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Financial Statements
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A Financial Statement | ment reporting




Financial Reporting

* Process of communicating information




Financial Reports — Bound by \‘a
-3

e

e Laws




« Balance Sheét




Format of Financial Reporting .
>

* The Ministry of Corporate Affairs (MCA) has issued




Users of Financial Statements

« According to the Framework for the Preparation
and Prese ISsuec




Qualitative Characteristics of e~
Information in Financial Report > P

B gy

. Understandabilit



Quality of Financial Reporting

e

Financial Statements should re

[ ) (]







Role of the Regulator

— - —

B ——

« The Securities and Exchange Board of India




Statutory Recognition of
Accounting Standards

« The Companies Act, 1956 amended Section 211



Forms and Contents of the Balance
Sheet and Profit and Loss Account




Forms and Contents of the Balance
Sheet and Profit and Loss Account

e

—

* Where the profit and loss account and the

palanc




The Schedule VI to the
Companies Act, 1956

r

Prior to revision Schedule VI had been In existence for
almost five decades

In 1960, Section 21, which provided for Forms and
Contents of Balance Sheet and Profit and Loss Account,
was modified by the Companies (Amendment) Act, 1960

The sub-section (1) and (2) of the said section require that
every Balance Sheet and Profit and Loss should be in the
form specified in the Part | and Il of the Schedule VI

It is not essential to amend the Act itself for any
amendment required in the Schedule VI

The power to amend Schedule VI is conferred upon the
Central Government by the section 641(1) of the Act.
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Revised Schedule VI

— - —

S— “ — -

 Revised Schedule VI introo ome significant
concep




* Only Vertical format allowed




Highlights of Revised Schedule

« Minimum requirem | isclosure on the face of financia
statements or in the notes

- Line &




Revised Schedule VI = An
Overview

e Part 1- Formét of Balance Sheet and General




PART I — Formm of BAILANCE SHEFT

Name of the Comipany.. . eeeeeeaaaa... .
Balance Sheelt 85 8F ... ceceiiiicaeeaanan

(Rupees imne...........)
Particirfars Note Mo. Figures as at Figures as at
the end of the end of
current the previous
reporting reportimg
period period
1 2 3 4

I. EQUITY AND LIABILITIES
(1) Shareholders’ funds

(a) Share capital

(b) Reserves and surplus

(c) Money received against share
warrants

(2) Share application money pending
allotment

(3) Non-current liabilities
(a) Long-term borrowings
(b) Deferred tax liabilities (Net)
(c) Other Long term liabilities
(d) Long-term provisions

(4) Current liabilities
(a) Short-term borrowings
(b) Trade payables
(c) Other current liabilities
(d) Short-term provisions
TOTAL




PART I — Form of BAIANCE SHEEFT

Name of the Company......coueeeeeeeeen... ;
Balance Sheet 85 Gt o

I1.

(1)

(2)

Particulars MNote No.

ASSETS
Non-current assets
(a) Fixed assets
(i) Tangible assets
(ii) Intangible assets
(iii} Capital work-in-progress
(iv) Intangible assets under
development
(b) Mon-current investments
(c) Deferred tax assets (net)
(d) Long-term loans and advances
(e) Other non-current assets

Current assets
(a) Current investments
(b) Inventories
(c) Trade receivables
(d) Cash and cash equivalents
(e) Short-term loans and advances
(f) Other current assets
TOTAL

(Rupees in............)
Figures as at

the end
current
reporting
period

3

of

Figures as at
the end of
the previous
reporting
period

4




1. Current Asset to satisfy any of
the following Criteria

— Expected to be realized in or intended for sale or




3. Current Liability - satisfying
any of the following Criteria

e

— Expected to be settled in normal operating cycle

)




4. Trade Recelvable and 5.
Trade Payable

« Arecelvable s
receivable’ if i




6. A. Share Capital




A. Share Capital

(f) shares in respect of each class in the company held by its
holding company or | iIncluding




A. Share Capital

(i) For the period of five years immediately preceding the date




A. Share Capital

» *“'_‘ A : — : -
(J) Terms of any securities convertible into equity/preference
Sh = L—— - . .




B. Reserve and Surplus

3 ’-
(1) Reserves and Surplus shall be classified as:




B. Reserve and Surplus

(h) Surplus I.e. balance in Statement of Profit & Loss
disclosing allocations and appropriations such as dividend,
bonus shares and transfer to/from reserves etc. (Additions and
deductions since last balance sheet to be shown under each of
the specified heads)

(i) A reserve specifically represented by earmarked investments
shall be termed as a ‘fund’.

(i) Debit balance of statement of profit and loss shall be shown as
a negative figure under the head ‘Surplus’. Similarly, the
balance of ‘Reserves and Surplus’, after adjusting negative
balance of surplus, if any, shall be shown under the head
‘Reserves and Surplus’ even if the resulting figure is in the
negative.
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C. Long-Term Borrowings

(i) Long-term borrowings shall be classified as:

)




C. Long-Term Borrowings

(i) Borrowings shall further be sub-classified as secured and
unsecured. Nature of security shall be specified separately in
each case




C. Long-Term Borrowings

— - —

(v) Particulars of any redeemed bonds/ debentures

vhich t NE




D. Other Long Term Liabilities \g
> |

OtherLongteff_n Li"' nall be classified as:



E. Long-term Provisions

e

The amounts Shall be 2




F. Short-Term Borrowings | ‘\'s
r P

e i

(1) Short-term borrowings shall be classified as:



F. Short-Term Borrowings

(i) Borrowings shall further be sub-classified as



G. Other Current Liabilities

R I——A b= - =

e The amounts'shall be cle




G. Other Current Liabilities

(g) Application money received for allotment of securities
AllU duc nare




H. Short-term Provisions

e

The amounts Shall be 2




|. Tangible Assets -» \’s
> P

e i

(i) Classification shall be given as:



|. Tangible Assets

e

(i) Assets under lease shall be separately specified
under eac




|. Tangible Assets

(iv) Where sums have been written off on a
reduction of ¢




J. Intangible Assets

(1) Classification shall be given as:

f




J. Intangible Assets

— - —

(i) A reconciliation of the gross and net carrying

M O - ale
L/




J. Intangible Assets




K. Non-Current Investments

e

(1) Non-current investmen ne classified as

A
20




K. Non-Current Investments

" e —
(i) Investments carried at other than at cost should
J)C =




L. Long-Term Loans and
Advances

(i) Long-term loans and advances shall be classified as:

a




L. Long-Term Loans and
Advances

(i) Allowance for bad and doubtful loans and
AU 10




M. Other Non-Current Assets

e

Other non-current assets shall be classified as:

(Y




N. Current Investments

— ‘ : " I - -
(1) Current investments shall be classified as:




N. Current Investments

(ii) The following shall also be di




O. Inventories




P. Trade Receivables -

&

() Aggregate amoﬁt of Trade Receivables outstanding for a
period exceeding six months from the date they are due for
payment s




Q. Cash and Cash Equivalents

(i) Cash and cash equivalents shall be classified as:
(a) Balances with b




R. Short-Term Loans and
Advances Q

: -
(1) Short-term loans and advances shall be classified as:

(a) Loans and advances to related parties (giving details thereof);
(b) Others (specify nature).

(i) The above shall also be sub-classified as:
(a) Secured, considered good,;
(b) Unsecured, considered good;
(c) Doubtful.

(i) Allowance for bad and doubtful loans and advances shall be
disclosed under the relevant heads separately.

(iv) Loans and advances due by directors or other officers of the
company or any of them either severally or jointly with any other
person or amounts due by firms or private companies
respectively in which any director is a partner or a director or a
member shall be separately stated.
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S. Other Current Assets
(specify nature)

e L

« This is an all-inclusive heading, whi

-
[ ] )Y




T. Contingent Liabilities and
Commitments
(to the extent not provided for

—

(i) Contingent liabilities shall be classified as:
(a) Claim




U. Dividends

« The amount of dividends proposed to be



V. Issue of Securities

 Where in resp_ect of an issue of securities made




W. No Value on Realization

3 ’-
« If, in the opinion of the Board, any of the assets
Olhe




Disclosure Requirement Removed
under Revised Schedule VI




PART II — Form of STATEMENT OF PROFIT AND LOSS

Name of the Company...
Profit and loss Sfatemenf fﬂr the yea.r ended ..
(Rupees in............)
Particulars Note Figures Figures
No. for the for the
current previous
reporting reporting
period period
I. Revenue from operations XXX XXX
I1. Other income XXX X0
I11. Total Revenue (I + II) XX XK
IV. Expenses:
Cost of materials consumed XXX XK
Purchases of Stock-in-Trade XX HOOK
Changes in inventories of finished goods XXX XK

work-in-progress and Stock-in-Trade

Employee benefits expense

Finance costs

Depreciation and amortization expense
Other expenses

Total expenses XXX XK



PART IT — Form of STATEMENT OF PROFIT AND LOSS

Name of the Company... .
Profit and loss Sfatemenf fﬂr the year ended ..

VIL.

VIIL

IX.

Particulars

Profit before exceptional and
extraordinary items and tax
(III-1V)

Exceptional items

Profit before extraordinary items and
tax (V - VI)

Extraordinary Items
Profit before tax (VII- VIII)
Tax expense:

(1) Current tax
(2) Deferred tax

{(Rupees in...........

Figures
for the
current
reporting
period

KAX

KAX

KAX

HAX

KAX

)

Figures
for the
previous
reporting
period

XX

XXX

XX

XXX

XX




2. (A) Other than Finance
Company

- e —
In respect of a company othe

[ Y]]




2.(B) Finance Company

In respect of a finance company, revenue from

JUCI c




3. Finance Cost

e

Finance costs'éhall be cla




4. Other Income

— ‘ : " sm— - -
Other income shall be classifi ;




5. Additional Information

e

-
A Company shall dlSClOSe by way of notes additional mformatlon regarding
aggregate expenditure and income c S —

(i)



5. Additional Information

(i) Net gain or loss on foreign currency transaction and




5. Additional Information

(i) (a) In the case of manufacturing companies,-
(1)Raw materials under broad heac

[




5. Additional Information

(i) In the case of all concerns having works in progress, works-in-
progress under broad heads.

(iv) (a) The aggregate, if material, of any amounts set aside or
proposed to be set aside, to reserve, but not including
provisions made to meet any specific liability, contingency or
commitment known to exist at the date as to which the balance-
sheet is made up.

(b) The aggregate, if material, of any amounts withdrawn from
such reserves.

(v) (a) The aggregate, if material, of the amounts set aside to
provisions made for meeting specific liabilities, contingencies or
commitments.

(b) The aggregate, If material, of the amounts withdrawn from
such provisions, as no longekkeguired. 73




5. Additional Information

e —
(vi) Expenditure incurred on each of the following items,
separately fc




5. Additional Information

(viii) The profit and loss account shall also contain [
way of a note the following information, namely:-




5. Additional Information

b) Expenditure In foreign currency during the financial year on
account of royalty, know-how, professional and consultation
fees, interest, and other matters;

c) Total value if all imported raw materials, spare parts and
components consumed during the financial year and the
total value of all indigenous raw materials, spare parts and
components similarly consumed and the percentage of each
to the total consumption;

d) The amount remitted during the year in foreign currencies
on account of dividends with a specific mention of the total
number of non-resident shareholders, the total number of
shares held by them on which the dividends were due and
the year to which the dividensds. related 76



5. Additional Information

m—

e) Earnings ih'foregn exchange classified under the
followin




e L

Broad heads ‘-. ne decided taking into




Compliance with Accounting
Standards

e —
* Itis noteworthy that the Mini of Corporate

/\

A




P

Regulation of Financial Reportingyla

&4

 The Companies Act, 1956

&




Amendments to Clause 41 of
the Listing Agreement

 All filings made afte

I\



Board Responsibility on
Reporting — Sec 217 of Co’s Act

e

—

Every balance- sheet laid before a company |n general meeting shall
haveareport by its Board of dire

— .‘ @)




Director’s Responsibility
Statement

The Statement shall include the following details




o

Standards on Engagement Work s

4

&

. *“'" A : — - -
“There are 44




Auditing Standards — SA 700,
705 and 706

« SA 700 (Revised), “Forming an Opinion and Reporting on
Financial Statements”




1. Standards on Quality Control
(SOCs)




Standards on Auditing

* There are 7 categories of SA







2. Standards on Auditing

SA 230 under the Clarity Project, “Audit Documentation”
SA 240 under the Clari Responsibilities




2. Standards on Auditing

. 300-499 Risk Assessment and Response to
Assessed RIS




2. Standards on Auditing

. 500-599 Audi't Evidence

/\




2. Standards on Auditing

m—

_ SA 540 - “Auditing Accounting Estimates, Including
Fair Ve




2. Standards on Auditing \q
> P

e

. 600-699 Using Work of Othe



2. Standards on Auditing




2. Standards on Auditing

. 800-899 Specialized Arez




3. 2000-2699 Standards on Review
Engagements (SRES) - 2

m—

_ SRE 2400 , “Engagements to Review Financial

@




4. Assurance Engagements Other Than Audits
or Reviews of Historical Financial Information

e

==

e 3000-3699 Standards on Assurance



¥

Audit Report
P 2
— - -
The auditor shall make a report to the members of the company
on the accounts examined by him, and

On every balance sheet and profit and loss account and on
every other document declared by this Act to be part of or
annexed to the balance sheet or profit and loss account,

Which are laid before the company in general meeting during
his tenure of office, and

The report shall state whether, in his opinion and to the best of
his information and according to the explanations given to him,
the said accounts give the information required by this Act in
the manner so required and give a true and fair view-

() in the case of the balance sheet, of the state of the company' s affairs as
at the end of its financial year; and

(1) in the case of the profit and loss account, of the profit or loss for its
financial year. - ™ 98




SA 700 - The Auditor’s Report

on Financial Statements
T —

This SA establishes standards on the form and content of the
auditor’s report.

Clear written expression of opinion on the financial statements
taken as a whole.

Include a statement that the financial statements are the
responsibility of the entity’s management and a statement that
the responsibility of the auditor is to express an opinion on the
financial statements based on the audit

Report should include a statement that the audit was planned
and performed to obtain reasonable assurance whether the
financial statements are free of material misstatement.
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SA 705 - Modifications to the
Opinion in the Independent
Auditor’s Report

e

 There are auditor’s reports containing “modified
—




Nature of matter|Auditor’s judgment about the
giving rise to|Materiality and Pervasiveness of the
modification Effects or Possible Effects on the
financial statements

Material but Material and
Not Pervasive Pervasive
FS are materially Qualified opinion Adverse opinion
misstated
Inability to obtain Qualified opinion Disclaimer of
sufficient appropriate opinion
audit evidence




SA 706 Emphasis of Matter Paragraphs |
and other Matter Paragraphs in the ‘

Independent Auditor’s Report - _,:} |

* An emphasis of matter is not a part of the audit

opinion at all. It is a separate, independent paragraph

designed to provide “additional communication” to the
users.

 Until now there was no concept of an Other Matter
Paragraph and thus, no distinction between the
Emphasis of Matter Paragraph vis a vis Other Matters

Paragraph. SA 706 draws a distinction between the
two.
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International Scenario on

Financial Reporting

 Initiatives taken by International Organisation Securities Commission
(I0SCO) towards propagating International Financial Reporting Standards
(IFRSs)/International Accounting Standards (IASs), issued by the
International Accounting Standards Committee, as the uniform language of
business to protect the interests of international investors have brought into
focus the FRSs/IASs

« Recognizing the need for international harmonisation of accounting
standards, in 1973, the International Accounting Standards Committee
(IASC) was established. The IASC has been restructured as International
Accounting Standards Board (IASB).

* The Institute of Chartered Accountants of India (ICAI) being a member body
of the then IASC, constituted the Accounting Standards Board (ASB) on 21st
April, 1977, with a view to harmonise the diverse accounting policies and
practices in use in India.
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Issues & Clarifications in
Schedule VI

e Cash & Cash Equivalénts
— The sub-heading i




Issues & Clarifications in
Schedule VI

» Mandatory disclosure by other Law / Act like
VISIVIEL




Issues & Clarifications in
Schedule VI

« Revised sched—ule VI requires different classes

. . a -




Issues & Clarifications in
Schedule VI

* Revised schedul—e VI requires disclosure of the

of: Of .




Issues & Clarifications in
Schedule VI

 Controlled Special Purpose Entity
- Not defined in




Issues & Clarifications in
Schedule VI

* No requirement to classify current investment into Trade and




Issues & Clarifications in
Schedule VI

 Other operatlng mcome & Other income
— Sale of scrap arisin




Issues & Clarifications in
Schedule VI

* Cost of Material Consumed
— Would In :




Issues & Clarifications in
Schedule VI




Issues & Clarifications in
Schedule VI

» Share of profit / Loss ih LLP
— LLP is boc







Situation Whether current or non current

Provision for Warranty ~ + Will depend on the term / period of warranty

o [f the warranty is a period less than 12 months than it would classified current
otherwise non current

Provision for Leave To the extent of unconditional right of the employee to utilize the leave with
Encashment next 12 months - it should be classified as current

» Even though they may be measured as other long term benefit under AS-15

» Where the right to defer the leave unconditionally is available with the
company - it needs to be evaluated based on leave policy, terms of
Employeement etc

o Will require support / help from actuary

Provision for Bonus » To the extent payable within one year from the balance sheet date would be
classified as current



Situation

Whether current or non current

Provision for gratuity

» In case of funded post Employment plan - amount due to the fund within next
12 months is treated as current liability

o In case on unfunded post employment plan - settlement obligations on
account of resignations, expected retirements, expected resignations would be
classified as current liability and balance would be non-current liability

» The actuaries should be requested to provide break-up

Tax Provision

o Tax provision in excess of advance paid will be classified as current

Settlement of a liability by

» The terms of settlement of liability do not affect its classification

Issuing of equity o The timing of the settlement would decide the current / non current
classification

Deferred Tax Liability o Non Current

Deposits Received o The classification would depend on the terms of the agreement and time /

period after which the deposit is refundable



Situation Whether current or non current

Sales Tax refund receivable  » This should be considered as non-current unless the refund order has been
approved

Deposit Given o The classification would depend on the terms of the agreement and time |
neriod after which the deposit is refundable

o or example if the company has rent deposit for a 11 months period and it
expects to renew the agreement for further period, the deposit amount paid
should be classified as non-current

Capital Workin Progress + This would be classified under Non-Current loans and advances



Situation Whether current or non current

Debtors which are not o+ This would be classified as non current
expected to realized within
next 12 months

loperating ~ cycle -1
months|

Excess finished  goods s per guidance note this has to be shown as current a it is held for the
Which are expected to be  purpose of trade
sold in 12 months

Deferred Tax Asset o Non Current




Practical Difficulties in
Execution
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