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TEST YOURSELF!

• The Companies Act, 2013 vide section 128(1) now requires every company to prepare and 
keep at its registered office books of account and other relevant books and papers and 
financial statement 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 effected both at the registered office and its branches and such books shall 
be kept on accrual basis and according to the double entry system of accounting. 

• 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. Hence, it is clear that XYZ Ltd. cannot maintain its books of accounts on cash 
basis. 

CASE:XYZ Ltd. wants to maintain its books of account on cash basis.

CASE: 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?

In the instant case, the Balance Sheet and Profit and Loss Account have been signed by Mr. 
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. 

CASE: Drishti Ltd. finalized its books of accounts as per the applicable provisions of the 
companies Act, 2013. It also filed the Income tax return for the assessment year 2016- 
2017 within the due date. The Income Tax Authorities found some irregularities in the 
said accounts and want the company to revise the accounts. Referring to the provisions of 
the Companies Act, 2013 advise whether and how the accounts of the company can be re-
opened and revised

Refer theory of Sec 130 So, the accounts of Drishti Limited can be re-cast and revised in the 
above manner. 

CASE: Mr. X is an independent director in the Scope Ltd. Financial statement of said 
company was signed by Mr. X along with the other authorised persons. State whether Mr. 
X can sign the financial statements.

Refer theory of Sec 134. An independent director can sign the financial statement in the 
capacity of a director of the company, if authorized by the board. So Mr. X is eligible to sign the 
financial statement if so authorized by the Board. 
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CASE: XYZ Ltd is a listed company having turnover of ` 1200 crores during the financial 
year 2015-16.  The CSR committee of the Board formulated and recommended a CSR 
project which was approved by the Board. Company finalised the project under its CSR 
initiatives which require funds @ 5 % of average net profit of the company for last three 
financial years. Will such excess expense be counted in subsequent financial years as a 
part of CSR expenditure? Advise

In terms of Section 135(5) of the Companies Act, 2013, the Board of every company to which 
section 135 is applicable, shall ensure that the company spends, in every Financial year at 
least 2 per cent of average net profits of the company made during the three immediately 
preceding financial years, in pursuance of its CSR policy. There is no provision for carry 
forward of excess expenditure to the next year(s). The words used in the section are ‘at least’. 
Therefore, any expenditure over 2% would be considered as voluntary higher spending. 

CASE: A Ltd. has one subsidiary i.e. B Ltd.& one associate company i.e. C Ltd. B Ltd. is the 
entity incorporated outside India and C Ltd, is the entity incorporated in India. State the 
law with respect to the consolidation of financial statements in the given case.

Here in the given case, as per section 129 of the Companies Act, 2013, A Ltd. will consolidate 
financial statement of both B and C Ltd. A Ltd. shall also attach the financial statement of B 
Ltd. along with filing of consolidated financials of A Ltd. Also a statement containing the salient 
features of the financial statement of a company’s’ subsidiary, associate or joint venture shall 
be filed as an annexure to the board’s report. The word ‘Subsidiary’ includes Associate 
Company and joint venture. 

CASE: PMK Ltd. having a paid up capital of ` 65 crore during the preceding financial year 
has appointed Mr. Z a Chartered Accountant, as CFO of the Company, who is appointed as 
Key Managerial Personnel under Section 203 of the Companies Act, 2013. The financial 
position of the company was not good. In the meanwhile, the CEO was given to understand 
that the company is statutorily required to appoint Internal Auditor and as such the 
Board had authorized the CEO to appoint a person who must be a Chartered Accountant. 
CEO wanted to know the followings: 

I. What are the requirement for appointment of the Internal Auditor by the Company? 

II. Since the financial position of the company was not good, can the company decide to 
give additional duties of Internal Auditor to Mr. Z to comply with the provision of the 
Act. Critically analyse the decision of the company.

I. In given instance, PMK Ltd. is an unlisted public company with the paid up capital of ` 65 
crore during the preceding financial year. Rule 13 of the Companies (Accounts) Rules, 
2014, provides that unlisted public company with paid up share capital of  50 crore rupees 
or  more during the  preceding  financial year  shall be required to appoint an internal 
auditor which may be either an individual , or a partnership firm or a body corporate. Since 
PMK Ltd. is in compliance with this rule, so the company shall appoint the internal auditor. 

II. PMK Ltd. appointed Mr.  Z, a Chartered Accountant as CFO of the company. He is KMP 
under the Companies Act, 2013. As the financial position of the company was not good, so it 
decided to give additional duties of internal audit to Mr. Z. This assigning of additional 
duties by the company to Mr. Z is valid act as per the explanation provided in Rule 13 of the 
Companies (Accounts) Rules, 2014 that the internal auditor may or may not be an 
employee of the company. So, accordingly, company may decide to give the additional 
duties of internal auditor to Mr. Z and can appoint Mr. Z as an internal auditor of PMK Ltd. 
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 As per point no (ii) reported by Mr. Ramesh, states that all the branches located in India have 
not earned any profit since 2013-14 onward, meaning thereby all the net profits being earned 
by the Company pertains to the overseas branches. As provided in the definition of net profit, 
under the CSR Rules, it does not include the net profit earned by the overseas branch(s); 
therefore, the provisions of CSR for incurring expenses during the Financial Year 2016-17 are 
not applicable. 

In view of the above, it is clear that though the company has spent 1.10 per cent of the average 
net profits of the Company made during the three preceding immediately financial years, 
which is not statutorily required for the Company to spend and as such there is no violation of 
the provisions of the Companies Act.

CASE: Dhoki Internl Ltd. has a network of six branches scattered all over the world out of 
which two are in India. The net-worth of the company is ` 650 crores. Since the net profits 
of the company were in downward trends, Mr. Ramesh a retired General Manager of a 
Bank was appointed by the company to analyse the financial health of the company. 
Among the other points having been reported by Mr. Ramesh, the CEO of the company 
seeks your advice, particularly on the application of the provisions of CSR under the 
Companies Act, 2013 based on the following: 

I. The Net profit of the company in the financial year 2012-13 was ` 18 crores which was 
contributed by the branches located in India and outside in the ratio of 35 : 65. 

II. Since 2013-14 onwards, all the branches located in India have not earned any profit 

III. The Financial Statements for the year 2015-16 revealed that there was net profit of` 7 
crore to the company and the total expenses on travelling abroad were ` 2.5 crore. 

IV. The company has borrowed loan at a very high rate of interest which needs to be 
swapped with low financing cost. 

V. During the year 2016-17, the company has so far spent CSR expenses to the tune of 
1.10 percent of the average net profits of the company made during the three 
preceding immediately financial years which in his view need special attention.


