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1. INTRODUCTION

· The revised Schedule VI was notified by the Ministry of Company Affairs vide notification dated 28th February, 2011, which has been made applicable effective for financial year ending on 2011 and onwards.
· Schedule VI describes the manner in which every company prepares and presents its balance sheet and profit and loss account. The Disclosure requirements of Schedule VI are only in addition to those required by accounting standards.

· The striking feature of the revised Schedule is that disclosure requirements of the erstwhile Schedule, which were considered to be redundant, have been omitted and certain further disclosure requirements have been added.

· Minimum disclosure requirements on the face of the Balance Sheet and Profit and Loss Account (Financial Statements), subject to the specific ones as per the Act or Accounting Standards. Thus, all the other disclosure requirements are to form a part of the Notes to the Financial Statements.
· It is also worth noting that the amended Schedule is to come in line with IFRS convergence projects accepted globally. 
However, as stated, the other disclosures are not specified, hence, the list of the same can go endless.

Note: The disclosure requirements specified in Part I and Part II of the Schedule are in addition to and not in substitution of the disclosure requirements specified in the Accounting Standards prescribed under the Companies Act, 1956.

2. GENERAL INSTRUCTIONS FOR PREPARATION OF BALANCE SHEET AND PROFIT AND LOSS ACCOUNT
1. An asset shall be classified as current when it satisfies any of the following criteria:

(a) it is expected to be realized in, or is intended for sale or consumption in, the company’s normal operating cycle;

(b) it is held primarily for the purpose of being traded;

(c) it is expected to be realized within twelve months after the reporting date; or

(d)it is cash or cash equivalent unless it is restricted from being exchanged or used to settle a liability for at least twelve months after the reporting date.

All other assets shall be classified as non-current. 

2. An operating cycle is the time between the acquisition of assets for processing and their realization in cash or cash equivalents. Where the normal operating cycle cannot be identified, it is assumed to have duration of 12 months. 

3. A liability shall be classified as current when it satisfies any of the following criteria:

(a)it is expected to be settled in the company’s normal operating cycle;

(b)it is held primarily for the purpose of being traded;

(c)it is due to be settled within twelve months after the reporting date; or 

(d)the company does not have an unconditional right to defer settlement of the liability for at least twelve months after the reporting date. Terms of a liability that could, at the option of the counterparty, result in its settlement by the issue of equity instruments do not affect its classification.

All other liabilities shall be classified as non-current.

4. A receivable shall be classified as a ‘trade receivable’ if it is in respect of the amount due on account of goods sold or services rendered in the normal course of business. 

5. A payable shall be classified as a ‘trade payable’ if it is in respect of the amount due on account of goods purchased or services received in the normal course of business. 
GENERAL INSTRUCTIONS FOR PREPARATION OF STATEMENT OF PROFIT AND LOSS 

1. The provisions of this Part shall apply to the income and expenditure account referred to in sub-section (2) of Section 210 of the Act, in like manner as they apply to a statement of profit and loss.

2. (A) In respect of a company other than finance company revenue from operations shall disclose separately in the notes revenue from 

(a) sale of products; 

(b) Sale of services;

(c) Other operating revenues; 

Less: 

(d) Excise duty.

               (B) In respect of a finance company, revenue from operations shall include revenue from 

(a) Interest; and

(b) Other financial services

Revenue under each of the above heads shall be disclosed separately by way of notes to accounts to the extent applicable.

3. Finance Costs 

Finance costs shall be classified as: 

(a) Interest expense; 

(b) Other borrowing costs;

(c) Applicable net gain/loss on foreign currency transactions and translation.

4. Other income 

Other income shall be classified as:

(a) Interest Income (in case of a company other than a finance company);

(b) Dividend Income;

(c) Net gain/loss on sale of investments

(d) Other non-operating income (net of expenses directly attributable to such income).

            5. Additional Information

A Company shall disclose by way of notes additional information regarding aggregate expenditure and income on the following items:- 

(i) (a)Employee Benefits Expense [showing separately (i) salaries and wages, (ii) contribution to provident and other funds, (iii) expense on Employee Stock Option Scheme (ESOP) and Employee Stock Purchase Plan (ESPP), (iv) staff welfare expenses].

(b)Depreciation and amortization expense;

(c)Any item of income or expenditure which exceeds one per cent of the revenue from operations or Rs.1, 00,000, whichever is higher;

(d) Interest Income;

(e) Interest Expense;

(f) Dividend Income; 

(g)Net gain/ loss on sale of investments;

(h) Adjustments to the carrying amount of investments;

(i)Net gain or loss on foreign currency transaction and translation (other than considered as finance cost);

(j)Payments to the auditor as (a) auditor, (b) for taxation matters, (c) for company law matters, (d) for management services, (e) for other services, (f) for reimbursement of expenses;

(k) Details of items of exceptional and extraordinary nature;

(l) Prior period items; 

(ii) (a) In the case of manufacturing companies,-

(1)Raw materials under broad heads.

(2) Goods purchased under broad heads.

(b)In the case of trading companies, purchases in respect of goods traded in by the company under broad heads.

(c)In the case of companies rendering or supplying services, gross income derived form services rendered or supplied under broad heads.

(d)In the case of a company, which falls under more than one of the categories mentioned in (a), (b) and (c) above, it shall be sufficient compliance with the requirements herein if purchases, sales and consumption of raw material and the gross income from services rendered is shown under broad heads.

(e)In the case of other companies, gross income derived under broad heads.

(iii) 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 longer required.

(vi) Expenditure incurred on each of the following items, separately for each item:- 

(a) Consumption of stores and spare parts. 

(b) Power and fuel. 

(c) Rent. 

(d) Repairs to buildings. 

(e) Repairs to machinery. 

(g) Insurance.

(h) Rates and taxes, excluding, taxes on income.

(i)Miscellaneous expenses,

(vii) (a) Dividends from subsidiary companies. 

(b) Provisions for losses of subsidiary companies.

(Viii) Note in P&L regarding Foreign Currency Transactions or Import- Export:

The profit and loss account shall also contain by way of a note the following information, namely:-

a) Value of imports calculated on C.I.F basis by the company during the financial year in respect of –

I. Raw materials;

II.Components and spare parts;

III.Capital goods;

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 dividends related;

e) Earnings in foreign exchange classified under the following heads, namely:-

I. Export of goods calculated on F.O.B. basis;

II. Royalty, know-how, professional and consultation fees;

III. Interest and dividend;

IV. Other income, indicating the nature thereof

Note:-Broad heads shall be decided taking into account the concept of materiality and presentation of true and fair view of financial statements,”
3. Revised Schedule VI: Analysis of the major changes

VKC
Procedural Changes:
· The revised Schedule VI requires that if compliance with the requirements of the Act and/ or accounting standards requires a change in the treatment or disclosure in the financial statements, the requirements of the Act and/ or accounting standards will prevail over the Schedule VI. 

This is a significant change in the approach since earlier the requirements of Schedule VI were prevailing over accounting standards.
· “Capital advances” are now required to be presented separately under the head “Loans & advances” rather than as part of “capital work-in-progress” or “fixed assets.”
· The existing Schedule VI required the parent company to recognize dividends declared by subsidiary companies even after the date of the balance sheet if they were pertaining to the period ending on or before the balance sheet date. Such requirement no longer exists in revised Schedule VI. Accordingly, as per AS 9 Revenue Recognition, dividends should be recognized as income only when the right to receive dividends is established by the balance sheet date.

1. Rounding off has however been made more logical by relating it to the scale of operations of the Company:

a. Turnover <100 Crore, to the nearest hundreds, thousands, lakhs or millions, or decimal thereof

b. Turnover>100 Crore, to the nearest lakhs, millions or crores or decimal thereof
Reason:

However, once a unit of measurement is used, it should be used uniformly in the Financial Statements. This shall thus bring in the uniformity in the presentation of the Financial Statements and shall also become investor friendly. Companies with huge turnover always had a problem in presenting the figures, to make it understandable to the investors. However, the rounding off requirement as above would now make it simpler.
2. It is to note that though the disclosure requirements have been limited on the face of the Financial Statements, but have considerably increased under the Notes.


Reason:

However, with all the above requirements, the Financial Statements are to give more transparent picture of the performance and functioning of the Company.

One can expect to have a reliable, comparable and understandable Financial Reporting System.
MAJOR CHANGES IN THE BALANCE SHEET:

I-CLASSIFICATION:

· The classification of loans has been made into long‐term and short term in addition to secured and unsecured, which now forms a sub‐heading. 

Previously loans were classified only as secured and unsecured, hence it was easy to distinguish and also know the stake of the Company. However, with the requirement of loans being classified as long‐term and short‐term the presentation and computation shall surely become more tedious a job. Also an addition has been made in the disclosure of loans which relates to loans payable on demand. This shall help to determine the liquidity status of the Company.

· Classification has been made between Current and Non‐Current Liabilities and Current and Non‐Current Assets.

Current liabilities are:

· Expected to be realized in Company’s normal operating cycle

· Held primarily for the purpose of trading

· Due to be settled within 12 months after the reporting date

Company does not have an unconditional right to defer settlement for atleast 12months after the reporting date. 

Non-Current Liabilities: All other shall be non‐current liabilities.

Current Assets are:

· Expected to be realized in Company’s normal operating cycle

· Held primarily for the purpose of trading

· Expected to be realized within 12months after the reporting date

It is cash/cash equivalent unless restricted from being exchanged or used to settle

Non-Current Assets: All other shall be non‐current assets

Explanation:

For the above purpose Operating Cycle has been defined as:

Time between acquisition of assets and their realization in cash/cash equivalents. The operating cycle has been assumed to have duration of 12 months.

Thus the above classifications are Liquidity Based Classifications.

· Receivables & Payables to be termed as Trade Receivables & Trade Payables :

If on account of goods sold or services rendered in the normal course of business Receivable to be classified as Trade Receivable instead of Debtors:

If on account of goods purchased or services received in the normal course of business, Payables to be classified as Trade Payables instead of Creditors.

II- SHARE CAPITAL:
In addition to the share capital details (authorised, issued, paid up, no. and amount

of shares) additional disclosure is to be made – 

· regarding Shares in the company held by shareholders holding more than 5%. (Thus, in addition to the shareholders list already attached, an additional list has to be attached.)

· A significant disclosure about outstanding options‐ Shares reserved for issue under options and contract/commitments for the sale of  shares / disinvestment, including terms and amounts, has to be made.

· A crucial disclosure has to be made is in respect of period and amount of continuing default, in repayment of loans and interest. This might be a difficult task for the auditors to determine which a case of default is.

III-RESERVES AND SURPLUS:
An addition to Reserve and surplus heading‐

· Share Option Outstanding Account

· A Separate head for intangible assets 

(Items like patents, trademarks, copyrights have been shifted under intangible assets)

· Classification of loans and advances as long term and short term
The other disclosures in the Balance Sheet are –

· earmarked balance with banks be stated separately;

· Repatriation restrictions;

· Bank deposits with more than 12months maturity to be shown separately

However, few redundancies like details of loans and advances due from companies under the same managements still exist.

MAJOR CHANGES IN THE PROFIT & LOSS ACCOUNT:
The Ministry had currently issued a notification in respect of general exemption under the requirement of Section 211 of the Act. It is noted that in the revised schedule the same has been taken into consideration and the specified class of companies are no more required to give the item wise break-up of the raw materials consumed. 

Also to note construction companies are not specified in the above exemption.

Further, the draft of Schedule VI laid earlier the classification of costs on Functional basis. The revised Schedule, however, does not lay any such cost classification. It is to note that in case of Finance Companies, revenue from operations has to be disclosed. The revenue shall include revenue from interest and other financial services.

OMMISSIONS:
· An important disclosure regarding the detailed information citing the payments by way of managerial remuneration, reimbursement expenses etc. made to directors, managing agents, managers etc have been excluded. This seems to be an inadvertent omission. It is a very significant disclosure but this seems to be missing in the current schedule. 
· The statement showing computation of net profits in accordance with section 349 is missing in the disclosure requirements under the notes.

· the disclosure in case of manufacturing companies regarding detailed quantitative information with regard to the:

Licensed capacity

Installed capacity; and

Actual production

has also been omitted. 

On one hand where the disclosure requirements have been substantially increased, but on the other hand there are several significant requirements which have been omitted in the revised Schedule. Though, the new requirements shall provide a much clear and transparent picture of the affairs of the company in relation to the liquidity risk and increases the accountability of the Company, but on the other hand several disclosures omitted shall lead to arbitrary action of the Company. 

The role and responsibilities of the Auditors has also been increased significantly. 

4. BRIEF SUMMARY OF COMPARATIVE ANALYSIS:

	Sr. No.
	Particulars
	Old Schedule Vi
	Revised Schedule Vi

	1
	Rounding off of Figures appearing in financial statement
	Turnover of less than Rs. 100 Crs - R/off to the nearest Hundreds, thousands or decimal thereof

Turnover of Rs. 100 Crs or more but less than Rs. 500 Crs - R/off to the nearest Hundreds, thousands, lakhs or millions or decimal thereof

Turnover of Rs. 500 Crs or more - R/off to the nearest Hundreds, thousands, lakhs, millions or crores, or decimal thereof
	Turnover of less than Rs. 100 Crs - R/off to the nearest Hundreds, thousands, lakhs or millions or decimal thereof

Turnover of Rs. 100 Crs or more - R/off to the nearest lakhs, millions or crores, or decimal thereof
 

	2
	Net Working Capital
	Current assets & Liabilities are shown together under application of funds. The net working capital appears on balance sheet. 
	Assets & Liabilities are to be bifurcated in to current & Non-current and to be shown separately. Hence, net working capital will not be appearing in Balance sheet.




	3
	Fixed Assets
	There was no bifurcation required in to tangible & intangible assets.
	Fixed assets to be shown under non-current assets and it has to be bifurcated in to Tangible & intangible assets.

	4
	Borrowings
	Short term & long term borrowings are grouped together under the head Loan funds sub-head Secured / Unsecured 
	Long term borrowings to be shown under non-current liabilities and short term borrowings to be shown under current liabilities with separate disclosure of secured / unsecured loans.

	 
	
	 
	Period and amount of continuing default as on the balance sheet date in repayment of loans and interest to be separately specified

	5
	Finance lease obligation
	Finance lease obligations are included in current liabilities
	Finance lease obligations are to be grouped under the head non-current liabilities

	6
	Deposits
	Lease deposits are part of loans & advances
	Lease deposits to be disclosed as long term loans & advances under the head non-current assets


	7
	Investments
	Both current & non-current investments to be disclosed under the head investments
	Current and non-current investments are to be discosed separately under current assets & non-current assets respectively. 

	8
	Loans & Advances
	Loans & Advance are disclosed alongwith current assets
	Loans & Advances to be broken up in long term & short term and to be disclosed under non-current & current assets respectively. 

	 
	 
	Loans & Advance to subsidiaries & others to be disclosed separately.
	Loans & Advance from related parties & others to be disclosed separately.

	9
	Deffered Tax Assets / Liabilities
	Deferred Tax assets / liabilities to be disclosed separately
	Deferred Tax assets / liabilities to be disclosed under non-current assets / liabilities as the case may be.

	10
	Cash & Bank Balances
	Bank balance to be bifurcated in scheduled banks & others
	Bank balances in relation to earmarked balances, held as margin money against borrowings, deposits with more than 12 months maturity, each of these to be shown separately.


	11
	Profit & Loss
(Dr Balance)
	P&L debit balance to be shown under the head Miscellaneous expenditure & losses.
	Debit balance of Profit and Loss Account to be shown as negative figure under the head Surplus. Therefore, reserve & surplus balance can be negative.

	12
	Sundry Creditors
	Creditors to be broken up in to micro & small suppliers and other creditors.
	It is named as Trade payables and there is no mention of micro & small enterprise disclosure.

	13
	Other current liabilities
	No specific mention for separate disclosure of Current maturities of long term debt
	Current maturities of long term debt to be disclosed under other current liabilities.

	 
	 
	No specific mention for separate disclosure of Current maturities of finance lease obligation
	Current maturities of finance lease obligation to be disclosed.

	14
	Separate line item 
Disclosure criteria
	any item under which expense exceeds one per cent of the total revenue of the company or Rs. 5,000 which ever is higher; shall be disclosed separately
	any item of income / expense which exceeds one per cent of the revenue from operations or Rs. 1,00,000, which ever is higher; to be disclosed separately


	15
	Expense classification
	Function wise & nature wise
	Expenses in Statement of Profit and Loss to be classified based on nature of expenses

	16
	Finance Cost
	Finance cost to be classified in fixed loans & other loans
	Finance cost shall be classified as interest expense, other borrowing costs & Gain / Loss on foreign currency transaction & translaton.

	17
	Foreign exchange gain / loss
	Gain / Loss on foreign currency transaction to be shown under finance cost
	Gain / Loss on foreign currency transaction to be separated into finance costs and other expenses

	18
	Purchases
	The purchase made and the opening & closing stock, giving break up in respect of each class of goods traded in by the company and indicating the quantities thereof.
	Goods traded in by the company to be disclosed in broad heads in notes. Disclosure of quantitative details of goods is diluted


5. Reasons for Revision in Schedule VI & Impact on Company:

1. Liquidity Ratio

· Reason: 

To harmonize and synchronize the general disclosure requirements with those prescribed in (IFRS), applicable from April 1, 2011.

· Impact:

In absence of proper classification of assets and liabilities into current and non-current categories, this ratio gets distorted. Disclosure in the revised schedule VI will remove this distortion. Examples are deposits which the company does not expect to realize within 12 months after the balance sheet date, that part of loans and advances that will be recovered after 12 months from the balance sheet date and those items of raw materials and components which are not expected to be consumed within the normal operating cycle. Similarly, non-current provisions and current provisions are clubbed together. At present the total amount of the provision is clubbed together with current liabilities. The draft revised schedule VI requires companies to classify assets and liabilities into current and non-current categories. 

This will definitely improve the usefulness of the balance sheet. Conventionally, current asset to current liabilities ratio (current ratio) is calculated to evaluate the liquidity of the company.

2. Debt- Equity Ratio:

· Reason: 

The extant schedule VI does not require companies to classify assets and liabilities into current and non-current categories. As a result, some items of assets, which should be classified as non-current asset, are included in current assets. It is expected that the Companies Act will be revised to enable companies to classify redeemable preference shares as debt (loan fund). At present redeemable preference shares are classified as equity. IFRS requires that companies should classify redeemable preference shares as debt because a company has no discretion but to repay the capital. Therefore, redeemable preference shares represent an obligation present at the balance sheet date. Accordingly, it should be classified as debt.

· Impact:

This classification will improve the analysis of financial statement. Provision in the Companies Act relating to preference shares, including provisions related to redemption of preference shares will require change.

3. Accumulated Loss Treatment:

· Reason: 

The accumulated loss will be treated as negative amount under reserves and surplus. 

· Impact:

Now, the debit balance of Profit and loss account will not come under the head of Miscellaneous Expenditure on Asset side. Its revised effect is given under “Reserves and Surplus” as a result of which we can have true and fair evaluation of actual reserves of the Company and profitability. 

4. Applicability of Cost Accounting Standards:

· Reason: 

The proposed revision of schedule VI to the Companies Act 1956 stipulates multi-step format for the presentation of profit and loss account. It requires companies to disclose gross profit in the profit and loss account. It also requires allocation of operating expenses into selling and marketing expenses and administrative expenses.

· Impact:

This will bring a significant change in the current structure of profit and loss account. This will require a company to apportion common expenses to different functions/activities. Companies should apply the Cost Accounting Standards, wherever applicable. Revised schedule VI uses the term cost of sales instead of the term cost of goods sold. Sales promotion and similar expenses are included in operating expenses and not in cost of goods sold. 

5. Gross Profit Ratio:

· Reason: 

The disclosure of gross profit by companies will be useful in analyzing financial statements. Gross profit is the difference between the amount of net sales (that is sales less excise duty) and the cost of goods sold. For a manufacturing company cost of goods sold is total of costs incurred to manufacture the goods sold and the costs to bring the goods to the location of sale. Analysts use the gross profit ratio to evaluate the manufacturing efficiency of a manufacturing business and the efficiency of procurement and inward logistics of a merchandising business. However, the ratio is less relevant for a company that has significant operating expenses. The reason is that the gross profit ratio may be improved by improving sales through advertising and product promotion expenses and expenses on improving the efficiency and effectiveness of the distribution channel.  Therefore, gross profit ratio might be misleading.

· Impact:

Companies have to take into account the Sales Promotion expenses like product advertising, product promotion and expenses like improving efficiency and effectiveness of distribution channel into Trading Account for true and fair determination of Gross Profit. Also, on account of these expenses, the gross profit will be evaluated on basis of Cost of Sales & not on Cost of Goods sold. This might significantly reduce company’s gross profit.
