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Accounts, Audit and Auditors  

Loans to Directors, etc. 

Loan and Investment by a Company 

S.128, 139 

S.185 

S.186 

Presentation Coverage 



Books of Account  
-S. 128 read with the 
Companies (Accounts) 
Rules, 2014 

To be kept on accrual basis and according to double entry 
system of accounting. 
 
May be kept in electronic mode.  
 

Electronic mode: Back up data 
of books and accounts 
maintained in e-form to be 
kept in servers physically 
located in India   
 
Company to intimate the ROC 
on annual basis at the time of 
filing of Financial Statements –
(a) the name of the service 
provider, (b) the internet 
protocol address and location 
of service provider, etc. 

Place of keeping books of 
account  
-S.128(1) 

To be kept at the Registered office.  
 
May be kept at such other place in India as the Board of 
Directors may decide. When such a decision is taken, the 
Company shall within 7 days thereof, file with the ROC a 
notice in writing giving full address of that other place.  

Time Limit for 
preservation of Books of 
Account -S.128(5) 

The books of account of every company relating to a period 
of not less than 8 financial years shall be kept in good order. 
 

No change. 

Financial Statements  
-S.129 

Financial Statements defined –B/S, P&L, CFS, Statement of 
changes in equity any Explanatory Note. –Section 2(40) 
 
In the form specified under Schedule-III 
 
To comply with the accounting standards notified u/s 133. 
 

MCA clarification vide General 
Circular No.15/2013 dated 
13.9.2013 (Existing notified AS 
continue to apply for the time 
being) 

Books of Account and Financial Statements 



Financial Year 
–S.2(41) 

Defined as period ending on 31st March of  
every year 

May or may not 
be a year 

Consolidated 
Financial 
Statements 
(CFS) 
–S.129(3) 

Company having subsidiaries shall prepare CFS 
and lay such CFS before AGM along with 
standalone Financial Statements. Subsidiary to 
associate company and Joint Venture.  
 
The company to also attached a separate 
statement containing salient features of the 
financial statements of its subsidiary/ 
subsidiaries in Form AOC-1. 

Certain 
documents to be 
attached and 
information to be 
annexed to the 
balance sheet of 
holding company. 
 

Signing of 
Financial 
Statement  
–S.134 

 By the Chairperson, if authorised, or By 2 
directors, out of which one to be MD or 
CEO,  

 By the CFO, and  
 By the Company Secretary. 

2 Directors, one 
MD, if there is 
one, and manager 
or Secretary 

Financial Statements 



Revision in 
Financial 
Statement or 
Board’s Report  
(S. 131) 

After Tribunal’s approval, a Company may prepare 
revised financial statement or Board’s Report for 
any of three preceding year(s). Members to 
approve such revision in general meeting.  

Not provided earlier  

Filing of Financial 
Statement (S. 137) 

Un-adopted Financial Statement to be filed with 
ROC within 30 days of date of AGM as provisional.  
 

NFRA  
(S. 132) 
 

 Ensure monitoring and compliance of 
accounting and auditing standards 

 Oversee quality of services by professionals  
 Recommend Central Govt. on formulation of 

accounting and auditing policies. 
 To have power to check no-compliance same 

as civil court  

National Advisory 
Committee on 
Accounting 
Standards (NACAS) 
 

Financial Statements 



• Auditor to be appointed till the conclusion of 6th AGM 
• Appointment to be ratified by members at every AGM 
 
Mandatory Rotation of Auditors (Except for OPC and Small Companies): 

 Listed Companies 
 Unlisted companies (having paid-up share capital > Rs.10 crore); 
 Private companies (having paid-up share capital > Rs.20 crore);   
 All companies having public borrowing from financial  institutions, banks or public 

deposits > Rs.50 crore 
  

 not to appoint  (i) An individual as auditor for more than 5 consecutive year; 
(ii) Firm of Auditors for more than 2 terms of 5 consecutive years 
 

- Every Company to comply with this provision within 3 years from date of 
commencement of Act. 
 

- Specific services restricted (viz., accounting and book keeping, internal audit, acturial 
services, investment advisory, investment banking, management services, etc.) –S.144 
 

Audit and Auditors 



Internal Audit  
(S. 138, read with 
Rule 13, Chapter IX) 

Every Listed Company + Every unlisted public company having – 
i) Paid up capital of Rs.50-crore or more during previous F.Y., or 
ii) Turnover of Rs.200-crore or more during previous F.Y., or  
iii) O/s loans or borrowings from banks  or public financial 

institutions exceeding Rs.100-crore  at any point during 
previous Financial Year; or 

iv) O/s  deposits of Rs.25-crore or more at any point during 
previous Financial Year. 

Power and 
duties of 
Auditors  
–Section 143 read 
with Companies 
(Audit & Auditors) 
Rules 2014 

 

Auditors to report on: 
-  Impact of pending litigations on its financial position in  
   the Financial  Statements  (Rule 11) 
- Report to Central Government , any offense involving Fraud 

likely to materially effect the company (Rule 13) 
- etc. 

Audit and Auditors 



S#143 (14) 

• Provisions of Section 143 (Powers and 
Duties of Auditors) shall mutatis  
mutandis apply to – 
 
– The Cost Accountant in Practice conducting 

cost audit u/s 148; or 
 

– The Company Secretary in Practice 
conducting Secretarial Audit u/s 204 

 
 
 

Audit and Auditors 



S#147(1) 

• On the Company – If any of the provisions of 
sections 139 to 146 (both inclusive) is contravened, 
the company shall be punishable with fine which 
shall not be less than Rs.25,000/- but which may 
extend to Rs.5,00,000/- and  
 

• Officers in default –every officer of the company 
who is in default shall be punishable with 
imprisonment for a term which may extend to 1 year 
or with fine which shall not be less than Rs.10,000/- 
but which may extend to Rs.1,00,000/-, or with both. 
 
 

Punishment for Contravention 



S#147(2) 

• On the Auditor –If an auditor of a company contravenes 
any of the provisions of section 139, section 143, section 
144 or section 145, the auditor shall be punishable with 
fine which shall not be less than Rs.25,000/- but which 
may extend to Rs.5,00,000/-; 

 

• If an auditor has contravened such provisions knowingly 
or wilfully with the intention to deceive the company or 
its shareholders or creditors or tax authorities, he shall 
be punishable with imprisonment up to 1 year and with 
fine which shall not be less than Rs.1,00,000/- but which 
may extend to Rs.25,00,000/-. 

Punishment for Contravention 



Loans to Directors, etc. 

Section 185 
vs.  

Section 295 



S#185 

• Save  as otherwise provided in the Act, 
 

• No company shall directly or indirectly,  
 

– advance any loan (including loan represented by a book 
debt) or  

– give any guarantee or provide any security in connection 
with any loan, 

 
• to any of its directors or any other person in whom 

the director is interested. 
 

Loans to Directors, etc. 



The expression “To any other person in whom 
director is interested” means: 

 

• any director of the lending company or of its 
holding company;  

• any partner or relative of such director;  

• any firm in which such director or relative is a 
partner;  

• any private company of which such director is 
a director or member;  

 

Loans to Directors, etc. 

S#185 



…contd… 
 

• any body corporate in which such director holds 
25% of the total voting power which is exercised or 
controlled by such  director or by two or more such 
directors, together; or 
 

• any body corporate, the board of directors, 
managing director or manager whereof are 
accustomed to act in accordance with the directions 
or instructions of the Board or any of the director or 
directors of the lending company.  

 

Loans to Directors, etc. 

S#185 



EXEMPTIONS provided for: 
 
• Certain categories of loans to 
 Managing/ Whole Time Director  

 
• Companies which provide loans/give 
 guarantees or securities in the 
 ordinary course of its business 

 
• Loans, guarantees given or security 
 provided by holding company to its 
 wholly owned subsidiary 

 
• Guarantees given or security provided 
 in respect of loan made by any bank 
 or financial institution to its subsidiary 
 
 

Exemption for private 
companies taken 

away 

Exemptions only if  
loans made under 
these rules are 
utilized by subsidiary 
company for its 
principal business 
activities  

Loans to Directors, etc. 

S#185 



• On the Lending company –From Rs. 5 Lakhs to 
Rs.25 Lakhs 

 

• On the Director or other person to whom loan 
advanced/ security provided : 

 i.  Imprisonment upto 6 months or 

 II.  Fine of minimum Rs.5 Lakhs to Rs.25 Lakhs 

Punishment for Contravention 



Loans and Investment by a Company 

Section 186 
vs.  

Section 372A 



Loans and Investment by a Company 

Without prejudice to the 
provisions contained in this Act, 
a Company shall, unless 
otherwise prescribed, make 
investment through not more 
than two layers of investment 
companies; 

Section 186(1) 



Loans and Investment by a Company 

No company shall directly or indirectly: 
 
a) give any loan to any person or other body corporate; 
b) give any guarantee or provide security in connection 

with a loan to any body corporate or person;  and 
c) acquire by way of subscription, purchase or otherwise, 

the securities of any other body corporate 
 
• exceeding 60% of its paid-up capital + free reserves + 

security premium; or 
 

• 100% of its free reserves plus securities premium, 
whichever is more. 

S#186(2) 



Conditions/ 
Requirements 

(1) Investment through more than 2 layers of 
Investment Companies Prohibited (subject to 
exceptions which includes company outside India)  

(2) Limit  - Higher of (i) 60% PSC & free reserves & 
securities premium A/c, or (ii) 100% of its free 
reserves & securities premium A/C. 

       If limit exceeds , prior approval by Special 
Resolution passed at the General Meeting 

No such restrictions earlier.  
Exemption was available to 
Private Companies. Also, 
exemption was available 
w.r.t. loans or investment 
given or made by a holding 
company to its subsidiary 
company.  

Restrictions on 
Investments 
by a Company 
–S. 186(5) 

No Investment shall be made by the Company unless 

• Resolution of the Board with the consent of all the 
directors present at the meeting. 

• Prior approval of the PFI (if a term loan is subsisting)\ 

 –if the permissible limit u/s 186(2) is crossed or  

–where  there is default 

No resolution by  
circulation. 
 

Restrictions on 
Loans by a 
Company – 
S. 186(7) 

Loan Interest rate not to be lower than 
prevailing yield on 1/3/5/10 years 
Government securities (closest to the tenure 
of the Loan). 

Defaulter of Deposit or 
interest thereon 
prohibited to give Loan 
or guarantee –S.186(8) 

Loans and Investments 



Disclosure  
requirement 

 

Financial Statements to contain full particulars of 
the loan given, Investment made or guarantee 
given, or security provided and the purpose for 
which the loan or guarantee given or security is 
proposed to be utilized by the recipient. 

Register Register of Loans, Guarantees, Securities to be 
maintained in Form # MBP 2. 
 
The register shall be kept at the registered office 
of the company and shall be maintained and 
preserved permanently by the company.   

Loans and Investments 



Resolution under Section 186(3) not needed if: 

• Loan or Guarantee or Security to Wholly Owned 
Subsidiary or Joint Venture Company 
– JV company not defined  

– Cases of Loans to all company whose shares are owned 
under a JV agreement 

 

• Investment in Wholly Owned Subsidiary 

• As per section, only ‘special resolution’ is 
specified. Rule 13(1) prescribes prior approval by 
special resolution prescribed. 

Requirement of Special Resolution 



Loans and Investment by a Company 

Existing loans and investments 
 
Special resolution to be passed within 1 year from 
notification of section 186. 
 
Rule 13(2) permits general authority by special 
resolution to Board to specify upper limit of total 
amount of loan, investment, guarantee and/or 
security in relation to Loan. 
 
Unanimous Board approval will still be required. 

S#186(11) 



Loans and Investment by a Company 

EXCEPTIONS 
 
Nothing contained in Sec. 186 (except sub-section (1)) shall apply to – 
 Banking Company 
 Insurance Company 
 Housing finance Company (in the ordinary course of its business)  
 a company engaged in the business of financing of companies or 

providing infrastructural facilities.  
 Any acquisition – 

 by an NBFC whose principal business is acquisition of 
securities. Exemption from lending and investment both. 

 by a company whose principal business is acquisition of 
securities 

 of shares in Right issue of investee company u/s 62(1)(a) 
 

S#186(11) 



• On the Company – If a company contravenes the 
provisions of this section, the company shall be 
punishable with fine which shall not be less than 
Rs.25,000/- but which may extend to 
Rs.5,00,000/- and 

  
• On officers-in-default – every officer of the 

company who is in default shall be punishable 
with imprisonment for a term which may extend 
to 2 years and with fine which shall not be less 
than Rs.25,000/- but which may extend to 
Rs.1,00,000/-. 

Punishment for Contravention 
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