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Additional Disclosure Statements |

Learning Outcomes ™ ,
1’ > To understand the need for additional disclosure statements

> To know about the auditor’s report in detail
»> 'To understand the funds flow statement and statement of changes in equity.

> To understand the purpose and features of corporate governance report
» To understand the need and contents of director’s report

4.1 Introduction
During the last few decades, there have been numerous financial frauds and scandals across the go%
Enron, World com, Xerox are some of the well-known accounting scandals at the international level

4.2 Need for Additional Disclosyre Statements

Additional Disclosure is required in order to sati
B atisfy the varying informational needs of the
groups. Accountants limited knowledge of usery Preferences agnd behaviz::ﬁ' makes it diffic

e
diﬁeren‘.\ijx
alt 109
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le reporting option against avai i
gle rep g gainst available competing alternatives. As a consequence, it is argued that these

difficult choices can be avoided by presenting more detai '
, X § > detailed di: ing si
several alternatives that satisfy some logical criteria (]awah:(\r I‘:lcl:k;S;;;F)c SpOZ:)Y EpEAmpE et

e recurring frauds and scandals have ¢
Th by g e c:u.]d'\']s have eroded the investors’ confidence in financial reports to a ve
Jarge extent. Through the provisioning of additional disclosure state i
e the investors’ confidence in fi ; ‘ ¢ statements, an attempt has been made
o restor . MOEDEELn financial reporting. These statements contain vital information
about the companys operations, which can have a significant impact on decision making of various
stakeholders 1n the company. The information needs of the stakeholders are met comprehensivel
through the qualitative information in these statements, which does not form part of financial Statementz
Besides the present position of the company, the future prospects and planning and the strategic focu;
areas are also hinted at. Since investors and creditors operate in uncertainities, trust the role of enhanced

information lies in reducing this uncertainity and thus altering their beliefs and in proving decision
making (Beaver, 1981, pp. 24-26).

One of the major limitation of accounting process is that it is necessary to make certain assumptions
sbout the future and depending on these assumptions, various estimates are made with respect to many
diture and benefits while reporting them in the financial statements. These assumptions may turn

" out to be false in the future actual conditions, and thereby, the estimates depending on them would be
| inaccurate. Thus, the financial results based on these estimates would be misleading for the stakeholders.

e additional disclosure requirements are meant to address this kind of limitation by providing the
supplementary information about these assumptions and estimates.

Accounting process is also criticised for its inability to incorporate qualitative information in
ucing of financial statements. This concern is addressed through the mandatory provisioning of
itional disclosure statements. The other plausible reasons for increasing need of additional disclosure
fements can be the increasing complexity of business world today, the diverse nature of stakeholders’
eeds and the increasing financial and all kinds of other risks surrounding the companies.

43 Auditor's Report :
431 Need for Auditor's Report

In order to increase the credibility of the financial statements, it is necessary that an independent third
Pel‘son_.should certify the reliability and validity of financial statements. This i the purpose served by
aﬂlll auditor’s report. According to SA 200 (Standards on Auditing as issued by ICAD), which talks about
foeeg;er all objectives of the independent auditor and the conduct of an audit, the purpose of an audit is
. ance the degree of confidence of intended users in the financial statements. This is achieved by an
. $sion of an opinion by the auditor on whether the financial statements are prepared, in all material
Pects, in accordance with an applicable financial reporting framework adopted by the company. The

audit ; : .
resp(t, rlls ‘;(')r'l(?ucted on the assumption that the management and those charged with governance, have
sibilities which are fundamental to the conduct of audit.

M , , ,
°btaina1ny companies make use of this report to certify their information so as to attract the investors,
o ot?ans’- enhance public image and improve corporate relations. But, it should be noted that the
auditor’s report is limited to document the reasonable assurance that the financial statements
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‘or erroneous. Nowhere it establighe
are free from material mis-statement, whether fraudulen;meed et "
creditworthiness of the entity or good performance or guar

432 Relevant Provisions of Companies Act, 2013 for Auditors Report

« Section 143(2) and (3) provides that the auditor’s -reporf shall state the ?ollowing;
A of his (auditor’s) knowledge, the. ﬁnancml. statements give a true apq
* I?tﬁzest:::et ::f company’s affairs as at end of its financial year. . |
(b) Whether. he has obtained all information and explanations, which to the

knowledge and belief were necessary for the purpose 9f his audit and if not, th
thereof and the effect of such information on the financial statements.

fair View

best of
€ detajlg

(c) Whether proper books of accounts, as required by law, have been maintained by the
company.

(d) Whether in his opinion the balance sheet and profit and loss account of the company
comply with the Accounting Standards prescribed by the Central Government;

(e) The observations or comments of the auditors on financial transactions which have any
adverse effect on the functioning of the company;

(f) Whether any Director is disqualified from being appointed as Director under section
164(2).

() Whether the report on the accounts of any
company’s auditors has been sent to him an
preparing his report;

(h) Whether the company has adequate int
operative effectiveness of such control,

(i) -Any qualification, reservation or
accounts and other matters,

branch office audited by a person other than
d the manner in which he has dealt withitin |

ernal financial control system in place and the |

adverse remarks relating to the maintenance of 1

~ . t
and Auditors) Rules, 2014 provides that the Auditors Repo |
the following matters:

(i) Whether the company Pact, if any of pending litigations 0° its

has disclosed the im
financial position in its financial statement.
(i) Whether the company has made

) ) ; Provision for foreseeable losses, if any, on lon
contracts including derivative cq

ntracts;
(iii) Whether there has been delay in depositing money into the jnvestor educatio?
protection fund by the company.

g—tefm |
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433 Types of Audit Reports

Unqualified Audit Report: Popularly called clean report, this report is so issued by the auditor,
certifying that the financial statements are prepared in conformity with GAAP and are free
from any misrepresentations. This is the best report which any business can receive. The auditor
states that: The financial statements give a true and fair view of the state of affairs and the profit
and loss account for the period.

Qualified Audit Report: If the Audit Report contains qualification, reservation or adverse
remarks, such an audit report is called a Qualified Audit report. It contains a qualified opinion
by the auditor that the financial information presented in the annual report does not confirm
to GAAP (Generally Accepted Accounting principles). This report contains an additional

paragraph stating the reasons why it is not unqualified. The auditor has to quantify the effect of
all qualifications on the financial statements as a whole as well as on individual items. If he is
not able to quantify the effects, he can make use of reasonable estimates.

Adverse Audit Report: When the auditor is of the opinion that the financial information is not
prepared or represented as per GAAP and also contain many errors, fraudulent or otherwise, he

issues an adverse report, which is considered to be the worst kind of a report for any business

to receive. This report is not accepted by the investors, lenders and other stakeholders without
being re-audited. |

Disclaimer of Opinion: If the company’s management fails to provide all the relevant
information, records, documents etc to the auditor for carrying out the audit, the auditor may

issue a report containing a disclaimer that he was unable to form any opinion regarding the
financial information reported by the enterprise.

n: An auditor determines that-a company’s financial statements are prepared in accordance

with applicable accounting standards except with respect to inventory reporting. This
exception most likely results in an audit opinion that is:
A. adverse.

B' qualiﬁedo
C. unqualified. ‘
B is correct. A qualified audit opinion is one in which there is some scope limitation or

exception to accounting standards. Exceptions are described in the audit report with additional
explanatory paragraphs so that the analyst can determine the importance of the exception.

434 Contents of Auditor's Report

e con i s . ' -
esset:m-s of the auditor’s report can be divided in the routine parts of any report like the title,
» > Signature, date etc; and the more specific contents like introductory paragraph, management’s

ibilj - ,
ility for the financial statement, auditor’s responsibility etc. These are discussed below.
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Routine.Contents | |
are essentially present in any kind of report, like, the e

This means the general contents which signatures,' date and placeofsigningithe report

i d to,
addressee to whom the report is addresse s o e |
a title clearly indicating that it is the report of lts'mdepen deny

, as required by the persons appointing them. Usually, the addreg
pudior Shoutlfcilbe:ociilif;.d ﬁl:clj\(zllgilt:)t"s }Irlcpor‘i shall be duly signed. When audit is p erfOrI:]i_edb
the me.mlgirs otheleersmf’so authorised by the firm, will sign the repo_rt. Signatures are ObViously pu);
an :;udxt y ‘;}' he rpeport- The Auditor’s Report shall be dated no' earlier than the date on which the
:;:liti)re Illms obtained sufficient appropriate audit evidence on which to base the audiFor’s Opinion g
the financial statements, including evidence that; (a) All the statements t'hat comprise the financiy)
statements, including the related notes, have been prepared; and (b). Those with the recognized authgy;
have asserted that they have taken responsibility for those ﬁnar%aal state.mefnts. The Auditor Report
shall name specific location, which is ordinarily the city where this report is signed.

The: Auditor’s Report shall have
dre

Other Contents | _ ,
(A) Introductory Paragraph: The Introductory paragraph in the Auditor’s report shall:
(2) Identity the entity whose financial statements have been audited;
(b) State that the financial statements have been audited; bt
(c) Identify the title of each statement that comprises the financial statements;

(d) Refertothe summary of significant accounting policies and other explanatory information;
and *c B

(€) Specify the date or period covered by each financial statement comprising the financial
statements, _ ;
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! ng estimates made by mana ement, as well as the overall
presentation of the financia] statements. ’ °

(d) Thg' i\uﬁltor IS) R.eporF shall state whether the auditor believes that the audit evidence the
auditor has obtained is sufficient and appropriate to provide a basis for the auditor’s opinion.
N ) * e .
(D) Auditor’s opm.lon: The fact and reasons as to the opinion of auditors regarding the financial
statements; which can be a qualified opinion, or unqualified, or adverse, or a disclaimer.
(E) Other Reporting Responsibilities: This separate section in the report should be sub-titled

as “Report on other Legal and Regulatory Requirements” or otherwise as appropriate to the

contents of the section. This contains declarations regarding the fulfilment of relevant sections
and rules of applicable laws. : |

SAMPLE AUDITOR’S REPORT

The following is the Auditor’s report 2015-16 of Infosys Limited
Independent Auditor’s Report To the Members of Infosys Limited

(a) Report on the Standalone Financial Statements: We have audited the accompanying .
standalone financial statements of Infosys Limited (‘the Company’), which comprise
the balance sheet as at 31 March 2016, the statement of profit and loss and the cash flow

statement for the year then ended, and a summary of significant accounting policies and
other explanatory information.

(b) Management’s Responsibility for the Standalone Financial Statements: The Company’s
Board of Directors is responsible for the matters stated in Section 134(5) of the Companies
Act, 2013 (“the Act”) with respect to the preparation and presentation of these standalone
financial statements that give a true and fair view of the financial position, financial
performance and cash flows of the Company in accordance with the accounting principles .
generally accepted in India, including the Accounting Standards specified under
Section 133 of the Act, read with Rule 7 of the Companies (Accounts) Rules, 2014. This
responsibility also includes maintenance of adequate accounting records in accordance with
the provisions of the Act for safeguarding the assets of the Company and for preventing
and detecting frauds and other irregularities; selection and application of appropriate
accounting policies; making judgments and estimates that are reasonable and prudent; and
désign, implementation and maintenance of adequate internal financial controls, that were
Operating effectively for ensuring the accuracy and completeness of the accounting records,
relevant to the preparation and presentation of the financial statements that give a true and
fair view and are free from material misstatement, whether due to fraud or error.

Auditor’s Responsibility: Our responsibility is to express an opinion on these standalone
financial statements based on our audit. We have taken into account the provisions of the
Act, the accounting and auditing standards and matters which are required to be included
in the audit report under the provisions of the Act and the Rules made thereunder. We
: conducted our audit in accordance with the Standards on Auditing specified under Section
- ~—___143(10) of the Act. Those Standards require that we comply with ethical requirements and
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" 44 Directors’ Report (Board of Directors’ Report)

% The directors are entrusted with the management of the company. They are responsible for the effective
. conduct of company’s operations and liable towards all the stakeholders in the company for looking after
their interest while discharging their duties towards the company. Thus, by making directors’ report a
mandatory part of the annual report, the idea is to establish their responsibility through mandatory
requirement of additional disclosures guided by multiple sections of the Companies Act, 2013 and
rules made thereunder; and also-through compulsory clauses in the listing agreements governing their
* membership in the stock exchanges. | |

-

44,1 Disclosure Requirements as per Companies Act, 2013

Sections 131, 134, 135, 149, 177, 178, 188, 197, 204.

(a) the extract of the annual return in the prescribed form

(b) number of meetings of the Board;

(c) Director’s Responsibility Statement stating the details in respect of frauds reported by auditors.

(d) company’s policy on director’sappointment and ;emuneration includingcriteria for determining
qualifications.

(e) particulars of loans, guarantees or investments as specified by the Act;

(f) particulars of contracts or arrangements with related parties with respect to sale, purchase or
supply of any goods or materials; selling or otherwise disposing of, or buying, property of any
kind; leasing of property of any kind; availing or rendering of any services; appointing of any
agent for purchase or sale of goods, materials, services or property. : ~.

(g) the state of the company’s affairs; ‘

(h) the amounts, of any, which it proposes to carry to any reserves;

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

() material changes and commitments, if any, affecting the financial position
which have ocfurred between the end of the financial year of the COmpan to Wh(; ik:}t)i cifl)mP any
statements relate and the date of the report. . e financial
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_ o any on :
(k) the details about the policy developed and nnplernented l?Y the company On COrporate sqcjy
el s i4 t‘ taken ldl,lfing the Year; . . : :
I'CSP(TIISlblhtY mltfla 1ves.Si0rl < the Board Report if its, financial §tatements does not give 3 trus
(1) Detailed reasons 1or revi - ompanies or do not comply with g,

S ' the company Or €
" and fair view of the state of affairs of the p the form or forms as may be provige q

i d are notin
ing standards notified by the MCA an N . .
?(S;(:lligzrzits :1288 or classes of companies 11} Schedule IIT of the Act; shall be disclosed in the

Board’ t in the re hich such revision is being made. i
oard’s repor

levant financial year inw
(m) Composition of the Corpora

te Social Responsibility (CSR) Committee.
(n) If the company fails to spend CSR amount, the Board of Directors shall, in its report specify the
reasons for not spending the amount.

t of Independent Directors:

(o) Disclosure in case of reappointmen .

(p) Composition of Audit Committee and where the Board of Directors had not accepted any .
recommendation of the Audit Committee, the same shall be disclosed along with the reasons thereof

(q) Details of establishment of vigil mechanism for directors and employees in order to report

genuine concerns in such manner as may be prescribed. 7 | |
(r) The ratio of the remuneration of each director to the median employee’s remuneration and such

other details as may be prescribed.

4.4.2 Disclosure Requirements as per Companies (Accounts) Rules, 2014

1. The Board's Report shall be prepared based on the standalone financial statements of the

company and the report shall contain a separate section wherein a report on the performance

~and financial position of each of the subsidiaries, associates and joint venture companies
included in the consolidated financial statement is presented.

2. The Report shall contain the particulars of contracts or arrangements related to—
(a) Conservation of energy

(i) the steps taken or impact on conservation of energy;

(23 $: zr;:;la'l(en bty the company for utilizing alternate sources of energy;
\ Investment on ener . .
(b) Technology absorption RSSO e JpEniS
« the details of technology imported;
+ the year of import; ,

o whether the technology been fully absorbed;

o if not fully absorbed, areas wh
thereof; and ere sbso

(iv) the expenditure incurred on Research and Devel
(c) Foreign exchange earnings and Outgo elopment.

The Foreign Exchange earned in terms of actual inflo

ik . rel
Exchange outgo during the year in terms of actual Out‘gz iunng the year and the Forei#”
s.

3. A statement indicating the manner in which formal annual . ge by ¢
Board of Directors of its own performance and that of its COI:;;?::;O; galsl.l Z:r; unalladir s

rption has not taken place, and the reasons

Scanned with CamScanner




/

4 The Report shall also contain—
(a) the financial summary or highlights.
(b) the change in the nature of business, if any; _
(c) the details of directors or key ménagerial personnel who were appointed or have resigned
during the year; ’
(d) the names of companies which have become or ceased to be its Subsidiaries, joint ventures
or associate companies during the year;
(e) the details relating to deposits, covered unde}' Chapter V of the Act,
(i) accepted during the year; / ’
(ii) remained unpaid or unclaimed as at the end of the year;

(iii) whether there has been any default in repayment of deposits or payment of interest
thereon during the year and if so, number of such cases and the total amount
involved—

« at the beginning of the year;
_» maximum during the year;
« at the end of the year; -
(f) the details of deposits which are not in compliance with the requirements of Chapter V of
the Act; _
(g) the details of significant and material orders passed by the regulators or courts or tribunals
impacting the going concern status and company’s operations in future;

(h) the details in respect of adequacy of internal financial controls with reference to the
Financial statements.

443 Disclosure Requirements as per Listing Agreement (with the stock exchange)

1. The details of establishment of vigil mechanism for directors and employees to report concerns
about unethical behaviour, actual or suspected fraud or violation of the company’s code of
conduct or ethics policy.

2. Management Discussion and Analysis report that should include discussion on the following
matters within the limits set by the company’s competitive position:

Industry structure and developments.

* Opportunities and threats

Segment-wise or product-wise performance.
* Outlook

* Risks and concerns
Internal control systems and their adequacy
Discussion on financial performance with respect to operational performance

* Material developments in Human Resources / Industrial relations front, including number
of people employed.

Certlﬁ'cate obtained from either the auditors or practicing company Secretaries regarding
compliance of conditions of corporate governance.
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45 Funds Flow Statement

The term ‘funds’ in accounting terminology means working capital, which is eccllual t.o current sgey
minus current liabilities. The funds flow statement lists out the sources of fumcils an :}?phcatlons (.)ffun ds
during a particular period. The excess of total sources of fund's during a period over the total applicatiops
of funds results in net increase in the working capital during a perzod,‘ar.ld vice-a-versa. Accountj,
Standard (Revised)-3 has made Funds Flow Statement obsolete. Hence., it is relevan't ogly where o
enterprise prepares it for some specific requirement related to tracking 'changes In working capity]
movements during the period. This statement is usually supplemented with another statement called
Schedule of changes in working capital, which lists out all the current assets and liabilities individuauy
of the current year as well as of the previous year and then, the net increase or decrease in the individyg]
“current asset and the current liability is also recorded. The increase in current assets are recorded
‘Increase in working capital) while the increase in current liabilities are recorded as ‘Decrease in working
capital’; and vice-a-versa. At the end of the statement, ‘the increase’ is compared with ‘the decrease’ in the
working capital to find out the net increase or decrease (see the format given under 3.7.2, Step 1), which
is same as the one reported by the Funds Flow Statement. v

4.5.1 Benefits of Funds Flow Statement

Funds Flow Statement is useful for Long Term Analysis. It is a very useful tool in the hands of the
management for judging the financial and operating performance of the Company. The Balance Sheet
and the Profit and Loss A/c (Income Statement) fail to provide the information which is provided by the

1. ‘The Funds Flow Statement helps in answering the following questions:
Where have the profits gone?

enterprise?
Why is the concern financially solid jn spite of losses?

2. }'fhe bFunds ft}_?lox.«r :ltatement analysis helps the Management to test whether the working capital

as been eftectively used or not and the working capital Jeve] s adequate or inadequate for the

requirements of the business. The Working Capita] Posit; 1 taki
: -, ti i taking
policy decisions regarding payment of diVidenI()1 etc. Osition helps in the management in

4. There may be seveml'reasons fm]‘ Chfmges in the Working Capital position of a company som*
of which have been discussed below:
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(a) Purchase of Fixed Assets or Long Term Investments without raising Long Term Fun
(b) Payments of Dividends in excess of the Profits earngd.
(c) Extension of Credit to the Customers.

(d) Repayment of a Long Term Liability or Redemption of Preference Shares without raising
Long Term Resources.

151 Preparation of Funds Flow Statement
. pl: Prepare Statement of changes in working Capital

b For preparing the Funds Flow Stateinent, the first step is to prepare the Statement of Changes in
Working Capital. . .
Statement of Changes in Working Capital of X Ltd
Cent Assets:
Stock
Debtors
Cash etc.
Total
| Current Liabilities:
Bills payable
Creditors .
Q“tstanding expenses eté. -
T ' @0 | o
Working Capita] Total current | Total current
assets assets
minus minus
current current
—_— liabilities [ Liabilities

I_%t increase (or decrease) in the working capital (a) --- (b).

- Step .
Lagas 4 I_L Prepare Funds from Operations
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il A Ount
Net Income ~ s XxXx
ADD A -
1. Depreciation on Fixed Assets XXX

2. Amortization of Intangible Assets o o
3. Loss on Sale of Investments *?
4. Loss on sale of Fixed Assets ?
5. Losses from other Non-Operating Incomes -
6. Tax Provision (Created out of Current Profits) o o
=
XX
\.
e —
XXX
XJT
XXX
Xxx

7. Proposed Dividend

8. Transfer to Reserve

(Less)

1. Deferred credit

2. Profit on Sale of Investments

_ 3. Profit on Sale of Fixed Assets

4. Any written back Reserve & Provision

* Step III: Preparation of Funds Flow Statement:

2. Long Term Loans: _
Short Term Loans :::EC mr:il;ng;esc}::wed o0 raising Long Term Loans is shown under this head
preparing the Statement of Gt own here as thejr treatment has already been done while

nges j - R
3. Sale of Investments and otherg lji;:;v:klzg Capital.
sets:
4. Funds from Operations: The F
required to be shown here,
5. Decrease in Working Capital; Th;

come from change in Working Caps would be t}

ital Statement
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Applcations of Funds

Jtems to be shown under Application of Funds are as follows:
1. Purchase of Fixed Assets and Investments: The Cash Payment made for p

4,

99
Additional Disclosure Statements ||

urchase of Fixed
ue of

ifthe

Assets and Investments is an application of Funds. But if the purchase is made by iss
shares or debentures, such a transaction will not constitute application of funds. Similarly,

purchases are on credit, these will not constitute fund applications.

Redemption of Debentures, Preference Shares and Repayment of Loan: Payment made

including Premium (or less discount) is to be taken as fund application.

Payment of Dividend and Tax: Payment of Dividend and Tax are to be taken as applications of
fund if the provisions are excluded from Current Liabilities and current Provisions are added
back to profit to determine the “Funds from Operations™

Increase in Working Capital: This would be the Balancing Figure of the Statement a.nd'will
come from Changes in Working Capital Statement.

As explained above, the Funds Flow Statement summarizes for a particular period the resources
made available to finance the activities of an enterprise and the uses to which such resources have

been put.
Issue of shares for cash XXX Purchase of Fixed assets for cash XXX .‘
' ' Purchase of Investment for cash XXX
Issue of Debentures for cash XXX Redemption of Debentures - XXX
Redemption of Preference shares XXX
Raising of Long-term loans XXX Repayment of Long-term loans XXX
Sale of Investments Payment of Dividends
i Sale of Fixed Assets
Decrease in working capital* Increase in Working Capital*
(Excess of Applications over sources (Excess of sources over Applications
of Funds) (Bal. Fig.) of Funds) (Bal. Fig.)

" Either of the two can be there.

1.5.3 Distinction between Funds Flow Statement and Cash Flow Stutemem

The following are the points of distinction between Funds Flow Statement and Cash flow statement:

(i) Funds Flow Statement deals with the change in the working capital
Statement deals with the change in the cash position between twq

Flow Statement is based on the Accrual System of Accounting’ However o o
Flow Statement — only the transactions affecting Cash or Cash eqUiValer;ts ate t:.lf Czash
€n into

consideration.
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‘ ; d closing balances but in the cagh
: does not contain any Opemng; I;nd cash equivalents are given, Hlo
(ii) Funds flow Statement 011 T losingb Jlances of cas ol llcaionsreg o
ing as wWeé and and a ns o
Statement, opEn ™ t records SOUTCES of funds, OI? or;eof funds, the result is an incf N ;-
(iii) Funds Flow Statemen” - f funds exceed application €ase i

the other hand. If soumziz:es of funds fall short of applications of funds, the fina] figure is

the working P .ital- t s'tal Cash Flow Statement r-ecords mflows ‘ Ogtﬂows o.f Cash, T,
a decrease Wor (I8 C: pllinf.lows and total outflows 15 the net increase or decrease in cash g4

. tota ,
difference between

cash eql;ivalgrt:;ment aﬁalyses the Sources and Application of Funds of Long Term natyre ang
Funds Flow 5ta

or Decrease in Long Term Funds will be reflected on ,the Working Capitlyg | |
the Net II}I(]::ea(s:flSh Flow Statement only considers the Increase or Decre.ase in Culrrent Agge
the B L abilitiesin calculating the Cash Flow of Funds from Operations.
or

(iv) A statement showing changes in working C‘11Pita1.i5 usually prepared along with Funds Flow
! Statement. No such statement is prepared along with Cash Flows Statement.

(v) One canprepare Funds Flow Statement if Cash Flow Statement prep.ared by the indirect methog
~ is made available. But one cannot prepare Cash Flow Statement if Funds Flow Statement s
made available. To prepare Cash Flow Statement by the indirect method, one will also require
statement Showing Changes in Working Capital. To prepare Cash Flow Statement by the
direct method, one requires the figures of cash collected from customers and cash payments
to suppliers and employees which are not available in Funds Flow Statement and Statement

. Showing changes in Working Gapital.

ts

(vi) Funds Flow Statement is more relevant in estimating the firm’s ability to meet its long term
liabilities. However, Cash Flow Statement is more relevant in estimating the firm's capacity to
meet its liabilities after a short period of time. Funds Flow Statement is more useful for Long

Term Financial Planning. Cash Flow Analysis is more useful for identifying and correcting the
liquidity problems of the firm.

Funds Flow Statement is not required to be prepared by any business enterprise; it has rather

become obsolete. On the other hand, SEBI requires every listed company to prepare Cash Flow
Statement in the form prescribed by it.

(vii)

4.5.4 Distinction befween Funds Flow Statement and Income Statement

The following are the po; L ;
(ie., Profit angd Loss Aec ponts of distinction between Funds Flow Statement and Income Statemé”

count):
(i) Funds Flow Statemen : .
t mat . : A ! ied duri®é
that time whereas Inco ;Zasiltis the funds raised during a period with the funds applied 0V

ment matches the incomes and expenditure of a particulas per

. : 1l
us the increase or decrease in net working capital during a‘f;ni .
atement reveals the net profit earned or net loss incurred 47

(i) Fun.ds Flow Statemeht tells
of time whereas Income St
period of time,

(iii) Funds Flow Statem

dea-ls Wlth Only re

) ol
ent deals with revenue o
venue jtems,

te
as well as capital items whereas Income 2
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Funds Flow
w Statement.

(iv) In order to prepare Funds Flow Statement, Income Statement is required because
contained in the Income Statement forms the basis of a few items appearing in

Statement. Income Statement can be prepared without any reference to Funds Flo

(v) Preparation of Funds Flow Statement, though advantageous, is optional, Preparation of Income

Statement, barring for very small businessmen, is a must.

(vi) No concern is required to prepare Funds Flow Statement in any particular form. But companies

have to prepare Income Statement in a prescribed form,

46 Corporate Governance Report

“The term ‘corporate governance’ simply means the way a company is governed. The management Of the
rnance of a company is entrusted with the board of directors of a company and they are expected

to discharge their responsibilities in best of interests of the owners (shareholders) of the company. Good
rnance is one which is transparent, accountable, equitable, efficient, participative and inclusive. Over

the period of time, the term has evolved to encompass the interests of all the stakeholders including the
:otv as a whole. According to Solomon and Solomon, “Corporate governance is the system of checks
and balances, both internal and external to the companies, which ensures that companies discharge their
tability to all their stakeholders and act in socially responsible way in all areas of their business

e

Disclosure Requirements: The disclosure requirements for corporate governance are:

(a) Mainly listed in Clause 49 of the Listing Agreement issued by SEBI, which is mé_ndatory forall
listed companies to follow and, |

(b) Also through certain other clauses in the listing agreement, which are there to protect the
minority shareholders and ensure proper disclosures. _ :

(c) The companies Act, 2013 and Companies (Accounts) Rules, 2014 also prescribe Corporate
‘Governance Disclosures, which are applicable for every company, listed or unlisted.

These are discussed in detail in the following paragraphs.

46.1 (lause 49 of the Listing Agreement

By virtue of the provisions contained in clause 49 under the Listing Agreement, the company has
to provide a Management Discussion and Analysis report to the shareholders. This report may be
presented as part of the directors’ report or as an addition thereto. It should include discussion on the

following matters within the limits set by the company’s competitive position:
(i) Industry structure and developments.
(i) Opportunities and threats.
(iii) Segment-wise or product-wise performance
(iv) Outlook |
(v) Risks and concerns.

., - (vi) Internal control systems and their adequacy.

(vii) Discussion on financial performance with respect to operational performance.
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(viii) Material developments in Human Resources / Industrial Relations front, mcludmg number a
In acfc:i(:ipsfl ilonrt)ll:: ecc'.ll.ause 49 also provides for Management’s refo;tc(:rl c;g::rz? GOVern' |
: =R ired to give a detailed compliance report o p g efnanc'e nty
The listed col"npa‘mes are ieqél;vemance' in their annual reports. The report must spemﬁcauy hlghlight
sep;lr:(t;n sef;:s; g;)z}:;r?n eandatOI'Y requirements with reasons thereof1 alr:ﬁl ails)(t) .t:e exte
Itll?e non-ﬁlandator)' requirements have been adopted. Thttla’1 iﬁ?gg:zitsioi o ra;m.:t:
the auditors of the company regarding the 'compha.nce wi directors teport st e
stipulated in this clause and annex the certxﬁcate w1t.h tlllle uiffg mcluged-
the shareholders of the company. The following details sho e :

ertificate f,
gOVernance 5
nt annually ¢, all

(A) Brief statement on company’s philosophy on code of governance.

(B) Board of Directors: Composition and category of dire.ctors tha't comPrises of non-
executive directors, promoter, independent non-executive, nominee director,
attendance of each director at the Board meetings and the last AGM; numbe
or Board Committees in which he / she is a member of Chairperson, number
held, dates on which held. The board members should be informed about
and minimisation procedures, which are to be periodically reviewed to ensy

management controls risk by means of a properly defined framework.
(C) Audit Committee: Brief descri

members and Chairperson,
present, powers and role of audit committee

directors,

r of other Boards
of Board Meetings
the risk assessment
re that the executjve

major category, like capital expenditure, workin

qQuarterly declaration of financial results,
(D) Remuneration Committee: Brief descrip

members and Chairperson, attendance, re

tion of termg of reference, composition, name of
(E) Shareholder’s Committee: Name of non-

fmuneration policy, details of remuneration. ;
€xecutive director heading the committee, name an

ial resolutions
year through postal ballot — d

exercise, whether any special
procedure for postal ballot.

g S . e
(G) Disclosures: Materially significant related Party transactions having potential conflict W(lh’-lt‘lgb
interests of company at large; details of non-compliance by the company; penalties; o7

, mal
imposed on the company by Stock Exchange or SEBI or any statutory authority, on 3% ,:atioﬂ
related to capital markets, during the Jast th

: Tee years; whistle blower policy and e Wi
that no personnel has been denied access to

jan
' the audit committee; details of compli
mandatory requirements and adoption of the Non-mandatory requirements.

pass
etails of voting

allot
Pattern, person who conducted the postal b
resolution ig p

allot,
Toposed to be conducted through POStal b
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(H) Means of Communication: Quarterly results; newspapers where published; any website
where displayed; whether it also displays official news releases; and the presentations made to
institutional investors or to the analysts.

0 General Shareholder Information: AGM, its Date, time and venue; financial year; date of

book closure, diVidend payment date; listing on Stock Exchanges; stock code; market price data
during each month, performance in comparison to last financial year.

4.2 Other Clauses in the Listing Agreement

Apart from Clause 49 of the Equity Listing Agreement, there are certain other clauses in the listing
greement, which are meant for protecting the minority shareholders and ensuring proper disclosures:

. Disclosure of Shareholding Pattern.
. Maintenance of minimum public shareholding (25%).
+ Disclosure and publication of periodical results.

. Disclosure of Price Sensitive Information of Disclosure and open offer requirements under
SEBI (Substantial Acquisition of Shares and Takeovers) Regulations, 2011).

403 The Companies Ad, 2013

It prescribes the following as the disclosure requirements of the corporate governance report:

(i) All elements of remuneration package such as salary, benefits, bonuses, stock options, pension,
etc., of all the directors; ’

(i) details of fixed component and performance linked incentives along with the performance
Criteria; ‘

(iii) service contracts, notice period, severance fees;

(iv) stock option details, if any, and whether the same has been issued at a discount as well as the
period over which accrued and over which exercisable.

Q“}'mOh; Due to immense loss to Nepal in the recent earthquake, one FMCG Company undertakes
mﬂs alC(f)mmercia'l activities with considerable discounts and concessions at the related affected areas
2014_115 t;)lr a continuous period of 3 months after earthquake. In the financial statements for the year
¢ » the Management has shown the expenditure incurred on such activity as expenditure incurred

0 dj : - .
;thmge corporate Social Responsibility. State whether the intention of Management is correct.
40 with reasons, s :

| ?:::;“1 To qualify the expenditure to discharge Corporate Social Responsibility, the company has
o Orfty Wlt_h the provision of section 135(3)(a) of the Companies Act, 2013 which provides that a
fo be uned social responsibility policy as formulated by Board of Directors shall indicate the activities
Ompg ertaken by the company as specified in Schedule-VIL In this question it is stated that the
220 has done commercial activities at-considerable discounts and concessions in Nepal. Such

zue: are not covered under Schedule VII of the Companies Act, 2013 and therefore, the intention of
3ement is not correct.
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Repo tmg and Analysis

47 Electronic Dissemination ‘

. 1 information is also an
In the present digital age, it is but natural that the financial inf d shoyy , .

er saving and increasing a
electronically disseminated. With the world-wide concch- forfjf annual r%:ports to the s}‘far?l:r;
cut down unnecessary expenditures on printing and sencing Oldery

. : yations through electronic A
the companies, the need for carrying out financial disclofer® (I-l;hs%tne of thosegméljor r'~’gulartri1§ans-ls o
strongly and provided for in the regulations. The following @ DS in th

regard: , g1 =B =
11 the listed companies to maintain a fup;
Listing agreement mandates a : io
- i}:l;ls?:esl?a(\)rfr:lgli]llls)asif ir?formétion about them. The I;\rebszl(t)e1 gl)lould be regularly updateq fo
' gl ircular dated 16 December,
all the statutory filings. (SEBI circu ' .
2. Ministry of Corporate Affairs (MCA) has mandated all the hSte_d companies and the,
S s in the XBRL (Extensible Business RePOIting

. . t
idiaries to file their financial statements _ .
;‘izu;; Format) from the financial year ended 31 Marc’h, 2011 Onw?rdé. XBRL is an ope, -
Standard XML based languagé for electronic communication of financial information, whig,

offers various advantages in terms of easy preparation, greate.r efficiency, improYed accuracy
and reliability of the financial information. It also facilitates quick and easy -analysxs of financial
information required to facilitate decision making on the part of various investors, who have
different needs. Their different requirements are not adequately met by the present system of
financial reporting, wherein only the general purpose financial statements are prepared. Lots of
time and energy is spent on data mining and data gathering to prepare multiple reports for the
different users and thus, little time and energy is left for data analytics. XBRL offers to provide

effective solution to this problem.

3. MCA launched MCA 21, which is an e-filing portal where the companies are required to upload
_ their documents online. The public can easily access the documents of companies through this
portal as well as can download them. A monthly bulletin that provides some basic statistics of .
the Indian Corporate sector is uploaded every month onto the tab titled ‘Statistics & Reports

~ on this portal’s homepage. Further, the master data of various companies and Limited Liability
Partnerships (LLPs) are also available under this tab.

4, 11:. x:}el\;v BsgsEtemdcalled CFPS (Corporate Filing and Dissemination System) has been put jointl'y
reyturns ! ﬁnt ! NSE, which offers a XBRL enabled platform to the listed companies to file their
being maintaine ;tgck exchanges. Its URL is www.corpfiling.co.in. It has been developed and
the Lo tOeVieY ;11}18 Busmef)s Services (India) Pvt. Ltd. It acts as a common place for |
single interface to t}v: kinds of information related to the listed companies and provides? |
irtespective of em to keep a track of the latest filings of all the listed companies in Indiz |

e stock exchange these are listed with. All kinds of corporate announcements

regarding dividend, bonus, jss '
4 > ue f . .
by the companies on this Platforn(:, right shares, notice of meetings etc. are regularly upload

The companies act recognji |
o gnises the rj ~
publishing annual reports to b e right of shareholders to decide for the electronic mean of

eimplemented as the chj :
annual reports asthe chiefm : ohi  ceminatin?
al reports among the shareholders, based on the reaesirllls- Oéplu] :ilihm]y & an]e dodlsS:: should

3
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