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CHAPTER 9 - ACCOUNTS OF COMPANIES 
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✓ Section 128 - Books of Account, 

etc., to be kept by Company 

✓ Section 134- Signing of FS 

✓ Section 138- Internal Audit 

✓ Section 129A- Periodical 

Financial Statement 

 

 

✓ Section 130- Re opening 
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✓ Section 128- Person responsible 
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✓ Rule 3- XBRL Mode 
✓ Section 129(3)- CFS 
✓ Section 134(5)- DRS 
✓ Section 134(5)- Additional Duty 

of BOD 
✓ Section 135- CSR 
✓ Section 132-NFRA 

 

Important sections 
✓ Section 137 - Adoption & filing of FS 

✓ Section 128 - Books of Account, etc., to be kept by Company 

✓ Section 134- Signing of FS 

✓ Section 138- Internal Audit 

✓ Section 129A- Periodical Financial Statement 

✓ Section 130- Re opening Recasting 

✓ Section 128- Person responsible for maintenance 

✓ Rule 3- XBRL Mode 

✓ Section 129(3)- CFS 

✓ Section 134(5)- DRS 

✓ Section 134(5)- Additional Duty of BOD 

✓ Section 135- CSR 

✓ Section 132-NFRA 

Adoption & filing of FS 

Question 1A 

The Government of India is holding 51% of the paid-up equity share capital of Sun Ltd. The 

Audited financial statements of Sun Ltd. for the financial year 2017-18 were placed at its annual 

general meeting held on 31st August, 2018.  However, pending the comments of the Comptroller 

and Auditor General of India (CAG) on the said accounts the meeting was adjourned without 

adoption of the accounts.  On receipt of CAG comments on the accounts, the adjourned   annual   

general   meeting   was   held   on 15th October, 2018 whereat the accounts were adopted. 

Thereafter, Sun Ltd.  filed its financial statements relevant to the financial year 2017-18 with the 

Registrar of Companies on 12th November, 2018.  Examine, with reference to the applicable 

provisions of the Companies Act, 2013, whether Sun Ltd. has complied with the statutory 

requirement regarding filing of accounts with the Registrar? 
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Answer 

According to first proviso to section 137(1) of  the  Companies  Act,  2013,  where  the financial 

statements are not adopted at annual general meeting  or  adjourned  annual general meeting, such 

unadopted financial statements along with the required documents 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 financial statements are filed with him after their adoption in the 

adjourned annual general meeting for that purpose. 

 

According to second proviso to section 137(1) of the Companies Act, 2013, financial statements 

adopted in the adjourned AGM shall be filed with the Registrar within thirty days of the date of 

such adjourned AGM with such fees or such additional fees as may be prescribed. 

 

In the instant case, the accounts of Sun Ltd. were adopted at the adjourned AGM held on 15th 

October, 2018 and filing of financial statements with Registrar was done on 12th November, 2018 

i.e., within 30 days of the date of adjourned AGM. 

 

Hence, Sun Ltd. has not complied with the statutory requirement regarding filing of unadopted 

accounts with the Registrar, but has certainly complied with the provisions by filing of adopted 

accounts within the due date with the Registrar. 

Question 1B 

Dhiman Limited, is a company incorporated in India. Dhiman Limited is a leading manufacturer of 

sports shoes. It has many subsidiaries, one of them being Best Shoes Limited which is based in 

Morocco. Dhiman Limited is in the process of finalization of the consolidated financial statements 

of the company for the year ended 31 March 2022. The accounts section of Dhiman Limited has 

requested the management of Best Shoes Limited to provide its standalone financial statements to 

Dhiman Limited. The subsidiary company prepares its financial statements in the local language of 

the country and the same is provided to the Indian parent company. Further, audit of financial 

statement is not required by the Best Shoes Limited under the Moroccan laws.  

 

Advise, how would Dhiman Limited deal with the consolidation of such financial statements. 

Answer 

According to fourth proviso to section 137(1) of the Companies Act, 2013, a company shall, along 

with its financial statements to be filed with the Registrar, attach the accounts of its subsidiary or 

subsidiaries which have been incorporated outside India and which have not established their place 

of business in India.  

 

Provided also that in the case of a subsidiary which has been incorporated outside India (herein 

referred to as "foreign subsidiary"), which is not required to get its financial statement audited 

under any law of the country of its incorporation and which does not get such financial statement 

audited, the requirements of the fourth proviso shall be met if the holding Indian company files 

such unaudited financial statement along with a declaration to this effect and where such financial 

statement is in a language other than English, along with a translated copy of the financial 

statement in English. 

 

It has also been clarified that in case of foreign company which is not required to get its accounts 

audited as per the legal requirements prevalent in the country of its incorporation and which does 

not get such accounts audited, the holding or parent Indian company may place or file such 

unaudited accounts to comply with requirements of section 136(1) and 137(1) as applicable. These, 

however, would need to be translated in English, if the original accounts are not in English. 

Further, the format of accounts of foreign subsidiaries should be, as far as possible, in accordance 

with requirements under the Companies Act, 2013. In case this is not possible, a statement 
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indicating the reasons for deviation may be placed/ filed along with such accounts.  

 

Hence, Dhiman Limited. would have to get the standalone financial statements of Best Shoes 

Limited translated in English language and also get those aligned as per the its accounting policies 

for the purpose of consolidation.  

 

Further Dhiman Limited would need to file such unaudited financial statement of Best Shoes 

Limited along with a declaration to this effect along with a translated copy of the financial 

statement in English.  

 

Further the format of accounts of Moroccan subsidiary company should be, as far as possible, in 

accordance with requirements under the Companies Act, 2013. In case this is not possible, a 

statement indicating the reasons for deviation may be placed/ filed along with such accounts. 

Books of account 

Question 2A 

(i) Ravi Limited maintained its books of accounts under Single Entry System of Accounting. Is it 

permitted under the provisions of the Companies Act, 2013? 

(ii) State the person responsible for complying with the provisions regarding maintenance of Books 

of Accounts of a Company. 

(iii) Whether a Company can keep books of Accounts in electronic mode accessible only outside 

India. 

Answer 

(i) According to Section 128(1) of the Companies Act, 2013, every company shall prepare “books 

of account” and other relevant books and papers and financial statement for every financial year. 

 

These books of accounts should give a true and fair view of the state of the affairs of the company, 

including that of its branch office(s). 

 

These books of accounts must be kept on accrual basis and according to the double entry system of 

accounting. 

 

Hence, maintenance of books of account under Singly Entry System of Accounting by Ravi 

Limited is not permitted. 

 

(ii) Persons responsible to maintain books 

 

As per Section 128 (6) of the Companies Act, 2013, the person responsible to take all reasonable 

steps to secure compliance by the company with the requirement of maintenance of books of 

accounts etc. shall be: 

(a) Managing Director, 

(b) Whole-Time Director, in charge of finance 

(c) Chief Financial Officer 

(d) Any other person of a company charged by the Board with duty of complying with provisions 

of section 128. 

Question 2B 

Whether a Company can keep books of Accounts in electronic mode accessible only outside India? 

Answer 

Manner of maintenance of books of account etc. in electronic form: The books of account and 

other relevant papers may be kept in electronic mode in such manner as may be prescribed. Rule 3 

of the Companies (Accounts) Rules, 2014 prescribes the following manner: 
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(a) The books of account etc. shall remain accessible in India, at all times so as to be usable for 

subsequent reference.  

For FY commencing on or after 1st April, 2023, every company which uses accounting software 

for maintaining its books of account, shall use only such accounting software which has a feature 

of recording audit trail of each and every transaction, creating an edit log of each change made in 

books of account along with the date when such changes were made and ensuring that the audit 

trail cannot be disabled. 

(b) The books of account etc. shall be retained completely in the original format, or in a format 

which shall present accurately the information generated, sent or received. 

(c) The information contained in the electronic records shall remain complete and unaltered. 

(d) The information contained in the electronic records shall be legible. 

(e) There shall be a proper system for storage, retrieval, display or printout of the electronic 

records. 

(f) The electronic records shall not be disposed of unless permitted by law. 

(g) The back-up of the electronic records shall be kept in servers physically located in India on a 

daily basis. 

(h) The company shall intimate to the Registrar on an annual basis — 

(i) the name of the service provider; 

(ii) the internet protocol address of service provider; 

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

(iv) where the books of account etc. are maintained on cloud, such address as is provided by 

the service provider; 

(v) where the service provider is located outside India, the name and address of the person in 

control of the books of account and other books and papers in India. 

Signing of FS 

Question 3A 

Yellow limited has prepared its financial statements for the year 2018-19. Mr. Prateek, the 

Managing director the company is declining to sign these financial statements on the grounds that 

it is only the duty of the Board of the directors to sign the financial statements as approved by the 

Board and he is not liable to sign the same. Now, Mr. Prateek has approached you advise him 

regarding his responsbilty for signing the financial statement. Advise Mr. Prateek regarding his 

responsibility for signing the financial statements as per the provisions of the Companies Act, 

2013. 

Mr. Prateek has also provided to you the following more informations: 

1. The Board as a policy does not authorise the chairperson of the company to sign the financial 

statements 

2. The company has appointed Ms. Sunanina as its Company Secretary 

Answer 

According to section 134(1) of the Companies Act, 2013, 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 by the chairperson of the company where he is authorised by the 

Board or by two directors out of which one shall be managing director, if any, and the Chief 

Executive Officer,  the Chief Financial Officer and the company secretary of the company, 
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wherever they are appointed, or in the case of One Person Company, only by one director, for 

submission to the auditor for his report thereon. 

 

As per the facts of the question, the Board has not authorised the chairperson of the company to 

sign the financial statements. Hence, the financial statement shall be signed by two directors out of 

which one shall be managing director [i.e., Mr. Prateek]. 

Question 3B 

The Board of Directors of Vishwakarma Electronics Limited consists of Mr. Ghanshyam 

(Director), Mr. Hyder (Director) 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? 

Answer 

According to section 134(1) of the Companies Act, 2013, 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 by the chairperson of the company where he is authorised by the 

Board or by two directors out of which one shall be managing director, if any, and the Chief 

Executive Officer, the Chief Financial Officer and the company secretary of the company, 

wherever they are appointed, or in the case of One Person Company, only by one director, for 

submission to the auditor for his report thereon. 

 

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. 

Question 3C 

The Board of Directors of Dilip Telelinks Ltd. Consists of Mr. Choksey, Mr. Patel (Directors) and 

Mr. Shukla (Managing Director). The company has also employed full time Secretary. The Profit 

and Loss Account and Balance Sheet were signed by Mr. Choksey and Mr. Patel. Examine whether 

the authentication of financial statements of the company is in accordance with the provisions of 

the Companies Act, 2013? 

Answer 

According to Section 134(1) of the Companies Act, 2013, 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 by the chairperson of the company where he is authorised by the 

Board or by two directors out of which one shall be managing director, if any, and the Chief 

Executive Officer, the Chief Financial officer and the company secretary of the company, wherever 

they are appointed, or in the case of One Person Company, only by one director, for submission to 

the auditor for his report thereon. 

 

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

Choksey and Mr. Patel, the directors. In view of Section 134(1) of the Companies Act, 2013, Mr. 

Shukla, the Managing Director should have been one of the two signing directors. 

 

Further, since the company has also employed a full-time Secretary, he should also sign the 

Balance Sheet and the Statement of Profit and Loss. 
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Internal Audit 

Question 4A 

X Ltd. is a listed company having a paid-up share capital of Rs. 25 crore as at 31st March, 2019 

and turnover of Rs. 100 crore during the financial year 2018-19. The Company Secretary has 

advised the Board of Directors that X Ltd. is not required to appoint "Internal Auditor as the 

company's paid up share capital and turnover are less than the threshold limit prescribed under the 

Companies Act, 2013. Do you agree with the advice of the Company Secretary? Explain your view 

referring to the provisions of the Companies Act, 2013. 

Answer 

According to the provisions of Section 138 of the Companies Act, 2013, read with Rule 13 of the 

Companies (Accounts) Rules, 2014, the following class of companies shall be required to appoint 

an internal auditor which may be either an individual or a partnership firm or a body corporate, 

namely: 

(1) every listed company; 

(2) every unlisted public company having- 

(A) paid up share capital of 50 crore rupees or more during the preceding financial year; or 

(B) turnover of 200 crore rupees or more during the preceding financial year 

(C) outstanding loans or borrowings from banks or financial institutions exceeding one hundred 

crore rupees or more at any point of time during the preceding financial year, or 

(D) outstanding deposits of twenty-five crore rupees or more at any point of time during the 

preceding financial year. 

 

Besides, some private companies are also required to appoint an intenal auditor which may be 

either an individual or a partnership firm or a body corporate. 

 

Thus, X limited (which is a listed company) is required to appoint an internal auditor, irrespective 

of its paid-up share capital or turnover (as the limit of paid- up share capital or turnover is 

applicable for unlisted public company). 

 

Hence, the advice of the Company Secretary is not correct. 

Question 4B 

Kim Private Limited was incorporated on 30th September 2016. It has a paid-up share capital of Rs 

45 crore. The company had a turnover of 250 crore for the financial year 2019-20. The accounts 

manager of the company has intimated to the company that they are not required to appoint internal 

auditor for the financial year 2020-21. The management of the company have approached you to 

advise them about the appointment of internal auditor. Advise them as per the provisions of the 

Companies Act, 2013. 

Answer 

According to section 138 read along with Rules of the Companies Act, 2013, every private 

company having 

(A) turnover of 200 crore rupees or more during the preceding financial year, or 

(B) outstanding loans or borrowings from banks or public financial institutions exceeding 100 

crore rupees or more at any point of time 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. 
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In the given question, the company has a paid up capital of Rs. 45 crore and turnover of Rs. 250 

crore for the financial year 2019-20. 

 

Since, the company is fulfilling the criteria of turnover (i.e. more than 200 crore), hence, it is 

required to appoint an internal auditor for the financial year 2020-21. 

Periodical Financial Statement 

Question 5 

XYZ Ltd. received a communication from Central Government for preparation of periodical 

financial results and complete audit or limited review of such periodical financial results. The 

Board of Directors have raised an objection on the ground that as it is an unlisted company, 

periodical financial results need not to be prepared. Examine, referring the provisions of the 

Companies Act, 2013, in this regard 

Answer 

Refer section 129A 

Therefore, the objection of the Board of Directors on the ground that as XYZ Ltd. is an unlisted 

company, periodical financial results need not be prepared, is not correct. Section 129A clearly 

specifies that even unlisted company has to prepare Periodical Financial Results. 

Reopening and Recasting of accounts of Company 

Question 6 

The Income Tax Authorities in the current financial year 2019-20 observed, during the assessment 

proceedings, a need to re-open the accounts of Chetan Ltd. for the financial year 2008-09 and, 

therefore, filed an application before the National Company Law Tribunal (NCLT) to issue the 

order to Chetan Ltd. for re-opening of its accounts and recasting the financial statements for the 

financial year 2008-09. Examine the validity of the application filed by the Income Tax Authorities 

to NCLT. 

Answer 

As per section 130 of the Companies Act, 2013, a company shall not re-open its books of account 

and not recast its financial statements, unless an application in this regard is made by the Central 

Government, the Income-tax authorities, the Securities and Exchange Board, any other statutory 

body or authority 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: 

 

However, no order shall be made in respect of re-opening of books of account relating to a period 

earlier than eight financial years immediately preceding the current financial year. 

In the given instance, an application was filed for re-opening and re-casting of the financial 

statements of Chetan Ltd. for the financial year 2008-2009. 

 

Though application filed by the Income Tax Authorities to NCLT is valid, its recommendation for 

reopening and recasting of financial statements for the period earlier than eight financial years 

immediately preceding the current financial year i.e., 2019-2020, is invalid. 
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Person responsible for maintenance 

Question 7 

State the persons responsible for complying with the provisions regarding maintenance of Books of 

Accounts of a Company. Support with the help of relevant provisions of the Companies Act, 2013. 

Answer 

Persons responsible to maintain books: As per Section 128 (6) of the Companies Act, 2013, the 

person responsible to take all reasonable steps to secure compliance by the company with the 

requirement of maintenance of books of account etc. shall be: 

(a) Managing Director, 

(b) Whole-Time Director, in charge of finance 

(c) Chief Financial Officer 

(d) Any other person of a company charged by the Board with duty of complying with provisions 

of section 128. 

XBRL Mode 

Question 8 

A Housing Finance Ltd. is a housing finance company having a paid-up Share Capital of Rs. 11 

crores and a turnover of Rs. 145 crores during the Financial Year 2017-18. Explain with reference 

to the relevant provisions and rules, whether it is necessary for A Housing Finance Ltd. to file its 

financial statements in XBRL mode. 

Answer 

Filing of financial statements in XBRL Mode 

As per Rule 3 of the Companies (Filing of Documents and forms in Extensible Business Reporting 

Language) Rules, 2015, the following class of companies shall file their financial statements and 

other documents under section 137 of the Act with the Registrar in e-form AOC-4 XBRL as per 

Annexure-I of this Rule: - 

(i) companies listed with stock exchanges in India and their Indian subsidiaries; 

(ii) companies having paid up capital of five   crore rupees or above; 

(iii) companies having turnover of one hundred crore rupees or above; 

(iv) all companies which were hitherto covered under the Companies (Filing of documents and 

Forms in Extensible Business Reporting Language) Rules, 2011. 

 

Provided that the companies in Banking, lnsurance, Power Sector and Non-Banking Financial 

companies are exempted from XBRL filing. 

 

Hence, A housing Finance Ltd. being a housing finance company is exempted from filing its 

financial statement in XBRL mode under Rule 3 of the Companies (Filing of Documents and forms 

in Extensible Business Reporting Language) Rules, 2015. 

Consolidated Financial Statement 

Question 9 

Diya Limited, incorporated under the provisions of the Companies Act, 2013, has two subsidiaries 

Jai Limited and Vijay Limited. All the three companies have prepared their financial statements 

for the year ended 31st March, 2021. Examining the provisions of the Companies Act, 2013, 

explain in what manner the subsidiaries- Jai Limited and Vijay Limited shall prepare their 

Balance Sheet and Statement of Profit & Loss?  

Answer: 

According to section 129(3) of the Companies Act, 2013, where a company has one or more 

subsidiaries or associate companies, it shall, in addition to financial statements provided under sub-

section (2), prepare a consolidated financial statement (CFS) of the company and of all the 
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subsidiaries and associate companies in the same form and manner as that of its own and in 

accordance with applicable accounting standards, which shall also be laid before the annual general 

meeting of the company along with the laying of its financial statement under sub- section (2). 

 

The company shall also attach along with its financial statement, a separate statement containing 

the salient features of the financial statement of its subsidiary or subsidiaries and associate 

company or companies in Form AOC-1 as per Rule 5 of the Companies (Accounts) Rules, 2014. 

Provided further that the Central Govemment may provide for the consolidation of accounts of 

companies in such manner as may be prescribed under Rule 6 of the Companies (Accounts) Rules, 

2014. 

 

Since, consolidation of accounts is to be done by the holding company (i.e. Diya Limited), Jai 

Limited and Vijay Limited shall prepare their Balance Sheet and Statement of Profit and Loss 

Account normally following the relevant provisions of the Companies Act, 2013 compliant with 

the applicable Accounting Standards. 

Directors' Responsibility Statement 

Question 10A 

The Companies Act, 2013 has prescribed an additional duty on the Board of directors to include in 

the Board's Report a "Directors' Responsibility Statement Briefly explain any three matters to be 

furnished in the said statement 

Answer 

Directors Responsibility Statement: According to section 134(5) of the Companies Act, 2013, the 

Directors' Responsibility Statement referred to in 134(3)(c) shall state that 

 

(1) in the preparation of the annual accounts, the applicable accounting standards had been 

followed along with proper explanation relating to material departures; 

 

(2) 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; 

 

(3) the directors had taken proper and sufficient care for the maintenance of adequate accounting 

records in accordance with the provisions of this Act for safeguarding the assets of the company 

and for preventing and detecting fraud and other irregularities 

 

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

 

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

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

effectively. Here, the term "internal financial controls" means the policies and procedures adopted 

by the company for ensuring the orderly and efficient conduct of its business, including adherence 

to company's policies, the safeguarding of its assets, the prevention and detection of frauds and 

errors, the accuracy and completeness of the accounting records, and the timely preparation of 

reliable financial information; 

 

(6) the directors had devised proper systems to ensure compliance with the provisions of all 

applicable laws and that such systems were adequate and operating effectively. 
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Question 10B 

State any four Contents of a Directors Responsibility Statement as required under Section 134 of 

the Companies Act, 2013. 

Answer 

Same as above 

Corporate Social Responsibility 

Question 11A 

The balances extracted from the financial statement of ABC Limited are as below: 

 

Sr. 

No. 
Particulars Balances as on 31-

03- 2020as per 

Audited Financial 

Statement (` in 

crore) 

Balances as on 30-09-

2020 (Provisional ` 

in crore) 

1. Net Worth 100.00 100.00 

2. Turnover 500.00 1000.00 

3. Net Profit 1.00 5.00 

Explaining the provisions of the Companies Act, 2013, you are requested to examine whether ABC 

Limited is required to constitute 'Corporate Social Responsibility Committee'(CSR Committee) 

during the second half of the financial year 2020-21. 

Answer 

According to section 135(1) of the Companies Act, 2013, 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 the immediately preceding financial year shall constitute a 

Corporate Social Responsibility Committee of the Board consisting of three or more directors, out 

of which at least one director shall be an independent director. 

 

In the given question, the company does not fulfil any of the given criteria (net worth/ turnover/ net 

profit) for the immediately preceding financial year (i.e., 1.4.2019 to 31.3.2020). Hence, ABC 

Limited is not required to constitute Corporate Social Responsibility Committee for the financial 

year 2020-21. 

Question 11B 

SKIP Limited (the Company) was incorporated on 01.04.2019. The balances extracted from its 

audited financial statement are as given below: 

 

Financial Year (FY) Net Profit before tax Net Profit after tax (Ignore 

Income Tax computation) 

2019-20 Rs. 5.00 crore Rs. 3.75 crore 

2020-21 Rs. 7.00 crore Rs. 5.25 crore 

The Company proposes to allocate the minimum required amount for CSR Activities to be 

undertaken during FY 2021-22, if it is mandatory. You are requested to advice the Company in this 

regard and compute the minimum amount to be allocated, if so required, taking into account the 

relevant provisions of the Companies Act, 2013. 

Answer 

According to section 135(1) of the Companies Act, 2013, 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 the immediately preceding financial year shall constitute a 
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Corporate Social Responsibility Committee of the Board. 

 

Further, according to section 135(5), 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 or where 

the company has not completed the period of three financial years since its incorporation, during 

such immediately preceding financial years, in pursuance of its Corporate Social Responsibility 

Policy. 

 

Here, the “Net Profit” shall not include such sums as may be prescribed, and shall be calculated in 

accordance with the provisions of section 198. 

 

In the instant case, 

1. Net Profit before tax of SKIP Limited for the FY 2020-21 is Rs. 7 crore, hence, SKIP Limited is 

required to constitute a CSR committee during FY 2021-22 as the Net profit before tax for the FY 

exceeds Rs. 5 crore. 

 

2. Minimum contribution towards CSR will be: 2% of average net profits since incorporation 

(SKIP Limited was incorporated on 1.04.2019.) 

Average Net Profit since incorporation: (Rs. 5 crore + Rs. 7 crore)/ 2 = Rs. 6 crore 

Minimum contribution towards CSR will be: 2% of Rs. 6 crore = Rs. 0.12 crore or Rs. 12 Lacs 

Question 11C 

The aggregate value of the paid-up share capital of ABC Security Services, was Rs. 200 crore 

divided into 20 crore equity shares of Rs. 10/- each at the end of the Financial Year 2021-22 having 

its registered office at Mumbai. This company had been registered with an authorized share capital 

of Rs. 300 crore divided into 30 crore equity shares of Rs. 10/- each. The extract of Balance Sheet 

of the company as on 31st March, 2022 showed the following figures: 

 

Particulars Amount (in cr ) 

Authorized share capital  

Paid -up share capital  

Free reserves created out of profits  

Securities Premium account 

 Credit balance of Profit & Loss account  

Reserves created out of revaluation of assets  

Miscellaneous expenditure not written off  

300 

200 

200 

80 

50 

25 

10 

 

Turnover of the company during the Financial Year 2021-22 was Rs. 800 crore and the net profit 

calculated in accordance with section 198 of the Companies Act, 2013 with other adjustments as 

per CSR Rules was Rs. 4 crore only. Praveen, Company Secretary of the company advised that the 

company attracts the provisions of section 135 of the Companies Act, 2013 and all the formalities 

have to be complied with accordingly. Thereafter, on 30th April, 2022 a CSR committee was 

formed to comply with the provisions of Corporate Social Responsibility. The Board of Directors 

of the company constituted of the following persons as its directors: 

 

Mohan Singh Managing Director 

 Rohit and Bhavana Independent Directors 

Venkatesh, Isha, Mohit and Muskaan Directors 

On the basis of above facts and by applying applicable provisions of Companies Act, 2013, answer 

the following:  

(i) Is the contention of Praveen, Company Secretary of the company that the company 
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attracts the provisions of section 135 of the Companies Act, 2013 and is required to 

form a CSR committee is correct? Support your answer with the applicable provision 

and the required calculation. 

(ii)  It was decided that Mohan Singh, Venkatesh, Isha and Bhavna will be the members of 

CSR committee. Is this decision correct in the light of provisions of the Act and 

Companies (Corporate Social Responsibility Policy) Rules, 2014? 

Answer 

i. Correctness of the contention and required calculations: According to section 135(1) of the 

Companies Act, 2013, 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 the immediately preceding financial year shall constitute a Corporate Social 

Responsibility Committee (CSR) of the Board consisting of three or more directors, out of 

which at least one director shall be an independent director 

Net worth meaning and calculation: As per the requirement, “Net worth” in the light of the 

provided particulars calculated as Rs. 520 crore [aggregate value of the paid-up share capital 

(Rs. 200 crore), all reserves created out of the profits (Rs. 200 crore), securities premium 

account (Rs. 80 crore) and debit or credit balance of the profit and loss account (Rs. 50 crore), 

after deducting the aggregate value of the accumulated losses, deferred expenditure and 

miscellaneous expenditure not written off (Rs. 10 crore), as per the audited balance sheet, but 

does not include reserves created out of revaluation of assets, write-back of depreciation and 

amalgamation], Turn over given as Rs. 800 crore and Net profits Rs. 4 crore. Since the net 

worth is not less than Rs. 500 crore section 135(1) is attracted 

Yes, the contention of Praveen, the Company Secretary is correct w.r.t the constitution of CSR 

Committee as per the compliance of requirement of section 135 of the Companies Act, 2013. 

 

ii. Correctness of constitution of CSR Committee: As per requirement, Corporate Social 

Responsibility Committee of the Board shall be consisting of three or more directors, out of 

which at least one director shall be an independent director. Decision that Mohan Singh, 

Venkatesh, Isha and Bhavna (Independent Director) will be the members of CSR Committee, 

is correct. 

NFRA 

Question 12A 

Explain the following in brief with reference to Companies Act 2013:) 

National Financial Reporting Authority (NFRA) 

Answer 

National Financial Reporting Authority (NFRA) According to section 132 of the Companies Act, 

2013, the Central Government may, by notification, constitute the National Financial Reporting 

Authority (NFRA) to provide for matters relating to accounting and auditing standards under this 

Act. 

Notwithstanding anything contained in any other law for the time being in force, the NFRA shall 

(a) make recommendations to the Central Government on the formulation and laying down of 

accounting and auditing policies and standards for adoption by companies or class of companies 

or their auditors, as the case may be; 

(b) monitor and enforce the compliance with accounting 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 service and such 

other related matters as may be prescribed; and 

(d) perform such other functions relating to clauses (a), (b) and (c) as may be prescribed. 

 


