respective laws 
are as follows. 

Provided also that the financial statements shall not be treated as not disclosing a true and fair view 

of the state of affairs of the company, merely by reason of the fact that they do not disclose— 

(a) in the case of an insurance company, any matters which are not required to be disclosed by the 

Insurance Act, 1938, or the Insurance Regulatory and Development Authority Act, 1999; 

(b) in the case of a banking company, any matters which are not required to be disclosed by the 

Banking Regulation Act, 1949; 

(c) in the case of a company engaged in the generation or supply of electricity, any matters which are 

not required to be disclosed by the Electricity Act, 2003; 

(d) in the case of a company governed by any other law for the time being in force, any matters which 

are not required to be disclosed by that law. 

129(2): Presentation of Financial Statements 
At every annual general meeting of a company, 

the Board of Directors of the company shall 

lay before such meeting financial statements for 

the financial year. 

The BOD of the company shall present the fi-
nancial statements of the company before the 
AGM of the company held for such financial 
year. 

129(3): Consolidated Financial Statement of Holding Company 
Where a company has one or more subsidiaries, 

it shall, in addition to financial statements pro-

vided under sub-section (2), prepare a consoli-

dated financial statement of the company and 

of all the subsidiaries in the same form and man-

ner as that of its own which shall also be laid 

before the annual general meeting of the com-

pany along with the laying of its financial state-

The Holding company shall prepare following 
two financial statements. 
a. Stand alone financial statement of holding 

company. 
b. Consolidated financial statement of Holding 

Company with its Subsidiary Companies. 
Both of the above statement shall be laid be-
fore the AGM of the company as mentioned in 
sec 129(2) above. 
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ment under sub-section (2) 

Provided that 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 subsidi-

aries in such form as may be prescribed. 

 

The silent features or details of the FS of the 
subsidiary company / companies shall be at-
tached with the FS of the holding company. 
Such silent features of the subsidiary or subsid-
iaries of the company shall be attached to FS of 
the Holding company in the form No AOC-1. 

Provided further that the Central Government 

may provide for the consolidation of accounts 

of companies in such manner as may be pre-

scribed. 

The CG have power to state the manner in 
which the FS of the Holding and Subsidiaries 
shall be consolidated. 

Explanation.—For the purposes of this sub-

section, the word “subsidiary” shall include as-

sociate company and joint venture. 

Subsidiary also means Associates and the Joint 
Ventures. 

Companies (Accounts) Rules, 2014 

Form of Statement containing salient features 

of financial statements of subsidiaries. 

Rule 5 : The statement containing the salient 

feature of the financial statement of a compa-

ny’s subsidiary or subsidiaries, associate com-

pany or companies and joint venture or ven-

tures under the first proviso to sub-section (3) 

of section 129 shall be in Form AOC-1. 

The company shall attach the silent features of 
the ventures mentioned below in form No AOC 
-1. 

a. Subsidiary or subsidiaries of the com-
pany. 

b. Associates of the company. 
c. Joint Venture in which the company is 

involved. 

129(4): Applicability of the provisions to the Consolidated Financial statement. 
The provisions of this Act applicable to the preparation, adoption and audit of the financial state-

ments of a holding company shall, mutatis mutandis, (as it is) apply to the consolidated financial 

statements referred to in sub-section (3). 

129(5): Disclosure of Non Compliance with the AS 
Without prejudice to sub-section (1), where the 

financial statements of a company do not com-

ply with the accounting standards referred to in 

sub-section (1), the company shall disclose in 

its financial statements, the deviation from the 

accounting standards, the reasons for such de-

viation and the financial effects, if any, arising 

out of such deviation. 

IF the FS of the company does not comply with 
the AS then such company shall disclose fol-
lowing facts. 

a. Applicable AS and Deviation from any of 
the AS so applicable. 

b. Reasons for such deviation. 
c. The financial effect of such deviation. 

 

129(6): Exemption to specific companies 
The Central Government may, on its own or 

on an application by a class or classes of com-

panies, by notification, exempt any class or 

classes of companies from complying with any 

1. The specific company can apply to CG for 
exemption from the provisions of this sec-
tion or CG may sue moto can grant the 
same. 
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of the requirements of this section or the rules 

made thereunder, if it is considered necessary 

to grant such exemption in the public interest 

and any such exemption may be granted either 

unconditionally or subject to such conditions as 

may be specified in the notification. 

2. The CG can exempt any class or classes of 
the companies from the compliance of this 
section if such exemption is in public inter-
est. 

3. the CG can specify the conditions for grant-
ing such exemption. In such situation the 
company shall comply with such condition 
to avail the exemption. 

 
The logic behind the section is the compliance 
of the provision of this section shall not create 
undue hardship on the company or it shall not 
create repetitive working on the same. 

129(7): Contravention and Consequences 
If a company contravenes the provisions of this 

section, the managing director, the whole-time 

director in charge of finance, the Chief Finan-

cial Officer or any other person charged by the 

Board with the duty of complying with the re-

quirements of this section and in the absence of 

any of the officers mentioned above, all the di-

rectors shall be punishable with imprisonment 

for a term which may extend to one year or with 

fine which shall not be less than fifty thousand 

rupees but which may extend to five lakh ru-

pees, or with both. 

In case of contravention of the section any of 
the following persons will be considered as of-
ficer in default for the section. 

a. MD / WTD / Manager / CFO / Eligible 
person appointed by BOD; or 

b. And in absence of the all of the above 
the BOD of the company. 

The officer in default as stated above will be 
liable for the following penalty: 

a. Jail upto 1 year; or 
b. Fine of Rs. 50,000 to Rs. 5 lakhs; or 
c. Both. 

Explanation.—For the purposes of this sec-

tion, except where the context otherwise re-

quires, any reference to the financial statement 

shall include any notes annexed to or forming 

part of such financial statement, giving infor-

mation required to be given and allowed to be 

given in the form of such notes under this Act. 

The financial statement shall include: 
a. Notes annexed to FS 
b. Information required to be given in the 

form of notes on financial statement. 
e.g. notes on contingent asset or liability shall 
for part of FS. 

Companies (Accounts) Rules, 2014 
Manner of consolidation of accounts. 

Rule 6 : The consolidation of financial state-

ments of the company shall be made in accord-

ance with the provisions of Schedule III of the 

Act and the applicable accounting standards. 

The Consolidate FS shall be prepared as per Sch 
III and as per AS taken together. 
 

Provided that in case of a company covered 

under sub-section (3) of section 129 which is 

not required to prepare consolidated financial 

statements under the Accounting Standards, 

If the company does not require the prepara-
tion of consolidated FS as per AS such company 
shall prepare consolidated FS as per Sch III on-
ly. 
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it shall be sufficient if the company complies 

with provisions on consolidated financial state-

ments provided in Schedule III of the Act. 

(Amended 27 July 2016) Provided further that nothing in this rule shall apply in respect of prepara-

tion of consolidated financial statements by a company if it meets the following conditions: 

i. it is a wholly-owned subsidiary, or is a partially-owned subsidiary of another company and all its 

other members, including those not otherwise entitled to vote, having been intimated in writing 

and for which the proof of delivery of such intimation is available with the company, do not object 

to the company not presenting consolidated financial statements; 

ii. it is a company whose securities are not listed or are not in the process of listing on any stock ex-

change, whether in India or outside India; and 

iii. its ultimate or any intermediate holding company files consolidated financial statements with the 

Registrar which are in compliance with the applicable Accounting Standards.” 

Provided also that nothing contained in this 

rule shall, subject to any other law or regu-

lation, apply for the financial year commenc-

ing from the 1st day of April, 2014 and 

ending on the 31st March, 2015, in case of 

a company which does not have a subsidi-

ary or subsidiaries but has one or more as-

sociate companies or joint ventures or both, 

for the consolidation of financial statement 

in respect of associate companies or joint 

ventures or both, as the case may be. 

The old companies under the Companies Act, 1956 
needs to make the consolidated FS only when they 
have subsidiaries. But the new Companies Act, 
2013 requires the preparation of the consolidated 
FS in case company have associate companies or 
JV irrespective of whether company have subsidi-
aries or not. Thus a company not having subsidiar-
ies but having JV or associates need to make con-
solidated FS. 
Now for such companies the act gives transition 
period of 1 year that is from 1st April 2014 to 31st 
march 2015. Within such time period such compa-
ny need not make consolidated financial statement 
even if have associate or JV without any subsidiary. 

 

*** Clarification Chart. 

 

 

 

 

 

 

 

 

 

Now in the given case the company A and company X shall only prepare the consolidated FS. Company 

Y need to prepare FS as it is in India even if it has UK subsidiary. Company Z need not make any FS as it 

is in UK and not in India. 

 

E-Filings 
AOC-1: The company shall give silent features of its subsidiaries / associates / JV along with its 
FS for presentation in AGM. 

Holding company A (India) 
Main Parent 

Subsidiary X (India) 
Intermediate Parent  

Subsidiary Y 
(India) 

 

Subsidiary Z (UK) 
Intermediate Parent  

Subsidiary P 
(India) 

 

Subsidiary R 
(UK) 

 

Subsidiary Q 
(UK) 
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Chart for Understanding 
 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

Past Exam Questions (PE) / Practice Manual Questions (PM) 
Meaning of Accounting Standards 

PM,M03,M05,M07,N10: Define the expression “Accounting Standards” within the meaning 
of Companies Act, 2013. 
XYZ Limited did not prepare its Balance Sheet as at 31st March, 2015 and the Profit and Loss 
Account for the year ended on that date in conformity with some of the mandatory Ac-
counting Standards issued by the Institute of Chartered Accountants of India. You are re-
quired to state with reference to the provisions of the Companies Act, 2013, the responsibili-
ties of directors and statutory auditor of the company in this regard. 
Ans: 
Provision: [Relevant section 2(2) & 129 & 133 of the Companies Act, 2013 as follows] 
As per sub-section (2) of Section 2 of the Companies Act, 2013, the expression “accounting 
standards” means the standards of accounting or any addendum thereto for companies or 
class of companies referred to in section 133. As per Section 133, the standards of accounting 
recommended by the Institute of Chartered Accounts of India constituted under the Chartered 
Accountants Act, 1949 as may be prescribed by the Central Government in consultation with 
and after examination of the recommendations made by the National Financial Reporting Au-
thority established under section 132 of the said Act. 
Rule 7 of the Companies (Accounts) Rules, 2014, further states that the standards of account-
ing specified under the Companies Act, 1956 shall be deemed to be the accounting standards 
until the according standards are prescribed by the Central Government under section 133. 
Sec 129(1) says that the financial statement of the company shall comply with following re-
quirement. 

a. The FS shall be true and fair. 
b. The FS shall comply with Accounting standards as mentioned in sec 133. 
c. The FS shall be formed in format specified in schedule III to Companies Act, 2013. 

IF the FS of the company does not comply with the AS then such company shall disclose fol-

Financial Statement 

For Normal 
Companies 

For Companies Governed by separate law. 
Banking , Insurance, Electricity Generation etc. 

Maintain Financial statement 
as per Sch III and as per AS. 

Financial statement as speci-
fied by law. 

IF such Company have Subsidiary or associate or JV the com-
pany shall prepare Consolidated FS. 
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lowing facts. 
a. Applicable AS and Deviation from any of the AS so applicable. 
b. Reasons for such deviation. 
c. The financial effect of such deviation. 

In case of contravention of the section any of the following persons will be considered as of-
ficer in default for the section. 

a. MD / WTD / Manager / CFO / Eligible person appointed by BOD; or 
b. And in absence of the all of the above the BOD of the company. 

The officer in default as stated above will be liable for the following penalty: 
a. Jail upto 1 year; or 
b. Fine of Rs. 50,000 to Rs. 5 lakhs; or 
c. Both. 

Moreover, the Board of directors is also required under section 134 of the Companies Act, 
2013 to include a Directors Responsibility Statement indicating therein that in the preparation 
of the financial statements the applicable accounting standards had been followed along with 
proper explanation relating to material departures, if any. If such person (as above referred) 
fails to take all reasonable steps to secure compliance by the company, as respects any ac-
counts laid before the company in general meeting, with the provisions of this section and 
with the other requirements of this Act as to the matters to be stated in the accounts, he shall, 
in respect of each offence, be punishable with imprisonment for a term which may extend to 1 
year, or with fine not less than Rs. 50,000 but which may extend to Rs. 5,00,000 or with both. 
Responsibilities of auditors: 
As per section 143(3) (e) of the Companies Act, 2013, the statutory auditor’s responsibility is 
to state in his report, whether in his opinion, the profit and loss account and balance sheet 
comply with the accounting standards referred to in section 143 of the Companies Act, 2013. 
 

Non disclosure of foreign subsidiary details - Consequences 
PM,N10: Gujarat Textiles Limited is having a foreign subsidiary company. The said Indian  
holding company failed to furnish particulars of its foreign subsidiary company in its Balance 
Sheet. Decide the liability of Gujarat Textiles Limited under the Companies Act, 2013. 
Ans: 
Provision: [Relevant section 129(3) of the Companies Act, 2013 as follows] 
1. The Holding company shall prepare following two financial statements. 

c. Stand alone financial statement of holding company. 
d. Consolidated financial statement of Holding Company with its Subsidiary Companies. 

2. Both of the above statement shall be laid before the AGM of the company as mentioned 
in sec 129(2) above. 

3. The silent features or details of the FS of the subsidiary company / companies shall be at-
tached with the FS of the holding company. 

4. Such silent features of the subsidiary or subsidiaries of the company shall be attached to 
FS of the Holding company in the form No AOC-1. 

5. The CG have power to state the manner in which the FS of the Holding and Subsidiaries 
shall be consolidated. 

6. The BOD of the company shall present the financial statements of the company before the 
AGM of the company held for such financial year. 

7. In case of contravention of the section any of the following persons will be considered as 
officer in default for the section. 

a. MD / WTD / Manager / CFO / Eligible person appointed by BOD; or 
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b. And in absence of the all of the above the BOD of the company. 
Explanation: 
The above provisions do not make any distinction between a domestic subsidiary company 
and a foreign subsidiary. Therefore, Gujarat Textiles Ltd. has contravened the provisions of 
Section 129 of the Companies Act, 2013 by not furnishing the consolidated financial state-
ments on the one hand and not attaching with its financial statements a separate statement of 
the foreign subsidiary giving the salient features thereof. 
Answer: 
The officer in default as stated above of Gujarat Textiles Ltd. will be liable for the following 
penalty: 

a. Jail upto 1 year; or 
b. Fine of Rs. 50,000 to Rs. 5 lakhs; or 
c. Both. 

 
Circulation of Unaudited accounts 

PM: State giving reasons whether the following are true or false under the provisions of the 
Companies Act, 2013? The Board of Directors of ABC Ltd. wants to circulate unaudited ac-
counts before the Annual General Meeting of the shareholders of the Company. 
Ans: 
Answer: 
The statement is False. 
Provision: [Relevant section 129(2) of the Companies Act, 2013 as follows] 
Section 129(2) of the Companies Act, 2013 provides that at every annual general meeting of a 
company, the Board of Directors of the company shall lay before such meeting financial 
statements for the financial year. Further section 134(7) provides that signed copy of every 
financial statement, including consolidated financial statement, if any, shall be issued, circu-
lated or published along with a copy each of: 

(a) any notes annexed to or forming part of such financial statement; 
(b) the auditor’s report; and 
(c) the Board’s report. 

Explanation: 
It, therefore, follows that unaudited accounts cannot be sent to members or unaudited 
accounts cannot be filed with the Registrar of Companies. 
 

130: Re-opening of accounts on court’s or Tribunal’s orders 
Question 

Qu: State whether it is permissible to re-open the accounts of the company and make amend-
ments there of? 

Why Provision is Made? 
 In the practical scenario there are lots of situation in which the books of the accounts of the 
company does not disclose the true and the fair view of state of affairs of the company. The 
accounts might have been maintained fraudulently in such situation. This may lead to loss to 
the investors of the company. Thus for the benefit of the investor and public the section pro-
vides the power to re-open the accounts of the company and make amendment. 

Applicability 
To all companies. 

Bare Text Vs Text for Understanding & Writing in Exam 
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Bare Text Text for Understanding 
130(1): Re-opening of Books of Accounts - Situations 

A company shall not re-open its books of ac-

count and not recast its financial statements, 

unless an application in this regard is made by 

the Central Government, the Income-tax au-

thorities, the Securities and Exchange Board, 

any other statutory regulatory body or authori-

ty or any person concerned and an order is 

made by a court of competent jurisdiction or the 

Tribunal to the effect that— 

(i) the relevant earlier accounts were prepared 

in a fraudulent manner; or 

(ii) the affairs of the company were mismanaged 

during the relevant period, casting a doubt on 

the reliability of financial statements. 

Provided that the court or the Tribunal, as the 

case may be, shall give notice to the Central 

Government, the Income-tax authorities, the 

Securities and Exchange Board or any other 

statutory regulatory body or authority con-

cerned and shall take into consideration the 

representations, if any, made by that Govern-

ment or the authorities, Securities and Ex-

change Board or the body or authority con-

cerned before passing any order under this sec-

tion. 

The company can open its books of accounts 
only if the application by any of the following 
person is made to Court / Tribunal and the 
court have passed an order for such re-
opening. 

a. Central Government; 
b. Income Tax Authorities; 
c. Security Exchange Board of India (SEBI) 
d. Any other statutory authority (e.g. CLT, 

ROC, CCI, State Government, etc.) 
The reason of the application / order can be as 
follows. 
a. The accounts are prepared and maintained 

in the fraudulent manner. 
b. The company is mismanaged by BOD and 

the FS does not seems to be reliable due to 
such mismanagement. 

Before passing an order in above case the 
Court / Tribunal will give intimation to the ap-
plicant authority that order for re-opening is 
being passed based on the application made 
by authority. 

130(2): Finalisation of Amended Accounts. 

Without prejudice to the provisions contained 

in this Act the accounts so revised or re-cast 

under sub-section (1) shall be final. 

The accounts amended under this section will 
be considered as final. 
The nature of the subsection is submissive. 
That means any amendment made under this 
act in accounts will prevail first before this sec-
tion.  

 

Practical Example 
In the landmark case of Satyam Computer Services Ltd the court have ordered the re-opening 

of the accounts and the revision of the same. As the accounts in such case are mismanaged by 

Mr. Ramalinga Raju. The company’s balance sheet contained fictitious asset amounting to 

nearly Rs. 7000 crs which were required to be revised. On conduct of the investigation process 

the accounts are ordered to be revised. 

Mind Benders 
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1. Whether section is applicable to consolidated accounts? 
Ans: Preparation and presentation of true and fair accounts is primarily the responsibility of 
the Directors of the company. Therefore, even though nothing is mentioned in section 130 re-
garding consequential restatement of consolidated financial statements, the same must be 
done if financial statements of any consolidated group company has been ordered to be re-
vised or re-casted under section 130. Also, section 129(4) provides that provisions as regards 
preparation, adoption and audit applicable to financial statements shall mutatis mutandis ap-
ply to consolidated financial statements also. Therefore section 130 shall apply to consolidated 
financial statements also. 
 
2. Whether Company can recover the excess managerial remuneration paid in case of revi-
sion of the accounts? 
Ans: Section 199 of the 2013 Act provides as under: 
A. It may happen that a company is required to re-state its financial statements due to 

a. fraud or 
b. material non-compliance with any statutory requirement under this Act and the rules 

made thereunder. 
B. In such a case, the company shall recover from any past or present managing director or 

whole-time director or manager or CEO who, during the period for which the financial 
statements are required to be re-stated, received the excess remuneration (including 
stock option). 

C. The amount recovered will be the amount paid in excess of what would have been paya-
ble to the managing director, whole-time director or manager of CEO under such re-
stated financial statements. 

 

131: Voluntary revision of financial statements or Board’s report. 
Question 

Whether the accounts of the company can be revised? If yes then upto what extent? 

Why Provision is Made? 
 The BOD and the company some time faces the problem that the FS or the BOD’s report is not 
prepared in accordance with required section such as 129 or 134. Such non compliance can be 
due to mistake or due to negligence or it may be intentional also. But if in case it is due to mis-
take or due to negligence the BOD shall get the second chance to revise the FS or BOD’s report 
and make them true and fair. Thus the section is prepared for the same. 

Applicability 
To all Companies. 

Bare Text Vs Text for Understanding & Writing in Exam 

Bare Text Text for Understanding 
131(1): Application for the revision of the FS. 

If it appears to the directors of a company 

that— 

(a) the financial statement of the company; or 

(b) the report of the Board, 

do not comply with the provisions of section 

129 or section 134 they may prepare revised 

1. If the BOD feels that the FS or the BOD’s 
report is not made in accordance with the 
provision of sec 129 or 134 respectively 
then they may revise the FS or the BOD’s 
report. 

2. The BOD may revise the above stated FS or 
BOD’s report belonging to last 3 FYs at max-
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financial statement or a revised report in re-

spect of any of the three preceding financial 

years after obtaining approval of the Tribunal 

on an application made by the company in such 

form and manner as may be prescribed and a 

copy of the order passed by the Tribunal shall 

be filed with the Registrar. 

imum. 
3. For the purpose of above revision the BOD 

shall make an application to the Tribunal of 
respective jurisdiction in the manner stat-
ed. 

4. As the tribunal passes the order of above 
revision the same order shall be filed with 
the ROC. (normally in 30 days as section is 
silent on the same.) 

Provided that the Tribunal shall give notice to 

the Central Government and the Incometax 

authorities and shall take into consideration the 

representations, if any, made by that Govern-

ment or the authorities before passing any or-

der under this section. 

In the above case before passing the order of 
revision, tribunal will give notice to the CG and 
the Incometax authorities regarding such revi-
sion. The representation made by CG or such 
Incometax authorities shall be considered by 
tribunal for passing such revision order. 

Provided further that such revised financial 

statement or report shall not be prepared or 

filed more than once in a financial year. 

The company can revised FS or BOD’s report 
and it can file the same with the ROC only for 1 
time in a FY. 

Provided also that the detailed reasons for revi-

sion of such financial statement or report shall 

also be disclosed in the Board’s report in the 

relevant financial year in which such revision is 

being made. 

When company revises the FS the detailed dis-
cussion and the reason for revision shall be 
disclosed in BOD’s Report of the FY in which 
revision is made. 
e.g. if the revision is made in FY 2025-26 for 
the FY 2023-24 then the reason for revision 
shall be mentioned in the BOD’s report of FY 
2025-26. 

131(2): Restriction of revision. 

Where copies of the previous financial state-

ment or report have been sent out to members 

or delivered to the Registrar or laid before the 

company in general meeting, the revisions must 

be confined to— 

(a) the correction in respect of which the 

previous financial statement or report do 

not comply with the provisions of section 

129 or section 134; and 

(b) the making of any necessary consequen-

tial alternation. 

The revision is only permissible for the compli-
ance of sec 129 or / & sec 134. The revision is 
also permissible for the consequential altera-
tion for the compliance of sec 129 / 134. 

131(3): Power of CG to make the rules regarding revision. 

The Central Government may make rules as to the application of the provisions of this Act in rela-

tion to revised financial statement or a revised director’s report and such rules may, in particular— 

(a) make different provisions according to which the previous financial statement or report are 

replaced or are supplemented by a document indicating the corrections to be made; 

(b) make provisions with respect to the functions of the company’s auditor in relation to the re-
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vised financial statement or report; 

(c) require the directors to take such steps as may be prescribed. 

 

Chart for Understanding 
 

 

 
 
 
 

 

 

Mind Benders / Specials 
1. Whether section 131 is applicable to consolidated financial statements? 
Ans: Section 129(4) provides that provisions as regards preparation, adoption and audit appli-
cable to financial statements shall mutatis mutandis apply to consolidated financial state-
ments also. P.R. Aiyar’s Law Lexicon defines “revise” as under: 
“Revise” means to examine and correct, to make a new improved version of, to study anew, to 
look at again (Ranjit Singh v. State of Haryana), 1989(2) RSJ 332 (P&H) So one of the mean-
ings of “revise” is “to make a new improved version of”. This revision of financial statements is 
also preparation of financial statements. Therefore, section 131 shall apply to consolidated 
financial statements also. 
 

132: National Financial Reporting Authority (NFRA) 
Question 

Which is the authority consulting and regulating the application of Accounting Standards? 
How the same will be constituted? OR  
Who is the authority that consults and regulates the application of Accounting Standards? 
How the same will be constituted? 

Why Provision is Made? 
 Under preparation of the accounts of any company accounting standards are the mandatory 
requirements. Primarily the formation, recommendation and the implementation of the ac-
counting standards is the big goal for government. The accounting standards are prepared by 
ICAI and the same are mandated by CG. But as the CG in it self is not the expert authority for 
the preparation of the AS and to check the viability of the same, CG appoints the consulting 
authority who shall technically verify the AS made by ICAI and give opinion to CG on the same. 
In addition to the opinion the Authority shall also supervise modify the implementation of the 
AS. Thus for the purpose CG have formed the authority named as NACAS (National Advisory 
Committee on Accounting Standards) under old framework of company law. But over the peri-
od of time CG have superseded the NACAS and formed NFRA.  
 

Applicability 
To all Companies. 

 
 

Revision of FS by BOD 

The voluntary revision is permissi-
ble only up to compliance of sec 
129 or 134. Sec 131(2). 

In case of any other voluntary revision 
other than 129 and 134 CG may make 
rules. Sec 131(3). 
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Structure of Section 
 
 
 
 
 
 
 
 

Bare Text Vs Text for Understanding & Writing in Exam 

Bare Text Text for Understanding 
132(1): Constitution of NFRA 

The Central Government may, by notification, con-

stitute a National Financial Reporting Authority to 

provide for matters relating to accounting and audit-

ing standards under this Act. 

The CG by notification in the Official Ga-
zette of India constitute NFRA for handling 
the matters regarding AS. 

132(2): Functions and Duties of NFRA 

Notwithstanding anything contained in any other 

law for the time being in force, the National Finan-

cial Reporting Authority shall— 

(a) make recommendations to the Central Gov-

ernment on the formulation and laying down of 

accounting and auditing policies and standards 

for adoption by companies or class of compa-

nies or their auditors, as the case may be; 

(b) monitor and enforce the compliance with ac-

counting standards and auditing standards in 

such manner as may be prescribed; 

(c) oversee the quality of service of the professions 

associated with ensuring compliance with such 

standards, and suggest measures required for 

improvement in quality of services and such oth-

er related matters as may be prescribed; and 

(d) perform such other functions relating to clauses 

(a), (b) and (c) as may be prescribed. 

The NFRA shall conduct the following du-
ties. 
a. Make the opinion and the recom-

mendation to the CG on formation of: 
(i) Accounting standards. 
(ii) Auditing standards. 

b. Make recommendation and opinion 
on adoption of the above standards 
by various companies or their audi-
tors. 

c. Supervise the implementation of the 
AS and enforce the compliance of the 
same. 

d. Verify the quality of service given by 
CA professionals regarding implemen-
tation of the AS 

e. Suggest any measures regarding in-
creasing the quality of service by CA 
professionals for the implementation 
of the AS. 

f. Performs the required tasks which 
are supplementary to execute the 
above functions. 

132(3): Composition of NFRA 

The National Financial Reporting Authority shall 

consist of a chairperson, who shall be a person of 

1. The NFRA constitutes: 
a. A chairman who shall be expert in 

Sec 132:  NFRA 

132(1) 
Constitution of 

NFRA 

132(2) 
Functions of 

NFRA 

132(3) 
Composition 

of NFRA 

132(4) 
Powers of 

NFRA 

132(5)-(10) 
Appeals 

against NFRA 

132(11)-(16) 
Misc Prov and 
reporting by 

NFRA 
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eminence and having expertise in accountancy, au-

diting, finance or law to be appointed by the Central 

Government and such other members not exceeding 

fifteen consisting of part-time and full-time members 

as may be prescribed. 

Provided that the terms and conditions and the man-

ner of appointment of the chairperson and members 

shall be such as may be prescribed. 

Provided further that the chairperson and members 

shall make a declaration to the Central Government 

in the prescribed form regarding no conflict of inter-

est or lack of independence in respect of his or their 

appointment. 

Provided also that the chairperson and members, 

who are in full-time employment with National Finan-

cial Reporting Authority shall not be associated 

with any audit firm (including related consultancy 

firms) during the course of their appointment and 

two years after ceasing to hold such appointment. 

the accounts, finance, Law. He 
shall be appointed by CG. 

b. Other 15 members combination of 
full time and part time members. 

2. The terms and the manner of the ap-
pointment shall be prescribed by CG 
for chairman and for all members. 

3. If there is conflict of interest or lack in 
independence during the appointment 
or after holding the office the mem-
bers shall give the disclosure of the 
same to the CG. 

4. Any member or chairman of the NFRA 
shall not be associated with the audit 
firm in any manner during his tenure in 
NFRA. 

5. In addition to above point the Chair-
man or member of NFRA shall not be 
associated with any audit firm for the 
period of 2 years after vacation of of-
fice. 

6. Audit firm in above point number 4 & 5 
includes normal audit firm as well as 
legal consultant firm. Thus association 
with the legal consultant firm is also 
banned to the chairman and the mem-
ber of NFRA. 

132(4): Powers of NFRA 

Notwithstanding anything contained in any other 

law for the time being in force, the National Finan-

cial Reporting Authority shall— 

(a) have the power to investigate, either suo motu 
or on a reference made to it by the Central 

Government, for such class of bodies corpo-

rate or persons, in such manner as may be pre-

scribed into the matters of professional or other 

misconduct committed by any member or firm of 

chartered accountants, registered under the 

Chartered Accountants Act, 1949. 

Provided that no other institute or body shall initiate 

or continue any proceedings in such matters of mis-

conduct where the National Financial Reporting 

Authority has initiated an investigation under this 

section; 

(b) have the same powers as are vested in a civil 

NFRA have following powers. 
a. Power of investigation suo moto or on 

reference made by CG in the following 
entities: 
(i) The investigation can be made in 

the company or the class of the 
companies. 

(ii) The investigation can also be made 
in the firm of the CA for compli-
ance and implementation issue. 

In case the investigation is initiated by 
NFRA then other body / Institution / Au-
thority cannot assist or initiate investiga-
tion with NFRA at the same time. 
 
 
 
 
b.  The NFRA will have following powers 

of the civil court. 
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court under the Code of Civil Procedure, 

1908, while trying a suit, in respect of the fol-

lowing matters, namely:— 

(i) discovery and production of books of ac-

count and other documents, at such place 

and at such time as may be specified by the 

National Financial Reporting Authority; 

(ii) summoning and enforcing the attendance of 

persons and examining them on oath; 

(iii) inspection of any books, registers and other 

documents of any person referred to in 

clause (b) at any place; 

(iv) issuing commissions for examination of wit-

nesses or documents; 

(c) where professional or other misconduct is 

proved, have the power to make order for— 

(A) imposing penalty of— 

I. not less than one lakh rupees, but which may 

extend to five times of the fees received, in 

case of individuals; and 

II. not less than ten lakh rupees, but which may 

extend to ten times of the fees received, in 

case of firms; 

(B) debarring the member or the firm from en-

gaging himself or itself from practice as 

member of the Institute of Chartered Ac-

countants of India referred to in clause (e) 

of sub-section (1) of section 2 of the Char-

tered Accountants Act, 1949 for a mini-

mum period of six months or for such higher 

period not exceeding ten years as may be 

decided by the National Financial Report-

ing Authority. 

(i) Discovery and the production of 
the books of accounts as per 
NFRA. 

(ii) Summoning any witness / any per-
son related and enforce his at-
tendance and examine him on 
oath 

(iii) Inspection of books, register and 
documents of any person referred 
in above clause. 

(iv) Issuing commission for examina-
tion of witness or documents. 

 
 
 
 
 
 
 
 
 
 
 
c. In case if the professional misconduct 

is proved against the person then NFRA 
have power to make following orders –  
(i) Penalty from Rs. 1 lacs to 5 times 

of audit fees for individual CA. 
(ii) Penalty of Rs. 10 lacs to 10 times 

of audit fees for firm of CA. 
(iii) In addition to above the NFRA can 

debar any individual or the firm 
from being the member of ICAI 
from 6 months to 10 years. 

132(5): Appeal against the order of NFRA. 

Any person aggrieved by any order of the National 

Financial Reporting Authority issued under clause 

(c) of subsection (4), may prefer an appeal before 

the Appellate Authority constituted under sub-

section (6) in such manner as may be prescribed. 

Any person who is aggrieved by the order 
of NFRA regarding penalty or the confisca-
tion of membership as stated above can 
make an appeal to appellate authority as 
constituted below under sec 132(6). 

132(6): Constitution of appellate authority. 

The Central Government may, by notification, con- The CG will constitute the Appellate Au-
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stitute, with effect from such date as may be speci-

fied therein, an Appellate Authority consisting of a 

chairperson and not more than two other members, 

to be appointed by the Central Government, for 

hearing appeals arising out of the orders of the Na-

tional Financial Reporting Authority. 

thority by giving the notification in the of-
ficial gazette for making appeals against 
the order of NFRA. The appellate authority 
will contain the following persons as 
members. 

a. One chairman. 
b. Max 2 members. 

Bothe of the above chairman and the 
members will be appointed by the CG. 
 
This section will give relief to the CAs who 
are not guilty of the offence, still by mis-
take or by negligence the proceedings has 
been initiated against them. 

132(7): Procedures for the appellate authority will be prescribed. 

The qualifications for appointment of the chairperson and members of the Appellate Authority, 

the manner of selection, the terms and conditions of their service and the requirement of the sup-

porting staff and procedure (including places of hearing the appeals, form and manner in which the 

appeals shall be filed) to be followed by the Appellate Authority shall be such as may be pre-

scribed. 

132(8): Fees for filing the appeal. 

The fee for filing the appeal shall be such as may be prescribed. 

139(9): Annual report by appellate authority. 

The officer authorised by the Appellate Authority 

shall prepare in such form and at such time as may be 

prescribed its annual report giving a full account of 

its activities and forward a copy thereof to the Cen-

tral Government and the Central Government shall 

cause the annual report to be laid before each 

House of Parliament. 

The appellate authority shall prepare the 
report giving the full disclosures of ac-
count of its activities and forward a copy 
thereof to the CG and the CG will place 
such copy of annual report before each 
house of the  parliament. 

132(10): Meetings of NFRA 

The National Financial Reporting Authority shall 

meet at such times and places and shall observe such 

rules of procedure in regard to the transaction of 

business at its meetings in such manner as may be 

prescribed. 

The NFRA shall meet at such time and the 
place as prescribed by CG. and NFRA shall 
follow such rules and the process regard-
ing doing business as prescribed by CG. 

132(11): Appointment of secretary for NFRA. 

The Central Government may appoint a secretary 

and such other employees as it may consider neces-

sary for the efficient performance of functions by 

the National Financial Reporting Authority under 

this Act and the terms and conditions of service of 

the secretary and employees shall be such as may be 

prescribed. 

NFRA need to comply with all its func-
tions. And NFRA only have 15 members. 
So there might be situations where the 
existing members will not be sufficient to 
complete the functions of the NFRA. In 
such situation the CG will appoint the sec-
retary and many number of employees as 
required for carrying out such functions 



Chap 5: Accounts of Companies 

© CA Darshan D. Khare 5.25 

Make  Notes 

under NFRA. 

132(12): Head Office and Places of meeting of NFRA. 

The head office of the National Financial Report-

ing Authority shall be at New Delhi and the Na-

tional Financial Reporting Authority may, meet at 

such other places in India as it deems fit. 

The head office of the NFRA will be at New 
Delhi and NFRA shall conduct the meeting 
at such place as it may consider necessary 
in India. 

132(13): Maintenance of Books by NFRA. 

The National Financial Reporting Authority shall 

cause to be maintained such books of account and 

other books in relation to its accounts in such form 

and in such manner as the Central Government may, 

in consultation with the Comptroller and Auditor-

General of India prescribe. 

The NFRA shall maintain the books of ac-
counts as recommended by CG and CAG 
together. The CG and CAG will also tell the 
form in which the books shall be main-
tained. 

132(14): Audit of NFRA and Audit Report by NFRA. 

The accounts of the National Financial Reporting 

Authority shall be audited by the Comptroller and 

Auditor-General of India at such intervals as may 

be specified by him and such accounts as certified 

by the Comptroller and Auditor-General of India 

together with the audit report thereon shall be for-

warded annually to the Central Government by the 

National Financial Reporting Authority. 

1. The audit of NFRA shall be conducted 
by CAG. 

2. The CAG may conduct the audit of 
NFRA as many times periodically as it 
may thinks necessary. 

3. The annual made by NFRA together 
with audit report given by CAG shall be 
presented annually to the CG. 

132(15): Annual report to CG and Parliament 

The National Financial Reporting Authority shall 

prepare in such form and at such time for each finan-

cial year as may be prescribed its annual report giv-

ing a full account of its activities during the financial 

year and forward a copy thereof to the Central 

Government and the Central Government shall 

cause the annual report and the audit report given 

by the Comptroller and Auditor-General of India 

to be laid before each House of Parliament. 

1. The NFRA shall prepare annual report 
in prescribed form and manner and the 
same shall be presented before the CG. 

2. The CG with the copy of annual report 
from NFRA and audit report of CAG 
present the same before each house of 
the parliament. 
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Chart for Understanding 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

CG by notification in the official gazette of India 
will constitute the NFRA 

Functions / Duties of NFRA 
1. Recommendation to the CG on 

formation of AS & Auditing 
standards. 

2. Recommendation on adoption 
of above standards. 

3. Supervision and implementa-
tion of above standards. 

4. Review quality of service of 
CA. 

5. Take measures to increase the 
quality of service of CA. 

6. Perform supplementary tasks.  

Powers of NFRA 
1. Investigation sue motu or on reference 

made by CG. 
2. The NFRA will have following powers of the 

civil court. 
a. Discovery and the production of the 

books. 
b. Summoning and enforcing attendance 

and examination on oath. 
c. Inspection of books, register and docu-

ments. 
d. Issuing commission for examination of 

witness or documents. 
 

Composition of NFRA. 
1. One Chairman (expert in Accounts, finance and Law. 
2. Max 15 members; combination of whole time and part time members. 

Conditions for Composition 
1. The member of NFRA shall give the declaration of the independence. 
2. The member of NFRA shall not be associated with any audit firm or legal consultant 

firm during his / her tenure as member and even upto to 2 years from vacation of the 
office. 

Consequences and Penalties by NFRA 
In case if the professional misconduct is proved against the person then NFRA have 
power to make following orders –  

(i) Penalty from Rs. 1 lacs to 5 times of audit fees for individual CA. 
(ii) Penalty of Rs. 10 lacs to 10 times of audit fees for firm of CA. 
(iii) In addition to above the NFRA can debar any individual or the firm from being 

the member of ICAI from 6 months to 10 years. 

Appeal Against the Order of NFRA to Appellate authority. 
The CG will constitute the Appellate Authority by giving the notification in the official 
gazette for making appeals against the order of NFRA. The appellate authority will 
contain the following persons as members. 

a. One chairman. 
b. Max 2 members. 

Bothe of the above chairman and the members will be appointed by the CG. 
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Mind Benders 
1. Whether there any difference between the disciplinary proceeding by NFRA and discipli-
nary proceedings by ICAI against CA? 
Ans:  

By NFRA under Co Act, 2013 By ICAI under CA Act, 1949 
Jurisdiction of NFRA over such class or classes of 
bodies corporate or persons in relation to ‘profes-
sional or other misconduct’ committed by any CA or 
any firm of CAs, registered under the CA Act, 1949 

Jurisdiction of authorities under the 
1949 Act is to take action against 
any professional or other miscon-
duct against CA. 

NFRA can initiate action on professional or other 
misconduct by CA/firms in relation to prescribed 
classes of bodies corporate or persons even if au-
thorities under the 1949 Act have initiated action. 

The authorities under the 1949 Act 
cannot initiate or continue action 
against any CA/ firm against whom 
NFRA has initiated action. 

Minimum penalty that can be imposed by NFRA 
against individual CA is 1,00,000 and maximum is 5 
times the fees received. In case of firms, minimum 
penalty is 10,00,000 and maximum is 10 times the 
fees received. 

No minimum penalty under 1949 
Act. Maximum is 1,00,000 for First 
Schedule misconducts and 5,00,000 
for a Second Schedule Misconduct. 

NFRA can debar guilty member or firm from practic-
ing for minimum 6 months and maximum 10 years 
but not permanently. 

Authorities can debar CA/firm from 
practicing permanently. 

Appeal against NFRA’s orders shall lie to the Appel-
late Authority constituted by Central Government 
under the 2013 Act. 

Appeal against the orders of the au-
thorities under the 1949 Act lies to 
the Appellate Authority constituted 
under section 22A of that Act. 

 

  

133: Central Government to prescribe accounting standards (AS) 
Question 

What is the process to make the AS in India? Who is the authority to make the AS in India? 

Why Provision is Made? 
 For every day business of the company accounting is the main element. For such purpose 
there shall  be strict guidelines regarding how accounting shall be done in case of companies. 
For such purpose the CG recommends the AS as prepared by ICAI. 

Applicability 
To all Companies. 

Bare Text Vs Text for Understanding & Writing in Exam 

Bare Text Text for Understanding 
133: Recommendation and selection of AS. 

The Central Government may prescribe the 

standards of accounting or any addendum 

thereto, as recommended by the Institute of 

Chartered Accountants of India, constituted 

under section 3 of the Chartered Accountants 

Act, 1949, in consultation with and after exami-

1. The CG may consult with the NFRA for rec-
ommendation of AS. 

2. On consultation with NFRA CG have de-
clared that the AS made by ICAI will be con-
sidered as AS for all India. 

3. If CG thinks fit CG can recommend stand-
ards recommended or formed by any other 
authority as AS. 
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nation of the recommendations made by the 

National Financial Reporting Authority. 

Companies (Accounts) Rules, 2014 

Transitional provisions with respect to Accounting Standards. 

Rule 7: (1) The standards of accounting as specified under the Companies Act, 1956 shall be 

deemed to be the accounting standards until accounting standards are specified by the Central 

Government under section 133. 

Till the National Financial Reporting Authority is constituted under section 132 of the Act, the 

Central Government may prescribe the standards of accounting or any addendum thereto, as rec-

ommended by the Institute of Chartered Accountants of India in consultation with and after exami-

nation of the recommendations made by the National Advisory Committee on Accounting Stand-

ards constituted under section 210A of the Companies Act, 1956. 

 

134: Financial statement, Board’s report, etc. 
Question 

What are the contents of the BOD’s report? Who shall sign the BOD’s Report and FS?  

Why Provision is Made? 
 The BOD are the management of the company they are bestowed with the responsibility to 
manage the company for which they are answerable. Thus the BOD shall give the detailed 
overview of the company in BOD’s report. There is requirement of the document which shall 
state whether director of the company have complied all their responsibility with proper care 
and caution. And at the same time they shall make comments on the company, its accounting 
policies, compliance of the law and on few management related decisions. For the same pur-
pose the BOD’s Report is prepared under this section. 
 In addition to this the FS of the company are prepared by BOD. Thus it is the duty of the 
BOD to authenticate the same. Thus the section also empowers signing of the FS and the BOD’s 
Report. 

Applicability 
To all companies. 

Bare Text Vs Text for Understanding & Writing in Exam 

Bare Text Text for Understanding 
134(1): Signing of Financial Statement. 

The financial statement, 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 chairper-

son of the company where he is authorised by 

the Board or by two directors out of which one 

shall be managing director and the Chief Ex-

ecutive Officer, if he is a director in the compa-

ny, the Chief Financial Officer and the compa-

ny secretary of the company, wherever they are 

The BOD shall approve the Financial statement 
or consolidated financial statement before the 
same is signed by following persons. 

a. By Chairman (if authorised) or by 2 di-
rectors (1 shall be MD); & 

b. By CEO (if he is director), CFO & CS (if 
appointed). 

 
In case of one person company the FS shall be 
signed by only by 1 director. 
 
After signing of the above FS by respective 
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appointed, or in the case of a One Person 

Company, only by one director, for submission 

to the auditor for his report thereon. 

person same shall be submitted to auditor for 
his audit report. 

134(2): Attachment of audit report. 

The auditors' report shall be attached to every financial statement. 

134(3): BOD’s Report and its contents. 

There shall be attached to statements laid before a company in general meeting, a report by its 

Board of Directors, which shall include— 

(a) the extract of the annual return as provided under subsection (3) of section 92; 

(b) number of meetings of the Board; 

(c) Directors' Responsibility Statement; 

(ca) details in respect of frauds reported by auditors under sub-section (12) of section 143 

other than those which are reportable to the Central Government; (Companies Amendment 

Act, 2015) 

(d) a statement on declaration given by independent directors under sub-section (6) of section 

149; 

(e) in case of a company covered under sub-section (1) of section 178, company's policy on direc-

tors' appointment and remuneration including criteria for determining qualifications, positive at-

tributes, independence of a director and other matters provided under sub-section (3) of sec-

tion 178; (* this clause not apply to Government company) 

(f) explanations or comments by the Board on every qualification, reservation or adverse remark or 

disclaimer made— 

(i) by the auditor in his report; and 

(ii) by the company secretary in practice in his secretarial audit report; 

(g) particulars of loans, guarantees or investments under section 186; 

(h) particulars of contracts or arrangements with related parties referred to in subsection of section 

188 in the prescribed form; 

(i) the state of the company's affairs; 

(j) the amounts, if any, which it proposes to carry to any reserves; 

(k) the amount, if any, which it recommends should be paid by way of dividend; 

(l) 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; 

(m) the conservation of energy, technology absorption, foreign exchange earnings and outgo, in 

such manner as may be prescribed; 

(n) 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; 

(o) the details about the policy developed and implemented by the company on corporate social re-

sponsibility initiatives taken during the year; 

(p) in case of a listed company and every other public company having such paid-up share capital as 
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may be prescribed, 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; 

[Gov cos are not liable for this clause as the evaluation us made by dept of CG and SG.] 

(q) such other matters as may be prescribed. 

134(4): Attachment of BOD’s Report. 

The report of the Board of Directors to be 

attached to the financial statement under this 

section shall, in case of a One Person Compa-

ny, 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. 

1. The above BOD’s shall be attached to FS. 
2. But in case of OPC the BOD’s report means 

Comments of director on every qualifica-
tion made by auditor. 

134(5): Directors Responsibility Statement and its Contents. 

Directors' Responsibility Statement referred to in clause (c) of sub-section (3) shall state that— 

(a) in the preparation of the annual accounts, the applicable accounting standards had been fol-

lowed along with proper explanation relating to material departures; 

(b) 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 and loss of 

the company for that period; 

(c) 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 compa-

ny and for preventing and detecting fraud and other irregularities; 

(d) the directors had prepared the annual accounts on a going concern basis; and 

(e) the directors, in the case of a listed company, had laid down internal financial controls to be fol-

lowed by the company and that such internal financial controls are adequate and were operating 

effectively. 

(f) the directors had devised proper systems to ensure compliance with the provision of all applica-

ble laws and that such systems were adequate and operating effectively. 

134(6): Signing of the BOD’s Report 

The Board's report and any annexure thereto 

under sub-section (3) shall be signed by its 

chairperson of the company if he is authorised 

by the Board and where he is not so author-

ised, shall be signed by at least two directors, 

one of whom shall be a managing director, or by 

the director where there is one director. 

The BOD report shall be signed by any of the 
following. 

a. Chairman of the company if authorised; 
or 

b. By 2 directors (one shall be MD) if no 
authorisation is given to the chairman 
of the company. 

134(7): Circulation of the copy of the 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— 

(a) any notes annexed to or forming part of such financial statement; 
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(b) the auditor's report; and 

(c) the Board's report referred to in sub-section (3). 

134(8): Contravention and Consequences 

If a company contravenes the provisions of this 

section, the company shall be punishable with 

fine which shall not be less than fifty thousand 

rupees but which may extend to twenty-five lakh 

rupees and every officer of the company who is 

in default shall be punishable with imprisonment 

for a term which may extend to three years or 

with fine which shall not be less than fifty thou-

sand rupees but which may extend to five lakh 

rupees, or with both. 

On contravention of the section the conse-
quences will be as follows. 

a. Company shall be liable to penalty of 
Rs. 50,000 to Rs. 25 lakhs; and 

b. Every officer of the company who is in 
default will be liable to: 

(i) Jail upto 3 years; or 
(ii) Fine of Rs. 50,000 to Rs. 5 

lakhs; or 
(iii) Both of the above. 

Companies (Accounts) Rules, 2014 

Rule 8 : Matters to be included in Board’s report. 

(1) The Board’s Report shall be prepared based on the stand alone financial statements of the 

company and shall report on the highlights of performance of subsidiaries, associates and joint 

venture companies and their contribution to the overall performance of the company during the 

period under report. 

(2) The Report of the Board shall contain the particulars of contracts or arrangements with relat-

ed parties referred to in sub-section (1) of section 188 in the Form AOC-2. 

 

E-Filings 
AOC-2: The particulars of the contract with the related parties u/s 188 shall be maintained in 

the given form. 

Past Exam Questions (PE) / Practice Manual Questions (PM) 
 
PM,N11: The Board of Directors of Vishwakarma Electronics Limited consists of Mr. 
Ghanshyam, Mr. Hyder (Directors) and Mr. Indersen (Managing Director). The company has 
also employed a full time Secretary. 
The Profit and Loss Account and Balance Sheet of the company were signed by Mr. 
Ghanshyam and Mr. Hyder. Examine whether the authentication of financial statements of 
the company was in accordance with the provisions of the Companies Act, 2013? 
Ans: 
Provision: [Relevant section  134 of the Companies Act, 2013 as follows] 
The BOD shall approve the Financial statement or consolidated financial statement before the 
same is signed by following persons. 

a. By Chairman (if authorised) or by 2 directors (1 shall be MD); & 
b. By CEO (if he is director), CFO & CS (if appointed). 

In case of one person company the FS shall be signed by only by 1 director. 
After signing of the above FS by respective person same shall be submitted to auditor for his 
audit report. 
Explanation & Answer: 
In the instant case, the Balance Sheet and Profit and Loss Account have been signed by Mr. 
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Ghanshyam and Mr. Hyder, the directors. In view of Section 134(1) of the Companies Act, 
2013, Mr. Indersen, the Managing Director should be one of the two signing directors. Since 
the company has also employed a full time Secretary, he should also sign the Balance Sheet 
and Profit and Loss Account. 
 

Contents of Board Report 
PM,N10: The Companies Act, 2013 has prescribed an additional duty on the Board of Direc-
tors to include in the Board’s Report a `Directors’ Responsibility Statement’. Explain briefly 
the details to be furnished in the said statement. 
Ans: 
Provision: [Relevant section 134 of the Companies Act, 2013 as follows] 
134(c): There shall be attached to statements laid before a company in general meeting, a re-
port by its Board of Directors, which shall include— Directors' Responsibility Statement; 
 
The Directors' Responsibility Statement referred to in clause (c) of sub-section (3) shall state 
that— 
(a) in the preparation of the annual accounts, the applicable accounting standards had been 

followed along with proper explanation relating to material departures; 
(b) 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 and loss of the company for that period; 

(c) the directors had taken proper and sufficient care for the maintenance of adequate ac-
counting 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; 

(d) the directors had prepared the annual accounts on a going concern basis; and 
(e) 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. 

(f) the directors had devised proper systems to ensure compliance with the provision of all 
applicable laws and that such systems were adequate and operating effectively. 

 
Revision of Accounts 

M06: Examine the validity of the following : 
(a) The Board of Directors of a company decides to revise the accounts which have been 
submitted to the Auditors, but the auditors have not yet given their report. 
(b) The Board of Directors of a company decides to revise the Audited accounts before adop-
tion by the shareholders in the Annual General Meeting. 
(c) The Board of Directors of a company decides to revise the accounts which have already 
been adopted by the shareholder in the Annual General Meeting. 
Ans : 
(a) Where the auditors have not yet given their report, the Board may revise the accounts. The 
revised accounts shall be approved by the Board and thereafter signed on behalf of the Board 
in accordance with the provisions of Sec 134 of the Companies Act, 2013. Then, the revised 
accounts shall be submitted to the auditors . The auditor's report shall be based on the revised 
accounts submitted by the Board. 
(b) The given problem is dealt with under the Guidance Note on Auditor's Report on Revised 
Accounts of Companies before Circulation to Shareholders (ICAI, Compendium of Guidance 
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Notes, Vol. I, 4th edition, 1993, Page 23.1 to 23.2). As per the said Guidance Note, in case the 
auditors have submitted their report, the Board may revise the accounts and resubmit them to 
the auditor, provided that - 

 The accounts already approved by the Board have not been circulated to, and placed be-
fore the shareholders at the annual general meeting; 

 the auditor's report on the revised accounts is given in substitution of his earlier audit 
report; 

 adequate disclosure regarding revision of accounts is made by the Board in the revised 
accounts; and 

 adequate disclosure regarding revised audit report is made by the auditor in his audit 
report. 

(c) There is no provision in the Companies Act, expressly permitting or prohibiting revision or 
reopening of accounts after adoption. 
Generally, reopening or rectification of accounts is not permitted if the accounts have already 
been adopted at the AGM. The ICAI is also of this opinion. Accordingly, accounts once adopted 
by the members cannot be reopened, revised or rectified under any circumstances.  
However, the MCA has permitted revision/rectification of accounts provided that - 

 the revision is made for meeting the technical requirements of taxation laws or of any 
other law; 

 such revision will result in true and fair view of state of affairs of company. 

 the revised annual accounts shall be adopted in the subsequent AGM or EGM; 

 the revised annual accounts shall be filed with the registrar as per section 137 of the 
Companies Act, 2013. 

 
Signing of financial statements. 

J09: Examine the validity of the following with reference to the provisions of the Companies 
Act, 2013 : 
The Balance Sheet and Profit and Loss Account of TXN Ltd. for the year ended 31st March, 
2015 was signed by one of its Directors and the Secretary. 
Ans: 
Provision: [Relevant section  134 of the Companies Act, 2013 as follows] 
The BOD shall approve the Financial statement or consolidated financial statement before the 
same is signed by following persons. 
a. By Chairman (if authorised) or by 2 directors (1 shall be MD); & 
b. By CEO (if he is director), CFO & CS (if appointed). 

In case of one person company the FS shall be signed by only by 1 director. After signing of the 
above FS by respective person same shall be submitted to auditor for his audit report. 
Explanation & Answer: 
In the instant case, the Balance Sheet and Profit and Loss Account have been signed by one of 
the Directors and the Secretary. In view of Section 134(1) of the Companies Act, 2013, at least 
two Directors should sign and the Managing Director should be one of the two signing direc-
tors. Since the company has also employed a full time Secretary, he should also sign the Bal-
ance Sheet and Profit and Loss Account. 

 

135: Corporate Social Responsibility (CSR) 
Question 

What is the meaning of the corporate social responsibility? What is the amount of expenses 
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that company shall incur for the same? 

Why Provision is Made? 
 The company is the element of the society. The company is the part of society. If there is no 
society then company will not be able to survive on its own. Up to some extent the society is 
also dependent on the company. As the company belongs to society and depends on the socie-
ty then it is the duty of the company to help the society in qualitative and financial manner. 
The company can help the society in the qualitative manner by making the good products and 
providing the quality services. But for the same the customer already incurs the price. Then to 
help the society in the financial manner company shall make some expenditure for the benefit 
of the society and for the benefit of the public. That is called as CSR expenses. The sec 135 
governs the same. 

Applicability 
To following companies. 

a. All companies having  

Structure 
Sec 135 Content 

(1),(2) Applicability of CSR and Composition of CSR committee & its disclosure. 

(3) Duties of CSR committee. 

(4) BOD responsibility for CSR and steps to be taken. 

(5) CSR expenditure and provisions. 

Rules Miscellaneous  

 

Bare Text Vs Text for Understanding & Writing in Exam 

Bare Text Text for Understanding 
135(1): Applicability of CSR. 

Every company having net worth of rupees five 

hundred crore or more, or turnover of rupees 

one thousand crore or more or a net profit of 

rupees five crore or more during any financial 

year shall constitute a Corporate Social Re-

sponsibility Committee of the Board consisting 

of three or more directors, out of which at least 

one director shall be an independent director. 

The provisions of the CSR are applicable to fol-
lowing companies: 
a. Every company having Net Worth > Rs. 

500 cr. 
b. Every company having Turnover > Rs. 

1000 cr. 
c. Every company having Net Profit > Rs. 5 

cr. 
The above companies to whom the provision 
of the CSR are applicable shall take following 
steps: 
a. Such companies shall form CSR commit-

tee. 
b. Such CSR committee shall contain at least 

3 director out of which min 1 shall be In-
dependent director. 

135(2): Disclosure of composition of CSR committee in the BOD’s report. 
The Board's report under sub-section (3) of section 134 shall disclose the composition of the 

Corporate Social Responsibility Committee. 

135(3): Duties of CSR committee. 
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The Corporate Social Responsibility Com-

mittee shall,— 

(b) formulate and recommend to the Board, a 

Corporate Social Responsibility Policy 

which shall indicate the activities to be un-

dertaken by the company as specified in 

Schedule VII; 

(c) recommend the amount of expenditure to 

be incurred on the activities referred to in 

clause (a); and 

(d) monitor the Corporate Social Responsi-

bility Policy of the company from time to 

time. 

The CSR committee shall comply with the fol-
lowing duties. 
a. Formulate CSR policies. 
b. Such CSR policies shall indicate the activi-

ties which shall be undertaken for the 
purpose for doing CSR. 

c. The CSR policies formed by committee 
shall be recommended to BOD of the 
company for implementation. 

d. The CSR committee shall recommend the 
amount of SR to be incurred as per the 
policies state above. 

e. The committee shall monitor the policies 
and amend the same practically from time 
to time. 

135(4): Steps to be taken by BOD for CSR. 
The Board of every company referred to in 

sub-section (1) shall,— 

(a) after taking into account the recommenda-

tions made by the Corporate Social Re-

sponsibility Committee, approve the Cor-

porate Social Responsibility Policy for 

the company and disclose contents of such 

Policy in its report and also place it on the 

company's website, if any, in such manner 

as may be prescribed; and 

(b) ensure that the activities as are included in 

Corporate Social Responsibility Policy of 

the company are undertaken by the com-

pany. 

The BOD shall take the following steps for the 
CSR. 
a. BOD of the company shall consider the 

steps recommended by the CSR commit-
tee and approve the CSR policy regarding 
making the expenses on CSR. 

b. The BOD shall disclose the details of the 
CSR policy approved by BOD in its BOD’s 
report. 

c. The BOD shall publish the CSR policy ac-
cepted by them for making CSR expenses. 

d. The BOD shall ensure that the expenses of 
the CCSR shall be made in the manner 
stated by policy which is accepted by 
BOD. In addition to this the company shall 
take all steps and do such all activities as 
required by accepted policy of CSR by 
BOD. 

135(5): CSR expenditure by companies to whom the section is applicable. 
The Board of every company referred to in 

sub-section (1), shall ensure that the company 

spends, in every financial year, at least two per 

cent of the average net profits of the company 

made during the three immediately preceding 

financial years, in pursuance of its Corporate 

Social Responsibility Policy. 

1.  The company satisfying any condition of 
sec 135(1) for any FY shall make CSR ex-
penditure of 2% of average net profit of last 
3 financial years. 

2. Now the condition of the net worth may 
not change every year but the condition of 
the turnover or net profit may change eve-
ry year. Thus the company complying any 
condition of turnover or the net profit only 
need to make CSR expenses in such year in 
which the company complies such condi-
tion. 

3. The CSR expenditure shall be made as per 
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CSR policy recommended by CSR commit-
tee and accepted by BOD of the company. 

Provided that the company shall give prefer-

ence to the local area and areas around it where 

it operates, for spending the amount earmarked 

for Corporate Social Responsibility activities 

The CSR expenses shall be made at the local 
areas around the company. 

Provided further that if the company fails to 

spend such amount, the Board shall, in its re-

port made under clause (o) of sub-section (3) of 

section 134, specify the reasons for not spend-

ing the amount.  

If the company fails to make the CSR the BOD 
shall disclose the same in BOD’s Report with 
the reasons of the failure. 

Explanation.—For the purposes of this section 

“average net profit” shall be calculated in ac-

cordance with the provisions of section 198. 

The profit for the CSR expenses shall be calcu-
lated as per sec 198. It is the same section of 
calculation of the profit according to which we 
have calculated managerial remuneration be-
fore under Appointment and Remuneration of 
Managerial Personnel chapter. 

Companies (Accounts) Rules, 2014 
Rule 4: CSR Activities. 

(1) The CSR activities shall be undertaken by the company, as per its stated CSR Policy, as projects or 

programs or activities (either new or ongoing), excluding activities undertaken in pursuance of its normal 

course of business.  
(2) The Board of a company may decide to undertake its CSR activities approved by the CSR Commit-

tee, through — 

(i) a company established under section 8 of the Act or a registered trust or a registered society, es-

tablished by the company, either singly or along with any other company, or; 

(ii) a company established under section 8 of the Act or a registered trust or a registered society, es-

tablished by the Central Government or State Government or any entity established under an 

Act of Parliament or a State legislature. 
Provided that- if, the Board of a company decides to undertake its CSR activities through a company estab-

lished under section 8 of the Act or a registered trust or a registered society, other than those specified in 

this sub-rule, such company or trust or society shall have an established track record of three years in under-

taking similar programs or projects; and the company has specified the projects or programs to be undertaken, 

the modalities of utilization of funds of such projects and programs and the monitoring and reporting mecha-

nism. 
(3) A company may also collaborate with other companies for undertaking projects or programs or CSR 

activities in such a manner that the CSR Committees of respective companies are in a position to report 

separately on such projects or programs in accordance with these rules. 

(4) Subject to provisions of sub-section (5) of section 135 of the Act, the CSR projects or programs or 

activities undertaken in India only shall amount to CSR Expenditure. 

(5) The CSR projects or programs or activities that benefit only the employees of the company and their 

families shall not be considered as CSR activities in accordance with section 135 of the Act. 

(6) Companies may build CSR capacities of their own personnel as well as those of their Implementing 

agencies through Institutions with established track records of at least three financial years but such ex-
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penditure 1[including expenditure on administrative overheads,] shall not exceed five per cent of total 

CSR expenditure of the company in one financial year. 

(7) Contribution of any amount directly or indirectly to any political party under section 182 of the Act, 

shall not be considered as CSR activity. 

Rule 5: CSR Committees. 

 (1) The companies mentioned in the rule 3 shall constitute CSR Committee as under:— 

(i) an unlisted public company or a private company covered under sub-section (1) of section 135 which 

is not required to appoint an independent director pursuant to sub-section (4) of section 149 of the 

Act, shall have its CSR Committee without such director; 

(ii) a private company having only two directors on its Board shall constitute its CSR Committee with 

two such directors; 

(iii) with respect to a foreign company covered under these rules, the CSR Committee shall comprise of 

at least two persons of which one person shall be as specified under clause (d) of sub-section (1) of 

section 380 of the Act and another person shall be nominated by the foreign company. 

(2) The CSR Committee shall institute a transparent monitoring mechanism for implementation of the CSR 

projects or programs or activities undertaken by the company. 

Rule 6 : CSR Policy. 

(1) The CSR Policy of the company shall, inter alia, include the following namely:— 

(a) a 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 im-

plementation schedules for the same; and 

(b) monitoring process of such projects or programs: Provided that the CSR activities does not include 

the activities undertaken in pursuance of normal course of business of a company: Provided further 

that the Board of Directors shall ensure that activities included by a company in its Corporate So-

cial Responsibility Policy are related to the activities included in Schedule VII of the Act. 

(3) The CSR Policy of the company shall specify that the surplus arising out of the CSR projects or pro-

grams or activities shall not form part of the business profit of a company. 

Rule 9 : Disclosures about CSR Policy. 

The disclosure of contents of Corporate Social Responsibility Policy in the Board’s report and on the 

company’s website, if any, shall be as per annexure attached to the Companies (Corporate Social Responsi-

bility Policy) Rules, 2014. 

 

Mind Benders / Special 
SCHEDULE VII 

(See sections 135) 
Activities which may be included by companies in their Corporate Social Responsibility Policies 
Activities relating to:— 
(a) eradicating extreme hunger and poverty; 
(b) promotion of education; 
(c) promoting gender equality and empowering women; 
(d) reducing child mortality and improving maternal health; 
(e) combating human immunodeficiency virus, acquired immune deficiency syndrome, malar-

ia and other diseases; 
(f) ensuring environmental sustainability; 
(g) employment enhancing vocational skills; 
(h) social business projects; 



Chap 5: Accounts of Companies 

© CA Darshan D. Khare 5.38 

Make  Notes 

(i) contribution to the Prime Minister's National Relief Fund or any other fund set up by the 
Central Government or the State Governments for socio-economic development and re-
lief and funds for the welfare of the Scheduled Castes, the Scheduled Tribes, other back-
ward classes, minorities and women; and 

(j) such other matters as may be prescribed. 

 

Chart for Understanding 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Practical Analysis on applicability of CSR. 
Illustration 1 - The following figures are available in respect of PQR Ltd. for financial year 2014-
15 
Net Profit = Rs. 5 cr 
Turnover = Rs. 900 
Net Worth = Rs. 450 
The company is an unlisted company. It was incorporated on 1st December 2012. The net prof-
its for financial years 2012-13 and 2013-14 are as under: 
2012-13 = Rs. 1 
2013-14 = Rs. 4 
Even though net profit of the company is 5 crores or more, the CSR obligations are not attract-
ed as the company is into only its third financial year since incorporation. 
 
Illustration 2 - The following figures are available in respect of PQR Ltd. for financial year  
2014-15 
Net Profit =  Rs. 6 Cr 
Turnover = Rs. 900 Cr 
Net Worth = Rs. 450 Cr 
The company is an unlisted company. It was incorporated on 1st December, 2011. The net 
profits for financial years 2011 -12, 2012-13 and 2013-14 are as under: 
2011-12 = Rs. 1 cr 

Corporate Social Responsibility 

Net worth > Rs. 500 cr. Turnover > Rs. 1000 cr. Net profit > Rs. 5 cr. 

On compliance of any one of the above conditions the compa-
ny shall take both the following steps. 

Company shall form the CSR committee 
who shall make the policies and the proce-
dures for making CSR expenses. The same 
policies shall be accepted by BOD and shall 
be disclosed on the BOD’s report and on the 
website of the company. 

The company shall make an expenditure of 
2% of average net profit of last 3 Financial 
years as CSR expenses. The CSR expenses 
shall be made as per the CSR policy. The 
CSR expenditure shall be made in the local 
areas in which company is working. 

Or Or 

& 
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2012-13 = Rs. 4 cr 
2013-14 = Rs. 5 cr 
Net profit of the company is 6 crores, ie., 5 crores or more for the year 2014-15. Further, the 
company has been in existence for three preceding financial years. Therefore, CSR obligations 
apply to the company. 
 
Illustration 3 - Suppose the following figures are available in respect of PQR Ltd. For financial 
years 2014-15, 2015-16, 2016-17, 2017-18, 2018-19, 2019-20 & 2020-21. 

 2014-15 2015-16 2016-17 2017-18 2018-19 2019-20 2020-21 

Net Profit 
(Rs. Crore) 

5 1 2 3 3 4 6 

Turnover 
(Rs. Crore) 

300 400 450 500 600 700 900 

Net Worth 
(Rs. Crore) 

350 351 353 356 360 364 370 

Whether 
CSR appli-
cable? 

Yes Yes Yes Yes No No Yes 

 
It can be seen that company is covered under section 135(1) under the net profit criteria. 
However, it is not satisfying either of the three criteria-net worth, net profit and turnover for 
the next 4 financial years. Rule 3(2) provides that once a company is covered by section 135(1), 
it will be out of the purview of CSR only if it ceases to be covered by section 135(1) for three 
consecutive financial years. Therefore, even though company doesn’t satisfy any of the three 
criteria during 2015-16, 2016-17 and 2017-18, the CSR obligations will apply for these years 
too. However, from financial year 2018-19, company will be out of CSR purview till it satisfies 
one of the three criteria. Thus company will not be covered under CSR for financial years 2018-
19 and 2019-20. The company will again be covered under CSR in 2020-21 when it again satis-
fies the net profit criteria. 
 

Mind Benders 
 
1. Whether it is mandatory to do CSR every year if company is attracted u/s 135(1) only 
once. If yes then for how many years? 
Ans: yes it is mandatory to make CSR expenses for continuous 3 years once the company satis-
fies any criteria u/s 135(1). 
For example: Its quite possible that in one financial year (e.g. 2014-15) either of the three 
above criteria are met while in the next financial year (e.g. 2015-16) none of the above criteria 
are met. A question arises if CSR obligations will apply for financial year 2015-16 in this case? 
Section 135(1) of the 2013 Act provides that “Every company having net worth of rupees five 
hundred crore or more, or turnover of rupees one thousand crore or more or a net profit of 
rupees five crore or more during any financial year shall constitute a Corporate Social Re-
sponsibility Committee of the Board ”. Section 135(5) provides that “The Board of 
every company referred to in sub-section (1), shall ensure that the company spends, in every 
financial year, at least two per cent of the average net profits of the company made during 
the three immediately preceding financial years, in pursuance of its Corporate Social Respon-
sibility Policy”. Conjoint reading of sub-sections (1) and (5) of section 135 seems to suggest 
that if covered under sub-section (1) “during any financial year”, the minimum CSR spends of 
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2% of average net profit will have to be ensured “in every financial year” irrespective of 
whether section 135(1) is fulfilled or not. Thus, “once under CSR always under CSR”. This is of 
course subject only to the condition that the average of net profits is a positive figure. This in-
terpretation derives support from Rule 3(2) of the CSR Rules which relaxes the rigours of the 
“once under CSR always under CSR” rule that flows from sub-sections (1) and (5). Rule 3(2) 
provides that once a company is covered by section 135(1), it will be out of the purview of CSR 
only if it ceases to be covered by section 135(1) for three consecutive financial years. Thus, in 
the above example, CSR will apply to the company for financial years 2015-16, 2016-17 and 
2017-18 whether or not section 135(1) criteria is fulfilled for these financial years or not. How-
ever, if section 135(1) criteria is not fulfilled for these three financial years then from 2018-19 
the company will cease to be under CSR purview till such time it again meets the criteria speci-
fied in section 135(1). 
 
2. Whether charitable contribution under section 181 will constitute CSR expenditure? 
Ans: The charitable contribution made under section 181 will be considered as CSR only if the 
same is made as per the CSR policy of the company and within the local area in which compa-
ny is situated. 
 
3. What if the company is only existing for 1 or 2 years and the average net profit could not 
be counted for 3 years; then whether the provisions of the CSR will apply in such case? 
Ans: It may be noted that ICAI had opined in the context of applicability of CARO requirements 
on internal audit to unlisted companies on the basis of average turnover criterion as under: 
“.... Since average turnover of three financial years immediately preceding the year under au-
dit is to be considered, it follows that a company cannot be covered under this clause during 
the first three years of its operation on the basis of the turnover criterion....” [Para 61(g) of 
ICAI's Statement on CARO, 2003] 
On the same analogy, it can be opined that a company covered by section 135(1) will not be 
required to comply with mandatory corporate spends obligations in the first three years of its 
operations. It is pointless to set up CSR Committee, formulate CSR Policy etc. if the obligation 
of CSR spends doesn’t apply. Basic idea of CSR Committee, CSR Policy etc. is to ensure that CSR 
spends are well directed and well spent to achieve desired social outcomes. It is desirable for 
MCA to clarify this aspect. 
 

 

136: Right of member to copies of audited financial statement. 
Question 

Who have right to inspect the accounts and records of the company? What will be the pro-
cedure for the same? 

Why Provision is Made? 
 Members are the owners of the company. They have every right to look into the accounts and 
the audit report of the company. It is the duty of the company that the company shall make 
available such accounts and the audit report to the members and the person eligible. Sec 136 
state the manner in which the accounts shall be made available for the inspection. 

Applicability 
To all companies. 

Bare Text Vs Text for Understanding & Writing in Exam 
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Bare Text Text for Understanding 
136(1): Maintenance of Copy of accounts and circulation of same 

Without prejudice to the provisions of section 

101, a copy of the financial statements, includ-

ing consolidated financial statements, if any, 

auditor’s report and every other document re-

quired by law to be annexed or attached to the 

financial statements, which are to be laid before 

a company in its general meeting, shall be sent 

to every member of the company, to every trus-

tee for the debenture-holder of any debentures 

issued by the company, and to all persons other 

than such member or trustee, being the person 

so entitled, not less than twenty-one days be-

fore the date of the meeting. 

 

**Sec 8 company can send the financial state-

ment to the members 14 days before meeting. 

The company shall make the following copies 
available for inspection at least 21 days before 
the GM at registered office of the company 
and shall be sent to every member to every 
trustee for the debenture-holder of any de-
bentures issued by the company, and to all 
persons other than such member or trustee, 
being the person so entitled. 

a. Financial statement (including consoli-
dated Financial statement); & 

b. Auditor’s report; & 
c. Every other document required to be 

circulated by law or to be laid before 
the GM. 

The above document s be available for inspec-
tion and it shall also be circulated by company 
to following persons. 

a. Shareholders of the company; & 
b. Debenture holders of the company; & 
c. Debenture trustee; & 
d. Any person eligible to attend the GM of 

the company. 

Provided that in the case of a listed company, 

the provisions of this sub-section shall be 

deemed to be complied with, if the copies of the 

documents are made available for inspection at 

its registered office during working hours for a 

period of twenty-one days before the date of 

the meeting and a statement containing the sali-

ent features of such documents in the pre-

scribed form or copies of the documents, as the 

company may deem fit, is sent to every member 

of the company and to every trustee for the 

holders of any debentures issued by the com-

pany not less than twenty-one days before the 

date of the meeting unless the shareholders ask 

for full financial statements. 

In case of the listed company following condi-
tions shall be complied. 

a. The copies of the above documents 
mentioned shall be available for inspec-
tion within working hours for at least 
21 days before the meeting. 

b. The copies of the above documents 
shall be circulated amongst following 
person at least 21 days before the 
meeting. 
(i) Shareholders of the company; & 
(ii) Debenture holders of the com-

pany; & 
(iii) Debenture trustee; & 
(iv) Any person eligible to attend 

the GM of the company 

Provided further that the Central Government 

may prescribe the manner of circulation of fi-

nancial statements of companies having such 

net worth and turnover as may be prescribed. 

Companies (Accounts) Rules, 2014 

The CG will state the manner to circulate the 
financial statements for the following compa-
nies as per rules. 
a. Listed Companies; or 
b. Public Companies having net worth > Rs. 1 

cr 



Chap 5: Accounts of Companies 

© CA Darshan D. Khare 5.42 

Make  Notes 

Rule 11 : Manner of circulation of financial 

statements in certain cases. 

In case of all listed companies and such public 

companies which have a net worth of more than 

one crore rupees and turnover of more than ten 

crore rupees, the financial statements may be 

sent— 

(a) by electronic mode to such members whose 

shareholding is in dematerialised format and 

whose email Ids are registered with Depository 

for communication purposes; 

(b) where shareholding is held otherwise than by 

dematerialised format, to such members who 

have positively consented in writing for receiving 

by electronic mode; and 

(c) by despatch of physical copies through any 

recognised mode of delivery as specified under 

section 20 of the Act, in all other cases. 

c. Public Companies having turnover > Rs. 10 
Cr 

 
The CG state in the rules that the above com-
panies shall circulate FS as follows. 
a. By electronic mode to members who hold 

shares in electronic forms and have regis-
tered e-mails at depository. 

b. By electronic form to the members whose 
shares are not in d-mat form but who con-
sented to send the FS through electronic 
mode. 

c. By dispatch of physical copies through any 
mode of delivery under sec 20 in any other 
case other than above. 

Provided also that a listed company shall also 

place its financial statements including consoli-

dated 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. 

The listed companies shall disclose the FS and 
consolidated FS on the website of the compa-
ny. 

Provided also that every company having a sub-

sidiary or subsidiaries shall,— 

(b) place separate audited accounts in respect 

of each of its subsidiary on its website, if 

any; 

(c) provide a copy of separate audited finan-

cial statements in respect of each of its 

subsidiary, to any shareholder of the com-

pany who asks for it. 

The companies having subsidiaries shall com-
ply with the following. 

a. Place separate accounts of each subsid-
iary on website. 

b. Provide separate audit report about its 
subsidiary to any member who applies 
for the same. 

136(2): Place and time of inspection of documents. 

A company shall allow every member or trustee of the holder of any debentures issued by the com-

pany to inspect the documents stated under sub-section (1) at its registered office during business 

hours. 

136(3): Contravention and penalty. 

If any default is made in complying with the pro-

visions of this section, the company shall be lia-

ble to a penalty of twenty-five thousand rupees 

In case of contravention of this section by not 
circulating or publishing the accounts or audit 
report or by not making it available for the in-
spection the consequences will be as follows: 
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and every officer of the company who is in de-

fault shall be liable to a penalty of five thousand 

rupees. 

a. Company will be penalised with Rs. 
25000; and 

b. Every officer will be penalised with Rs. 
5000. 

Companies (Accounts) Rules, 2014 

Rule 10 : Statement containing salient features of financial statements. 

The statement containing features of documents referred to in first proviso to sub-section (I) of 

section 136 shall be in Form AOC-3. 

 

E-Filings 
AOC-3: This form will contain the silent features of all documents referred in sec 136(1).  

 

137: Filing of Financial Statement with ROC. 
Question 

What is the due date of filing of the FS with ROC? 
M08: Annual General Meeting of a Company has been concluded on 30th April, 2008. Now 
the Company is required to submit / fire its Annual Return and Annual Accounts with Regis-
trar of companies. You are required to state the procedure for such submission/filing. 
N08: Audit Accounts of a public company are not available. Examine the possibility of filing 
unaudited accounts with the Registrar of companies with reference to the relevant provi-
sions of the Companies Act, 1956. 

Why Provision is Made? 
The company shall file with the ROC all details of its affairs over the entire FY. The details filed 
with ROC will show that the company is working in its best interest. In addition to this it will be 
ensured that the company is working in the best interest of the members and company is 
complying all the laws and the provisions applicable. 

Applicability 
The section is applicable to all companies. 

Structure 
 

Bare Text Vs Text for Understanding & Writing in Exam 

Bare Text Text for Understanding 
137(1): Filing of Financial statement with ROC 

A copy of the financial statements, 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 thirty days of the date of annu-

al general meeting in such manner, with such 

fees or additional fees as may be prescribed 

within the time specified under section 403. 

The company shall file the following docu-
ments with ROC within the 30 days from the 
date of AGM of the company. 

a. Financial Statement (Balance Sheet & 
Profit and loss account) including the 
consolidated financial statement. 

b. Any other supporting document which 
is required to be attached to the finan-
cial statement. 

c. The company shall pay the fees for the 
filing as stated in sec 403. 
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Provided that where the financial statements 

under sub-section (1) are not adopted at annu-

al general meeting or adjourned annual general 

meeting, such unadopted financial statements 

along with the required documents under sub-

section (1) shall be filed with the Registrar with-

in thirty days of the date of annual general 

meeting and the Registrar shall take them in his 

records as provisional till the financial state-

ments are filed with him after their adoption in 

the adjourned annual general meeting for that 

purpose. 

1. If the Financial statement are not adopted 
in the AGM then the such FS shall be files 
with ROC in 30 days of AGM as not adopt-
ed FS. 

2. The same not adopted FS shall form part 
of ROC filing as provisional FS. 

3. Then after adoption of the FS in any next 
GM or adjourn meeting shall be filed with 
ROC in 30 date form date of such GM or 
adjourn meeting in which it is adopted. 

4. Once the adopted FS are filed it will re-
place the provisional FS filed with ROC. 

Provided further that financial statements 

adopted in the adjourned annual general meet-

ing shall be filed with the Registrar within thirty 

days of the date of such adjourned annual gen-

eral meeting with such fees or such additional 

fees as may be prescribed within the time speci-

fied under section 403. 

The financial statement which are adopted in 
adjourn GM shall be filed with ROC within 30 
days of date of such adjourn GM in which it is 
adopted. The additional fees for the same shall 
be paid by company as per sec 403. 

Provided also that a One Person Company 

shall file a copy of the financial statements duly 

adopted by its member, along with all the docu-

ments which are required to be attached to such 

financial statements, within one hundred eighty 

days from the closure of the financial year. 

The OPC shall file the FS and the supporting 
documents within the 180 days of closure of 
the FY. 

Provided also that a company shall, along with 

its financial statements to be filed with the Reg-

istrar, attach the accounts of its subsidiary or 

subsidiaries which have been incorporated out-

side India and which have not established their 

place of business in India. 

The company shall file the following docu-
ments if any along with the FS. 
a. Accounts of subsidiary company which is 

incorporate outside India and having no 
place of business in India. 

b. Such supporting documents for the details 
of subsidiary outside India not having 
place of business in India. 

137(2): Filing of FS in case of AGM is not held. 

Where the annual general meeting of a compa-

ny for any year has not been held, the financial 

statements along with the documents required 

to be attached under sub-section (1), duly 

signed along with the statement of facts and 

reasons for not holding the annual general 

meeting shall be filed with the Registrar within 

thirty days of the last date before which the an-

If the AGM of the company is not held then 
company shall file the following documents 
with the ROC. 

a. Financial statement including the con-
solidated Financial statement. 

b. Supporting documents as per sec 
137(1). 

c. Statement of the facts of not holding 
the AGM. 

d. Reason of not holding the AGM. 
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nual 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. 

The above document shall be filed with the 
ROC within 30 days from the date on which 
the AGM should have been held with such ad-
ditional fees as decided by sec 403. 

137(3): Contravention & Consequences. 

If a company fails to file the copy of the finan-

cial statements under sub-section (1) or sub-

section (2), as the case may be, before the expi-

ry of the period specified in section 403, the 

company shall be punishable with fine of one 

thousand rupees for every day during which the 

failure continues but which shall not be more 

than ten lakh rupees, and the managing director 

and the Chief Financial Officer of the compa-

ny, 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 

provisions of this section, and, in the absence of 

any such director, all the directors of the com-

pany, shall be punishable with imprisonment for 

a term which may extend to six months or with 

fine which shall not be less than one lakh rupees 

but which may extend to five lakh rupees, or with 

both. 

 
 
 
If company fails to file the Financial statement 
or other required documents as required by 
section 137(1) or 137(2) then consequences 
will be as follows. 
a. The company will be liable to penalty of 

Rs. 1000 per day for every day the offence 
continues restricted maximum upto 10 
lakhs. This means if the offence is contin-
ues for more than 1000 days the max 
penalty will be Rs. 10 lakhs. 

 
b. The officer in default (CFO or CEO or any 

other director appointed or BOD) will be 
liable to: 
(i) Jail upto 6 months; or 
(ii) Rs. 1 lakh to Rs. 5 lakhs; or 
(iii) Both of the above. 

Companies (Accounts) Rules, 2014 
Rule 12 : Filing of financial statements and fees to be paid thereon. 

(1) Every company shall file the financial statements with Registrar together with Form AOC-4. 

2) The class of companies as may be notified 

by the Central Government from time to time, 

shall mandatorily file their financial statement in 

Extensible Business Reporting Language 

(XBRL) format and the Central Government 

may specify the manner of such filing under such 

notification for such class of companies. 

Explanation.—For the purposes of this sub-

rule, the term “Extensible Business Reporting 

Language” means a standardised language for 

communication in electronic form to express, 

report or file financial information by companies 

under this rule. 

CG have notified following companies shall file 
their accounts with ROC in XBRL form. 
a. Listed Companies & their subsidiaries; or 
b. Every company having paid up capital > 

Rs. 5 cr; or 
c. Every Company having Turnover > Rs. 100 

cr. 
 

“Provided that the companies in banking, in-

surance, power sector, non-banking financial 

companies and housing finance companies 

need not file financial statements under this 

rule.” 
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(3) The fees or additional fees referred to in sub-section (1) of section 137 and in the second provi-

so to the said sub-section and in sub-section (2) of the said section shall be as specified in the 

Companies (Registration Offices and Fees) Rules, 2014. 

 

Mind Benders 
1. What is the last date on which AGM should have been held? 
Ans: The concept is defined by sec 96. The section says that the AGM shall be held at the earli-
est of the following dates. 

a. At least 1 AGM shall be held in a calendar year. (max 31 Dec of every year). 
b. The difference between two AGM shall not be more than 15 months. (Variable date 

depending on last AGM). 
c. The AGM shall be held within 6 months from the end of FY. (Normally 30 Sept as the FY 

ends on 31march.) 
Form all of the above the earliest date of the AGM will be 30 Sept. Thus it shall be considered 
as the last date on which AGM shall be held. 
 
2. Whether auditor’s report is required to filed with Annual Accounts or FS? 
Ans: Auditor’s report is a part and parcel of balance-sheet and profit and loss account of com-
pany submitted in its annual general meeting - In Assam Syntex Ltd. v. Registrar of Companies 
[2008] 87 SCL 128 (Gauhati). 

 

Chart for Understanding 
 

 

 

 

 

 

 

 

 

  

 

 

 

 

 

 

 

E-Filings 
AOC-4: the companies shall file the FS with ROC in given form number AOC-4. 

Past Exam Questions (PE) / Practice Manual Questions (PM) 
PM,M05: The Annual General Meeting of Robertson Ltd., for laying the Annual Accounts 
thereat for the year ended 31st March, 2014 was not held, as the accounts were not ready. 

Filing of FS with ROC For FY 2025-26 

If AGM is held on 15 Sept 2026 i.e. 
before Due date (30 Sept 2026) 

IF FS are ac-
cepted at 

AGM. 
File the same 

within 30 days 
of conducting 
AGM in which 
it is accepted. 
File the same 

till 14 Oct 
2026. 

IF FS are not 
accepted at 

AGM. 

File the provi-
sional FS with-
in 30 days of 

holding AGM. 
i.e. till 14 Oct 

2026 

Meeting is adjourn 
due to unfinished 

business to 22 Sept 
2016 and FS are 

adopted in such ad-
journ meeting. 

File adopted FS with 
ROC in 30 days i.e. till 

21 Oct 2026. It will 
replace provisional FS 

filed before. 

If AGM is held on 10 Oct 2026 i.e. 
before Due date (30 Sept 2026) 

File the pro-
visional FS 

with the ROC 
within 30 
days from 

the due date 
on which 

AGM shall be 
held i.e. file 
till 30 Oct 

2026. 

The FS will be ac-
cepted in actual AGM 
or adjourn AGM after 

due date for i.e. 10 
Oct 2026 

File adopted FS with 
ROC in 30 days i.e. till 8 

Nov 2026. It will re-
place provisional FS 

filed before. 
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In this context: 
(i) Advise the company regarding compliance of the provisions of section 137 of the 

Companies Act, 2013 for filing of copies of financial statements with the Registrar of 
Companies. 

(ii) Will it make any difference in case the Annual Accounts were duly laid before the 
Annual General Meeting held on 27th September, 2014 but the same were not 
adopted by the shareholders? 

Ans: 
Provision: [Relevant section 137(1) of the Companies Act, 2013 as follows] 
1. The company shall file the following documents with ROC within the 30 days from the 

date of AGM of the company. 
a. Financial Statement (Balance Sheet & Profit and loss account) including the consolidat-

ed financial statement. 
b. Any other supporting document which is required to be attached to the financial 

statement. 
c. The company shall pay the fees for the filing as stated in sec 403. 

2. If the Financial statement are not adopted in the AGM then the such FS shall be files with 
ROC in 30 days of AGM as not adopted FS. 

3. The same not adopted FS shall form part of ROC filing as provisional FS. 
4. Then after adoption of the FS in any next GM or adjourn meeting shall be filed with ROC in 

30 date form date of such GM or adjourn meeting in which it is adopted. 
5. Once the adopted FS are filed it will replace the provisional FS filed with ROC. 
6. The financial statement which are adopted in adjourn GM shall be filed with ROC within 

30 days of date of such adjourn GM in which it is adopted. The additional fees for the 
same shall be paid by company as per sec 403.  

7. The OPC shall file the FS and the supporting documents within the 180 days of closure of 
the FY. 

8. The company shall file the following documents if any along with the FS. 
a. Accounts of subsidiary company which is incorporate outside India and having no 

place of business in India. 
b. Such supporting documents for the details of subsidiary outside India not having place 

of business in India. 
9. If the AGM of the company is not held then company shall file the following documents 

with the ROC. 
a. Financial statement including the consolidated Financial statement. 
b. Supporting documents as per sec 137(1). 
c. Statement of the facts of not holding the AGM. 
d. Reason of not holding the AGM. 

The above document shall be filed with the ROC within 30 days from the date on which the 
AGM should have been held with such additional fees as decided by sec 403. 
Explanation: 
(i) In the present case though Annual General Meeting was not held, it ought to be held by 

30th September, 2014 under sections 96 of the Companies Act, 2013. Therefore, under 
the provisions of section 137(2) the financial statements along with the documents re-
quired to be attached under this Act, duly signed along with the statement of facts and 
reasons for not holding the annual general meeting shall be filed with the Registrar with-
in thirty days of the last date before which the annual general meeting should have been 
held i.e. by 30th October 2014 along with such fees or additional fees as may be pre-
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scribed. 
(ii) Since the Annual General Meeting has been held in time on 27th September 2014, the 

unadopted financial statements along with the required documents under sub-section 
(1) of section 137 shall be filed with the Registrar within thirty days of the date of annual 
general meeting and the Registrar shall take them in his records as provisional till the fi-
nancial statements are filed with him after their adoption in the adjourned annual gen-
eral meeting for that purpose. 

Answer: 
(i) The company shall comply with above provisions for the purpose of filing of annual ac-

counts with the company u/s 137. 
(ii) Even if the company did not adopted the annual accounts even then the company can 

file the provisional accounts with ROC within 30 days of AGM. And then company can file 
final accounts within 30 days from adoption. 

Suggestion: 
If company  fails to file annual accounts for continuous 3 years then all the BOD of the compa-
ny disqualified u/s 164(2) and need to vacate office u/s 167. 
 
M11: Evershine Ltd., whose financial year ended on 31st March, 2010 held its annual general 
meeting on 30th September, 2010. The meeting transacted all other business except the ac-
counts as they were not ready and adjourned the meeting to 20th December, 2010 for con-
sideration of accounts. The Registrar of Companies issued show cause notice for violation of 
section 137 of the Companies Act, 2013. Advise. 
Ans: 
Provisions: [Relevant section 137(1) of the Companies Act, 2013 as follows] 
1. The company shall file the following documents with ROC within the 30 days from the 

date of AGM of the company. 
a. Financial Statement (Balance Sheet & Profit and loss account) including the consolidat-

ed financial statement. 
b. Any other supporting document which is required to be attached to the financial 

statement. 
c. The company shall pay the fees for the filing as stated in sec 403. 

2. If the Financial statement are not adopted in the AGM then the such FS shall be files with 
ROC in 30 days of AGM as not adopted FS. 

3. The same not adopted FS shall form part of ROC filing as provisional FS. 
4. Then after adoption of the FS in any next GM or adjourn meeting shall be filed with ROC in 

30 date form date of such GM or adjourn meeting in which it is adopted. 
5. Once the adopted FS are filed it will replace the provisional FS filed with ROC. 
6. The financial statement which are adopted in adjourn GM shall be filed with ROC within 

30 days of date of such adjourn GM in which it is adopted. The additional fees for the 
same shall be paid by company as per sec 403.  

7. The OPC shall file the FS and the supporting documents within the 180 days of closure of 
the FY. 

8. The company shall file the following documents if any along with the FS. 
a. Accounts of subsidiary company which is incorporate outside India and having no 

place of business in India. 
b. Such supporting documents for the details of subsidiary outside India not having place 

of business in India. 
9. If the AGM of the company is not held then company shall file the following documents 
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with the ROC. 
a. Financial statement including the consolidated Financial statement. 
b. Supporting documents as per sec 137(1). 
c. Statement of the facts of not holding the AGM. 
d. Reason of not holding the AGM. 

The above document shall be filed with the ROC within 30 days from the date on which the 
AGM should have been held with such additional fees as decided by sec 403. 
Explanation: 
In the given case  Evershine Ltd., whose financial year ended on 31st March, 2010 held its an-
nual general meeting on 30th September, 2010. The meeting transacted all other business ex-
cept the accounts as they were not ready and adjourned the meeting to 20th December, 2010 
for consideration of accounts. In such case the company shall file the provisional annual ac-
counts within 30 days from the date of original AGM to ROC stating the fact that it is not ac-
cepted. Then after acceptance of the same the company shall file the accepted annual ac-
counts with the ROC within 30 days of acceptance. Thus the notice issued by ROC is valid in 
such case. 
Answer: 
Thus it is advised that the company shall file the annual accounts with the ROC within 30 days 
of holding the AGM stating the fact of non acceptance of same and then file final accounts 
within 30 days from the date of acceptance. 

 

138: Internal audit 
Question 

State the applicability of the Internal audit? Which companies are required to follow the in-
ternal audit provisions? Who will appoint the internal auditor of the company? 

Why Provision is Made? 
In case of the big companies there is always the risk of fraud and internal flaws in the compa-
ny. These flaws grow over the period of time and leads to exploitation and then to fraud. In 
addition to this the company shall strengthen itself internally over the period of time to survive 
in the long run. The company shall find the new ways to develop over the period of time. All 
these things are not possible without test check of internal control system. Thus the internal 
audit of the big companies is necessary. This sections provides the process for the internal au-
dit. 

Applicability 
To specific big companies as specified in the rules below. 

Bare Text Vs Text for Understanding & Writing in Exam 

Bare Text Text for Understanding 
138(1): Appointment of Internal Auditor 

Such class or classes of companies as may be 

prescribed shall be required to appoint an in-

ternal auditor, who shall either be a chartered 

accountant 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 company. 

1. The companies which are specified by the 
rules are required to appoint the internal 
auditor. 

2. The internal auditor must be a CA / CMA / 
Such professional selected by BOD. 

The applicable rules are given below. 
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138(2): Manner and intervals of the internal audit. 

The Central Government may, by rules, prescribe the manner and the intervals in which the internal 

audit shall be conducted and reported to the Board. 

Companies (Accounts) Rules, 2014 
Rule 13 :  Companies required to appoint internal auditor. 

(1) The following class of companies shall be 

required to appoint an internal auditor or a firm 

of internal auditors, namely:— 

(a) every listed company; 

(b) every unlisted public company having— 

(i) paid up share capital of fifty crore ru-

pees or more during the preceding fi-

nancial year; or 

(ii) turnover of two hundred crore rupees or 

more during the preceding financial 

year; or 

(iii) outstanding loans or borrowings from 

banks or public financial institutions ex-

ceeding one hundred crore rupees or 

more at any point of time during the 

preceding financial year; or 

(iv) outstanding deposits of twenty five 

crore rupees or more at any point of 

time during the preceding financial year; 

and 

(c) every private company having— 

(i) turnover of two hundred crore rupees or 

more during the preceding financial 

year; or 

(ii) outstanding loans or borrowings from 

banks or public financial institutions ex-

ceeding one hundred crore rupees or 

more at any point of time during the 

preceding financial year: 

The following companies shall conduct the in-
ternal audit. 
 
a. Every listed company; 

 
b. Every unlisted public company having Paid 

Up Capital > Rs. 50 Cr during the previous 
FY. 
 

c. Every unlisted public company having 
Turnover > Rs. 100 Cr during the previous 
FY. 
 

d. Every unlisted public company having 
outstanding loans or borrowings from the 
banks or the PFI > Rs. 100 Cr at any time 
during the previous FY. 
 

e. Every unlisted public company having 
outstanding Deposits > Rs. 25 Cr at any 
time during the previous FY. 
 

f. Every private company having Turnover > 
Rs. 200 Cr during the previous FY. 
 

g. Every private company having outstand-
ing loans or borrowings from the banks or 
PFI > Rs. 100 Cr at any time during the 
previous FY. 

Provided that an existing company covered un-

der any of the above criteria shall comply with 

the requirements of section 138 and this rule 

within six months of commencement of such sec-

tion. 

The companies which satisfies any of the 
above criteria at the commencement of the 
provision i.e. on 1st April 2014 shall comply 
with the requirement of the internal audit 
within the period of the 5 months i.e. 30 Sept 
2014. (the provision is outdated that is why it 
is not important from the exam point of view. 

Explanation.—For the purposes of this rule— 1. The internal audit can be an employee of 
the company. 
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(i) the internal auditor may or may not be an 

employee of the company; 

(ii) the term “Chartered Accountant” shall 

mean a Chartered Accountant whether 

engaged in practice or not. 

2. The CA in this section means the CA in prac-
tice or not doing the practice. 

(2) The Audit Committee of the company or 

the Board shall, in consultation with the Internal 

Auditor, formulate the scope, functioning, peri-

odicity and methodology for conducting the 

internal audit. 

The following persons shall decide the scope, 
functions, frequency, time period and meth-
odology of the internal audit. 

a. Audit committee u/s 177 (where ever 
applicable) or BOD (in absence of the 
audit committee; and 

b. Internal auditor. 

 

Mind Benders / Specials 
Cadbury Committee Report on Internal Audit 

The function of the internal auditors is complementary to, but different from, that of the out-
side auditors. We regard it as good practice for companies to establish internal audit functions 
to undertake regular monitoring of key controls and procedures. Such regular monitoring is an 
integral part of a company's system of internal control and helps to ensure its effectiveness. 
An internal audit function is well placed to undertake investigations on behalf of the audit 
committee and to follow up any suspicion of fraud. It is essential that heads of internal audit 
should have unrestricted access to the chairman of the audit committee in order to ensure the 
independence of their position. 
 
1. What is resolution required for the appointment of Internal Auditor? 
Ans: In view of section 179(3) and Rule 8(4) of the Companies (Meetings of Board and its Pow-
ers) Rules, 2014, the power of appointment of internal auditor shall be exercised by the Board 
of Directors by means of a resolution passed at a Board meeting. Appointment of internal au-
ditor cannot be made by means of a circular resolution. However, there is no bar in making 
the appointment at a Board meeting held through video conferencing or audio visual means. 
 
2. Whether the cost auditor of the company can be an internal auditor? 
Ans: Since the cost auditor is required to comment on the scope and performance of internal 
audit as per the provisions of the Cost Audit (Report) Rules, it would tend to militate against 
proper and dispassionate discharge of the duties of the cost auditor if he was also the internal 
auditor of the company for the same period for which he is conducting the cost audit. There-
fore, the cost auditor should not be the internal auditor of a company for the period for which 
he is conducting the cost audit [Circular: No. 1 /83, dated 20-1-1983] 
 
3. Whether Statutory auditor can be internal auditor of the company? 
Ans: A statutory auditor of a company cannot also be its internal auditor. Nor can he be the 
internal auditor of the company’s holding company or subsidiary company. [Section 144 of the 
2013 Act]. 

 

Resolution 
Board Resolution for appointment of the internal auditor. 
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Resolved that, as per section 138 of the Companies Act, 2013 read with Companies (Accounts) 

Rules, 2014, company hereby passes the BOD-OR as on the 1 June 2025 for appointment of 

Mr. Smart (CA, CS, CMA) as internal auditor of the company. 

Resolved further that, Mr Intelligent is empowered to take all the necessary steps to complete 

such appointment and complete the formalities there of. 

 

Past Exam Questions (PE) / Practice Manual Questions (PM) / Misc 
N12: The paid up capital of Western Zone Insurance Limited is 7 crore. Point out whether the 
said company is required to file Balance Sheets and Profit and Loss Account along with Di-
rector's and Auditor's Report for the year 20115-16 by using the XBRL taxonomy under the 
Companies Act, 2013 ? 
Ans : Rule 12 Filing of financial statements and fees to be paid thereon, Companies (Accounts) 
Rules, 2014 
CG have notified following companies shall file their accounts with ROC in XBRL form. 
a. Listed Companies & their subsidiaries; or 
b. Every company having paid up capital > Rs. 5 cr; or 
c. Every Company having Turnover > Rs. 100 cr. 

Explanation : In the given case, the paid up capital of Western Zone Insurance Limited is 7 
crore & thus as per above CG notification, Western Zone Insurance Limited  is required to file 
Balance Sheets and Profit and Loss Account along with Director's and Auditor's Report for the 
year 2015-16 by using the XBRL taxonomy under the Companies Act, 2013. 

 

Coverage in the chapter 
The following content is covered till now from different chapters of Companies Act, 2013. 

Section Name of Section Name of Chapter 
128 Books of account, etc., to be kept by company ACCOUNTS OF COMPA-

NIES 
129 Financial statement -do- 
130 Re-opening of accounts on Court’s or Tribunal’s orders -do- 
131 Voluntary revision of financial statements or Board’s 

report 
-do- 

132 Constitution of National Financial Reporting Authority -do- 
133 Central Government to prescribe accounting stand-

ards 
-do- 

134 Financial statement, Board’s report, etc. -do- 
135 Corporate Social Responsibility -do- 
136 Right of member to copies of audited financial state-

ment 
-do- 

137 Copy of financial statement to be filed with Registrar -do- 
138 Internal audit -do- 

 

E-Forms 
Companies (Accounts) Rules, 2014 

E-Form Details Relevant 
section 

Rule 
No 
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AOC-1 Statement containing silent features of subsidiaries / associ-
ates / JV 

129 5 

AOC-2 Form of disclosure of the particulars of contract or arrange-
ment entered into by company with related parties u/s 188 

134 8 

AOC-3 Statement containing silent features of balance sheet and 
profit and loss account 

136 10 

AOC-4 Form of filing financial statement and other documents with 
ROC 

137 12 

 
 


