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Chapter 19 

Audit of Dividends and Debentures tive investo A joint stock company is promoted with a profit motive 
invest their funds in the shares and debentures of a company. The ret 

investment is given in the form of dividend. 

Meaning and Definition of Dividend 

meaning that which is to be divided. In the Company Law and Practice, divider 
The expression dividend originated from the Latin word "dividendum 

means that portion of the profit which can be distributed amongst thee 

A few definitions of dividend are given. 

. The dividend is that portion of the corporate profits which has 
aside and declared by the shareholders. 

olders 
has been set 

Bacha F.Gzdar Vs CT 
2 "Profits available for dividend" means net profit after making any deduction which the directors can duly make. 

Fisher Vs Black and White Publishing Co. (1901 
3 Dividend means the sum paid and received as the quotient, forming the 

share of the divisible sum payable to the recipient. 
Hanuman Prasds Vs. Hiralal 

Provisions of the Companies Act, or Rules for Dividends 

Dividend shall be declared and paid according to the Provisions of Companies 
Act; 

Rules regarding Declaration of Dividend 

1. Resolution at the annual general meeting 
(a) Final Dividend is generally declared at an annual general meeting ala 

rate not more than what was recommended by the directors, in 

accordance with the articles of association of a company. 
(6) Board of directors must state in the Directors' Report the amou 

dividend, which it recommends to be paid. This is called 
dvidend, whereas the interim dividend, is simply paid after tne D 
fesolves to pay it. This does not require approval of the shareno 



19.2 
dit of Dividends and Debentures 

The dividend recommended by the Board of directors in the Boards 
Report must be declared at the annual general meeting of the company. 

This constitutes an item of ordinary business to be transacted at every 

annual general meeting. This does not apply to interim dividend. 
nent of dividend in proportion to paid-up capital 2Payment of 

Acco 
orording to Section 51 of the Companies Act, 2013, the companies are 

itted to pay dividends proportionately, i.e., in proportion to the amount paid 
emite 

each share 
Po raia means in proportion or proportionately, according to a certain rate. The 

when all shares are not uniformally paid up, i.e., on pro rata baisis. 

Brard 

a 

rd of Directors of a company may decide to pay dividends on pro rata basis, 

ollthe equity shares of the comapny are not equally paid-up. However, in the 

of preference shares, dividend is always paid at a fixed rate. [Table F, Article 

Dh idend to be paid only out of profits 
Dividend can be declared or paid by a company for any financial year, 

(a Out of the profit of the company for that year arrived at after providing 
for depreciation in accordance with Schedule 1l of the Companies Act, 
2013. 

(b) Out of profit of the company for any previous financial year/years 
arrived at after providing for depreciation in accordance with the 
provisions of the Act and remaining undistributed, out of both [Section 
123(1 Xa)] or 

(c) Out of both or out of moneys provided by the central Government or a 

State Governement for payment of dividend in purauance ofa guarantee 
given by the concerned Govemment [Section 123(1X6)]. 

4Establishment of Investor Education and Protection Fund 
According to section 125 of the Companies Act, 2013 as introduced by the 

Companies (Amendment) Act. 1999. the Central Government shall estblish a fund 
to be called the Investor Education and Protection Fund. 

Compulsory transfer to the reserves up to 10 per cent of profits 

Dvidend can be declared by a company for any financial year only after the 
Tansfer to the reserves of the company of such percentage of its profits for that 
ear. not exceeding ten per cent as prescribed by the Central Gevernment. 

& Dividend payable only in cash 
The dividend is payable only in cash. Dividend has to be paid within 42 days 

m the date of declaration. But the capitalization of profits or reserves of the 

Ompany for the purpose of issuing fully paid bonus shares or paying up any 
OUnt for the time being unpaid on any shares beld by the members of the 

Company is not prohibited. 
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Vvwtval auwi 1.omplianee with prrviaions of Veetun 
A company vwhich fails to onnply with the prrvvisiwmm of eus where it fails to redeem prelerenye shates ns required by lMm dec lare dividend n its ryuily shares 

. 1Dwldend tu he paid out of current year's profit unly 
The dividend can be paid ut of curret year's pros. Inth inwlyuanwy of profits in atny year, the comnpany can derlare dividend tve womulated profits omly in scxordanus with the rules obe frameAy the vermued 

9.1npald dvidend to be transferred tw npeeal divided aeeount 
Ifdividend has wt teen paid or claimed within the said 42 days, the is required to transfer the tulal arnount of dividend naany vhich remains unpaid tunclaimed, to a special cunt t be openecd by the comparry in a he bank to be called, "tnpaud Dividend Auunt 1ofConpany Iimitel/Piv Limited" Such transler shuall be rmade within 7 days fron the date if expiryol the 

wchedur 
fwae SAid 30 days 

40.fransser to Inventor Padueation and Protection Vund 
Any money translerred to the Inpraid Dividend Account of a oe purwance of this wection which remains 

even years Irom the date of uch transfer hall be transferred by the compery the Investor Paducation and Protection Fund, established under Sectiun 19 Mction 12(5) 
11. Statement of the nature of sums and the perons entitled to them to be 

npatiy in unpaid or unclairned for a perivd of 

furnished 

When the company maken any transfer to thc investor Education and Protection Fund, established under Seclion 125 of any unapid or unclaimed dividend, it shall furnish to the authority or comnittee appointed by the erra (iovemement a statement furninhing 
(a) The nature of the ums. 

(b) The nanes and the last known addreses of the persons ent1tled t, 
receive the: sun, 

(c) The amount to which cach pern is entitled, and 
d The nature of his claim thercto and such other particulars as ma 

prewribed. 
12. Receipt 

The company shal! be entitled to a reecipt from the authority or c CMablshed under Section 125 for any moany transferrcd by it to the In 
vestg 
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Prorection Fund. Such a receipt shall be an effectual discharge of 

19.4 

conmpany 
in respect 

thereof. 

dend in the event of inadequacy or abaence of profts 

and Prorection 
cabon and 

to inadequacy or absence of profits in any year, a company proposes 

e 
made as per the provisions of Section 123(a). 

Any 
ner$on claiming to be entitled to any money transferred to the lInvestor 

fowin fovidend out of the accumulated profits eaned by it in any previous 

ror years and transtered to reserves, such declaration of dividend 
cial year 

or years and trans 

siull be 

uaym Pment entofunpaid or uncliamed dividend 

n and Protection Fund may apply to the authority or the committee calion and 

d under the fund, for the refund of money due to him. If the authority or 

TtOney clain 

tee is satisfied that such person is entitled to the whole or any part of the 

N claimed. it shall make arn order for the payment after taking the necessary 

geurnty from him. 

& Dividend to be paid to the registered shareholder 
No dividend shall be paid by a comapny in respect of any shares except to the 
defed holders of such shares or to his order or to his banker. In the case of a 

ewarrant, payment should be made to the bearer of the warrant or to his 
anker 

6 Right to dividend, rights shares and bonus to be held in abeyance pending 
negstration of transfer of shares 

In case of listed companies, Section 24 confers on SEBI, the power of 
sdministriation of the provisions pertaining to non-payment of dividend. SEBI 

n exercise the powers only under Section 126 i.e., 'Right to dividend, rights áares, and bonus shares to be held in abeyance pending registration of transfer fshares', and under Section 127 i.e. penalty for failure to distribute dividends within 30 days. All other powers remain vested in Central Government. 
17.Penalty for defaulting directors 

After the dividend has been declared by a company, it shall be paid within 42 days from the date of declaration of the dividend to every shareholder entitled to ayment of dividend. If this is not done, every director, who is knowingly a party othe default, is punishable with simple imprisonment upto 7 days and with fine. Jadicial Rulings on Dividends 
Lubbock Vs. The British Bank of South America Ltd (1892) Held that if a company's articles of association so provide a profit made on 

the sale of a part of the undertaking could be distributed as dividend"
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Asphalte Co. Lid (1900 

Held that a 
realised 

appreciation 
in the value of one iten 

divisible among the shar 
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the value of one i m of capit: assets ders until an 
2 Faster 

Vs The New 
Trinidad 

Lake Asphalte Co L 

unless such of surplus 
remains after revaluation of 

holdena 

lonisation Co.Ltd (1891) 

cannot 
be 

deemed to be profit 
divisible among 

mains after revaluation of whole of he assets 
unti 

and 
liabilites. 

Held that a company 
may 

declare a dividend out of Cum 

being obliged making good loss of capital. 

Bolton Vs. Natal Land and 
Colonisation Co.Lid 

re a dividend out of current profits withou 
Trust Ltd (l894) 

4 Verner Ks. The General and 
Commercial Imvestment Tr 

curent profits on the ground that the capital of the comnan.nd 

intact,if 
on 

Held that a company cannot be restrain om payinga lividend out o 

the company is 
solvent and acting within its articles 

Interim 
Dividend Vs. Final Dividend 

Interim Dividend Final Dividenad 
1. Interim dividend is usually declared . A dividend is declared generally 

once in a year (ie) in annual general in between two annual general meetines 

meting 
2. The board of directors declares an 2. Shareholders in the annual general 

interim dividend. 
meeting declare a final dividend. 

3. Afinal dividend can be declared only 3. An interim dividend is declared before 

after the accounts are prepared and the preparation of final accounts. 
the profit is ascertained. 

4. There not be any express 4. Board of Directors can declare interim 
provision in the articles for declaring dividend only when the articles expresty 
afinal dividend. permit a declaration. 

5. A final dividend once declared shal5. An interim dividend ornice declared 

become a debt due from the company shall not become a debt due from the 

company to shareholders. 
6. Once declared, shareholders cannot6. Directors are empowered to cancel 

cancel the declaration of final the declaration of interim dividend 
dividend. after it is declared. 

Auditor's Duty with regard to Payment of Dividend 
In case of audit of payment of dividend, the auditor should: 
0 Ensure that the company has followed the relevant provisions or ue 

Companies Act, 2013. 
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se 
the 

stock 
u 

or share capital by examining the memorandum and articles of 

See that the dividend paid is in accordance with the rights attached to 

the company 

scertain that profits of the company permitted the dividends to be 

the minutes of directors as well as shareholders authorising the payment of di 

w that the resolution for recommending the declaration of dividend 

Inspect the 

ent f dividend and also verify the rate of dividend. 

See that the resolutic 

has been passed. 

the prescribed time period. 

Examine the dividend register showing the dates of dispatch of cheques 

Verify whether dividend declared by the company has been paid within 

Examine the divi 

or dividend warrants to shareholders. 

aVouch the payment of dividend from the entries made in the dividend 
account, protit and loss appropriation account, the cash book and 

shareholders' receipts. 
a)See that the unclaimed dividend are shown in the balance sheet of the 

company under current liabilities. 

d Ascertain the transfer of the total amount of the dividend from the 

general bank account to the dividend bank account. 

Check the net dividend column in the dividend book with the returned 

endorsed warrants. 

See that the figures in the dividend pass book and the total of 

outstanding warrants agree with the balance shown. 

)Verify the balance of the dividend account by obtaining confimmation of 

the banker for the balance in the bank account. 

iv) Ascertain that the amount appearing in the profit and loss account 

includes the dividend. 

arim Dividend and Auditor 

While auditing interim dividends, the auditor should: 

0 Ascertain that all the assets and liabilities appear at their tnue value in 

the balance sheet. 

(1) Check that adequate contingency has been provided for losses which 

may arise in near future. 

m) Ascertain whether the payment of interim dividend affects the working 

capital adversely. 
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Practical Audining (iv) Examine the dividend polices followed in the past in Audi respect of inler dividend and also check the rate of interim dividend paidin the previus (v) Ensure that the profits earned by the company have been carefut 
(vi) Carefully enquire into the conditions of trade and prospects for the (vi) Examine the cash or liquidity position of the company. (vii) See that rate fixed has been lower than the estimated rate of fina 

ycar. 

en carefully estimated and check the interim accounts prepared for the half year 
cts for the remainder of the year. 

dividend 
Audit of Debentures 

The term debenture is derived from the Latin word "debere" owe". Debenture includes debenture stock. bonds or any other secu Aning" company, whether constituting a charge on the assets of the com sof a 

not Definition of Debenture 

A debenture may broadly be defined as "an instrument in writing issued by 
a company under its seal and acknowledging a debt for a certain sum af n f money and giving an undertaking to repay that sum on or after a fixed future data and 
meanwhile to pay interests thereon, at a certain rate per annum of stated intervals Related Documents to be Verified 

For audit verification of debentures, the following documents are available. Prospectus or statement in lieu of prospectus 
Debenture application and allotment book 
.Directors' minute book 

Cash book 
Debenture register 

Debenture trust deed 
Auditor's Duty 

While auditing debentures. the auditor should: 
0) Ensure that the company has complied with SEBI guidelines. () nspect the debenture trust deed and ensure that the company fultiled the conditions laid down by the trust deed. (m) Verily whether the prospectus has been filed before the due date. (Iv) Verify the names and addresses of the allottees and whether the alloum is authorised by the directors. 

ent 



Audit Report 
na stage in the audit process is the audit report. It is the means by 

which the auditor formally communicates the results of his audit to the membes 
of the company as well as to other readers of financial statements. The auditor s 
report does not guarantee the truth or otherwise of the matter reported upon. Itis 
an expression of auditor's opinion on the financial statements. Form and Content: The AAS 28 prescribes the form and content of the auditor 's 
report: 

1. Title of the report 
2 Name of the Addressee 
3. Introductory paragraph 
4. Scope 

5. Opinion 

6 Signature 

. Place of signature 
&. Date of the report 

. Title of the Report 

An appropriate title such as the auditor's report helps the readers identify the eport. It distinguishes it from the reports that might be used by others. 
The report should disclose the exact name of the client. 

Name of the Addressee 

The addressee is a person to whom the report should be forwarded. The report should be appropriately addressed as per the purposes of engagement ad applicable laws. Normally. the audit report is submitted to the person wbo Bpoints the auditor. When the client is a company, the report should be addressed othe shareholders. 

h states the auditor's onsibility to express opinion on financial statements 

Introductory Paragraph 
he financial statements can be identified from the date and period covered he financial statements. 

alited try him. 
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Practical Auditing 
4. Scope 

The scope paragraph specifies the scope of work performed as 
accepted auditing standards. The statement that the audit was adequately 
and performed well to ascertain the truth is also included in the 

scope paragraph 
planned 

The auditor's opinion on the books of account and financial examined by him is based on the factual information and free from bi 

per generaly 
ately planmed 5.Opinion Paragraph 

inancial 
statements An auditor has to opine 

Whether the financial statements are arithmetically correspond to the figures recorded in the books of account and 
cally correct and 

unt )Whether the financial statements reflect a true and fair state ofaf 
and the working results. 

6. Signature 

The auditor's report should bear the manual signature of the auds uditor. 
The auditor in his personal name should sign the auditor's report. In case a fim 
is appointed as auditor. the auditor will be signing in the personal name as 
in the name of the audit firm. 
7.Place of signature 

The report should name specific location, which is ordinarily the city where the audit report is signed. 
8. Date of the Report 

The report should be dated. The date of the audit report signifies the date of 

name as well as 

vhere 

completion of audit work. 
Requisites ofa Good Audit Report 

A good audit report conforms to the following criteria. 
. Based on factual information 
2. Effective presentation 

3. Honest disclosures 

4. Unbiased Approach 

5. Balanced criticism and logical suggestions 6. Clear and Unambiguous language 
7. Precise. brief and complete 

1. Factual Information 

The audit report should consist of only factual information about tne slulte affairs of the company. His opion should be based on the information ascertainu 
by him and explanations given by the management. 
2. Effective Presentation 

prescribed by the Act. The auditor should ensure that the report is made av to the sharebolders at the general meeting.

The presentation of the auditor's report should be effective anu hle 
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should not exaggerate or hide discrepancies in the inter ak areas in the pertomance of the company should be hign Company 
he intemal 

control 

be highlighte 
, sed Approach 

endent and unbiased approach should be followed by the audito ted by shareholders and his duty is to prepare and presen 
s4Ppointed 

partial report 

Salanced C d Criticism and Logical Suggestions 

jerny. the auditor should present a report on the state of affairs of the 

to prepare and present a honest 

and critical evaluation of the accounting sy stem and policies Afier a careful 

Company, the auc 

The auditor is not an advisor to the management as held in London aty. The auditor 

Bank Case (England, 1895). Sorme logical suggestions to impr sbeeral. 

ating efficiency of the management may be put. 

ar and 
Unambiguous Language 

2udit report is an important form of communication. The reader will be 

ambiguous language. 

recise, Brief and Complete 

Tte udit report should be brief to the point. It should have relevant material 

lars, The auditor should not confine the eport to the shareholders or 

wement alone. It should cater to the interest of potential investors. 

go 
understand the nature of the auditor's examination. It should be written in 

aetion between Auditor's Report and Auditor's Certificate. 

Sswing are the differences to note. 

Auditor's report 
Auditor's certificate 

tisan expresion of independent opinion . It vouches the truth of the statenment. 

on the financial affairs of a company. 

tsbased on verification and examination 2. Itis a guarantee 
ofhundred per cent 

of relevant records and documents. 

i does not gurantee accuracy and 

accuracy of statement. 

Comectness. 

slates that the profit and loss account 3. Comectness is ascertained by verify ing 

ad the balance sheet exhibit a true and 

air view. 

tangible facts 

EUditor will not be responsible ifhe 4. The auditor will be liable ifhis 

PEEnts wrong report, because it is an 

kpression of opinion. 

certificate is found wrong. 

f Restions as to how to improve the 5. Ina certificate, there is no place tor 

ial position of the company and 

ow to prevent frauds, etc., may be 

ven in the report. 

such a suggestion or opinion. 
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Types of Audit Reports 

Audit reports may be of l) clean report 2) qualitied report and 3 rt and 3) adverse or 
negative report. 

Kinds of Audit Report 

Clean Report Qualified Report Adverse Report 

Figure 22. l - Kinds of Auditor 's Report 

1.Clean Report 
A clean report presents an auditor's opinion on various matters without at any 

reservations. For example, an unqualified statement iS " in our opinion and to the 

best of our information and according to the explanations given to us, the balance 
sheet and the profit and loss account give a true and lair view of state of affairs 

and working results.. 
In majority of cases. auditor's reports are found to be positive, clean, or 

unqualified. 
An auditor is not a guarantor or insurer while giving a clean chit. 

In Re Kingston Cotton Mills Co. Lid case it was held, "auditor must not be held 
liable for not tracing out ingenious and carefully laid schemes of fraud, when 
there is nothing to arouse their suspicion and when those frauds are perpetrated 

by tried servants of the company. 

2. Qualified Report 

When an auditor gives an opinion subject to certain reservations, it is saidto 

be a qualified report. Only when the auditor believes that the overall financial 

statements are not fairly stated, he can give a qualified report. 

Reasons for Qualifications in Auditor's Report 

(1) The auditor is unable to verify to his satisfaction the existence or e 

values of certain assets. 
() The information and explanation called for by the auditor are nO 

furnished. 

() Accounts do not disclose a true and fair view. 
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(iv) Balance and profit and loss account are not in agreement with tne 

books of account. 
(V) Provisions for had and doubtful debts are unsatistactony 1,Adverse or Negative Report 

ro easonable ground to form an opinion that the accounts are 
not tnuly representative of the financial matters and the working results of the 

company, the auditor can make an adverse repot. In an adverse report, all material reasons should be disclosed. 
The report may be adverse on the following grounds: 
( The auditor is dissatisfied in material respect with regard to proper disclosure of financial information. 
) He is dissatisfied in material respect with regard to truth and fairness or 

financial statements. 
(ii) Preparation and presentation of financial information is full of 

discrepancies and mistakes. 
(iv) Financial statements do not conform to the requirements of the 

provisions. An opinion that the financial information does not reflecta 
true and fair view of the financial position and the operating results of 
the undertaking. 

(There is valid evidence to form. 

He give below a specimen of an audit report 

ndependent Auditor's Report 

To the Members of Infosys Limited 

Report on the Standalone Financial Statements 

We have audited the accompanying standalone financial statements of Infoys 
Limited ("the Company"), which comprise the balance sheet as at 31 March 2015, 

e slatement of profit and loss and the cash flow statement for the year then 
aded, and a summary of significant accounting policies and other explanatory 
alomation. 

Management's Responsibility for the Standalone Financial Statements 
Ihe Company's Board of Directors is responsible for the matters stated in 

on 134(5) of the Companies Act, 2013 ("the Act") with respect to the 

Pparation and presentation of these standalone financial statements that give 
and fair view of the financial position, financial performance and cash 
of the Company in accordance with the accounting principles generally 
ed in India, including the Accouting Standards specified under Section 

the Act, read with Rule 7 of the Companies (Accounts) Rules, 2014. 
onsibility also includes maintenance of adequate accounting records in 
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accordance with the provisions of the Act for safeguarding the ing 

asse of the 
Company and for preventing and detecting frauds and other i ireg 

of the 
arities, olicies, making judgements selection and application of appropriate accounting policies, making ju 

and estimates that are resonable and prudent; and design, implementa ation 
ments 

and maintenance of adequate intemal financial controls, that were operating and 
ecively 

relevant 
for ensuring the accuracy and completeness of the accounting records, 

to the preparation and presentation of the financial statements that give a 
vant 
true and fair view and are free from material misstatement, whether due to fraud or 

eTor 

Auditor's Responsibility 
Our responsibility is to express an opinion on these standalone finos 

statements based on our audit. We have taken into account the provisi 
ns of the 

Act, the accounting and auditing standards and matters which are required to 
the 

be included in the audit report under the provisions of the Act and the Rules m 

thereunder. 
made 

We conducted our audit in accordance with the Standards on Audi 
specified under Section 143(10) of the Act. Those Standards require that 
comply with ethical requirements and plan and perform the audit to oblain 

we 

reasonable assurance about whether the financial statements are free from material 

misstatement. 

An audit involves performing procedures to obtain audit evidence about the 

amount and the disclosures in the financial statements. The procedures selected 

depend on the auditor's judgement, including the assessment of the risks of 
material misstatement of the financial statements, whether due to fraud or emor 
In making those risk assessments, the auditor considers internal financial control 

relevant to the Company's preparation of the financial statements that give a true 

and fair view in order to design audit procedures that are appropriate in the 

circumstances, but not for the purpose of expressing an opinion on whether the 

Company has in place an adequate internal financial controls system over financial 

reporting and the operating effectiveness of such controls. An audit also includes 

evaluating the approriateness of the accounting policies used and the 

reasonableness of the accounting estimates made by the Company's Directors, 

as well as evaluating the overall presentation of the financial statements. 

We believe that the audit evidence we have obtained is sufficient and 

appropriate to provide a basis for our audit opinion on the standalone financial 

statements. 

Opinion 
In our opinion and to the best of our information and according to ue 

explanations given to us, the aforesaid standalone financial statements give tne 

Information required by the Act in the manner so required and give a true and lat 
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VICw in contomity with the accounting principles generally accepted in a ,of 
the state of affairs of the Company as at 31 March 2015 and its profit and its cas sh 
flows for the ycar ended on that date Report on Other L.egal and Regulatory Requirements 1As required by the Companies (Auditor's Report) Order, 2015 ("the Order 

ISsue I5Sued by the Central Government of India in terms of sub- section U of sub-section (11) of 
section 143 of the Act. we give in the Annexure a statement on the matets 
soccificd in the paragraph 3 and 4 of the Order, to the extent appicable. 
As required by Section 143 (3) of the Act, we report that 

(a) we have sought and obtained all the information and explanations 
which to the best of our knowledge and belief were necessary for the 
purpose of our audit. (b) in our opinion proper books of account as required by law have been 
kept by the Company so far as it appears from our examination ot 
those books; 

(c) the balance sheet. the statement of profit and loss and the cash flow low 
statement dealt with by this Report are in agreement with the books of 
account; 

(d) in our opinion, the aforesaid satandalone financial statements comply 
with the Accounting Standards specified under Section 133 of the Act. read with Rule 7 of the Companies (Accounts) Rules, 2014; (c) on the basis of the written representations received from the directors as on 31 March 2015 taken on record by the Board of Directors, none of the directors is disqualified as on 31 March 2015 from being appointed as a director in terms of Section 164(2) of the Act; and with respect to the other matters to be included in the Auditor's Report in accordance with Rule 11 of the Companies (Audit and Auditors) Rules, 2014, in our opinion and to the best of our information and according to the explanations given to us: 

i the Company has disclosed the impact of pending litigations on its financial position in its financial statemets- Refer Note 2.20 and 2.37 to the financial statements; 
ii. the Company has made provision, as required under the applicable law or accounting standards, for material foreseeable losses, if 

any, on long-term contracts including derivative contracts- Refer 

Note 2.7 to the financial statements; and 

transferred, to the Investor Education and Protection Fund by the 
Company.

ii. There has been no delay in transferring amounts, required to be 
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