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5.0

OBJECTIVES

After studying this unit, you will be able to know
● About new schedule III of Indian Companies Act 2013,
● The basic principles of Schedule III,
● The major changes related to the Balance sheet & Statement of Profit & Loss
Account,
● And the disclosures no longer required (brought in by Revised Schedule VI).
5.1

INTRODUCTION

Schedule III of Companies Act, 2013 contains the general instructions for preparation
of statement of profit and loss and balance sheet of a company which includes
adherence of the accounting standards; requirement of disclosures, notes to the
accounts, rounding off amount; format for preparing statement of Profit & Loss and
Balance sheet.
Schedule III to the Companies Act, 2013 provides guidelines in which every company
registered shall prepare its Balance Sheet and Statement of Profit and Loss. As per
various economic and regulatory reforms happened for companies over the past years,
there arose a need for providing the disclosure requirements under the Old Schedule VI
to the Act and synchronizing them with the notified Accounting Standards as applicable.
Accordingly, the Ministry of Corporate Affairs (MCA) had issued a revised form of
Schedule VI on February 28, 2011 and this has formed the basis for the Schedule III of
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Companies Act, 2013.The relevant Schedule III to the Act is given in Annexure A (Pg.
102). As per the Act and rules / notifications there under, the Schedule applies to all
companies for the Financial Statements to be prepared for the financial year
commencing on or after April 1, 2014.
The requirements of the Schedule III is not applicable to the companies in the provision
to Section 129(1) of the Act, i.e., banking company, insurance company, any company
engaged in the generation or supply of electricity or to any other class of company for
which a form of Balance Sheet and Statement of Profit and Loss has been specified in
or under any other Act governing such class of company. It may be clarified that for
companies engaged in the generation and supply of electricity, however, neither the
Electricity Act, 2003, nor the rules framed there under, prescribe any specific format
for presentation of Financial Statements by an electricity company. Section 1 (4) of the
Companies Act states that the Companies Act will apply to electricity companies, to the
extent it is not inconsistent with the provisions of the Electricity Act. Keeping this in
view, Schedule III may be followed by such companies till the time any other format is
prescribed by the relevant statute.
5.2

PRINCIPLES OF SCHEDULE III

Main principles
● As per the Schedule III of Companies Act 2013 if any compliance with the
requirements of the Act and/ or the notified Accounting Standards requires a
change in the disclosure or any modifications in the Financial Statements as
compared the Schedule III, the requirements of the Act and/ or the notified
Accounting Standards will prevail over the Schedule.
● The Schedule III clarifies that all the disclosures mentioned in the Financial
Statements or in the notes are the minimum requirements. Line items, sub-line
items and sub-totals can be presented as an addition or substitution in the
Financial Statements when such presentation is required for understanding of
the company’s financial position.
● The terms mentioned in the Schedule III must have appropriate meaning as
defined by the Accounting Standards. For example, the terms such as
‘associate’, ‘related parties’, etc. will have the same meaning as defined in
Accounting Standards notified under Companies (AS) Rules, 2006.
● In preparing the Financial Statements and the Notes to Accounts, a minimum
balance will have to be maintained between providing detail that may not assist
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users of Financial Statements and not providing information as a result of too
much aggregation.
● All items of assets and liabilities are to be divided between current and noncurrent items and presented separately in the Balance Sheet. Such classification
was not required by the Old Schedule VI, but was introduced in the Revised
Schedule VI itself.
● There is a requirement to use the same unit of measurement throughout the
Financial Statements. Moreover, rounding off requirements have been changed
to eliminate the option of presenting figures in terms of hundreds and thousands
if turnover exceeds 100 crores.

5.3
MAJOR CHANGES RELATED TO THE BALANCE
(BROUGHT IN BY REVISED SCHEDULE VI ONWARDS)

SHEET

● The Schedule III prescribes only the vertical format for presentation of Financial
Statements. Thus, a company will now not have an option to use horizontal
format for the presentation of Financial Statements as prescribed in Old
Schedule VI.
● Current and non-current classification has been introduced for presentation of
assets and liabilities in the Balance Sheet. The application of this will require
assets and liabilities to be classified into their current and non-current portions.
For instance, maturities of a long term borrowing have to be classified under the
head “Other current liabilities.”
● The shareholder holding more than 5 percent shares in the company now needs
to be disclosed. In the absence of any indication specified of the date of holding,
such information should be based on shares held as on the date of Balance Sheet.
● Details pertaining to the aggregate number and class of shares allotted for
consideration other than cash, bonus shares and shares bought back will need to
be disclosed only for a period of 5 years preceding the Balance Sheet date
inclusive of the current year.
● If the statement of Profit and Loss shows a debit balance then that will be
disclosed under the head “Reserves and surplus.” Earlier, any debit balance in
Statement of Profit and Loss carried forward after deduction from uncommitted
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reserves was required to be shown as the last item on the Assets side of the
Balance Sheet.
● Specific disclosures are already mentioned for Share Application money. The
application money not exceeding the capital offered for issuance will be shown
separately in the Balance Sheet. Any excess of subscription amount or if the
minimum subscription requirements are not met will be shown under “Other
current liabilities.”
● The term “sundry debtors” has been replaced with the term “trade receivables.”
‘Trade receivables’ means any dues arising from goods sold or services rendered
in the usual course of business. Hence, amounts due on account of any other
obligations can not be included in the trade receivables.
● The Old Schedule VI required separate presentation of outstanding debtors for
a period exceeding 6 months based on which the bill/invoice was raised in the
particular date whereas, the Schedule III (and earlier, the Revised Schedule VI)
requires separate disclosure of trade receivables outstanding for a period
exceeding 6 months from the date the bill/invoice is due for payment.
● “Capital Advances” are specifically to be presented separately under the head
“Loans & advances” rather than included in other places.
● Tangible assets under lease are required to be separately mentioned under every
class of asset. Where there is no further clarification, the term “under lease”
should be taken to mean assets given on operating lease in the case of lesser and
assets held under finance lease in the case of lessee.
● In the Old Schedule VI, details of only capital commitments were required to be
disclosed. Under the Schedule III (and earlier, the Revised Schedule VI), other
commitments also need to be disclosed.
● The Schedule III requires disclosure of all defaults in repayment of loans and
interest to be specified in each case. Earlier, it was not required in the Financial
Statements. However, disclosures pertaining to defaults in repayment of dues to
a financial institution, bank and debenture holders continue to be required in the
report under Companies order, 2015 (CARO).
● The Schedule III introduced a number of other additional disclosures.
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(a) Rights, preferences and restrictions attaching to each categories of shares,
including restrictions on the dividends distribution and the repayment of
capital;
(b) Repayment terms of long-term loans;
(c) In each class of investment, details regarding the names of the corporate
bodies in whom investments have been made, indicating separately whether
such bodies are
(i)
subsidiaries,
(ii)
associates,
(iii) joint ventures, or
(iv)
controlled special purpose entities, and the nature and extent of
the investment made in each such body corporate (showing
separately partly-paid investments);
(d) Aggregate provision for reduction in value of investments separately for
current and long-term investments;
(e) Stock-in-trade should be treated separately from other finished goods.
5.4

MAIN CHANGES RELATED TO STATEMENT OF PROFIT AND LOSS
(BROUGHT IN BY REVISED SCHEDULE VI AND ADDED TO BY
SCHEDULE III)
● The name changed to “Statement of Profit and Loss” as against ‘Profit and Loss
Account’ as contained in the Old Schedule VI.
● The Schedule III (and earlier Revised Schedule VI) lays down a format for
presentation of Statement of Profit and Loss. This format of Statement of Profit
and Loss does not mention any appropriation item. Further, the Schedule III
format prescribes such ‘below the line’ adjustments to be presented under
“Reserves and Surplus” in the Balance Sheet.
● In addition to some important disclosures prescribed in the Statement of Profit
and Loss, any item of income or expense exceeds one percent of the revenue
from operations or Rs. 100,000 (earlier 1 % of total revenue or Rs. 5,000),
whichever is higher, needs to be disclosed separately.
● The Old Schedule VI required the parent company to acknowledge dividends
declared by subsidiary companies even after the date of the Balance Sheet. Such
requirement no longer exists in Schedule III (and earlier Revised Schedule VI).
5

Accordingly, as per AS-9 Revenue Recognition, dividends should be certified
as an income only when the right to receive dividends is established as on the
Balance Sheet date.
● In respect of companies other than finance companies, revenue from operations
need to be disclosed separately as revenue from (a) sale of products, (b) sale of
services and (c) other operating revenues.
● Net exchange gain or loss on borrowings of foreign currency to the extent
considered as an adjustment to interest cost needs to be mentioned separately as
finance cost.
● In terms of quantitative disclosures for significant items of Statement of Profit
and Loss, such as raw material consumption, stocks, purchases and sales have
been simplified and replaced with the broad heads. The broad heads need to be
decided based on considerations of materiality and presentation of true and fair
view of the Financial Statements.
● Schedule III has brought in an additional requirement under additional
information is that the companies need to disclose the amount of expenditure
incurred on corporate social responsibility activities.
5.5

DISCLOSURES NO LONGER REQUIRED (BROUGHT IN BY
REVISED SCHEDULE VI)

The Schedule III has removed a number of disclosure requirements that were not
considered appropriate in the present day. Examples include:
(a) Disclosures relating to managerial remuneration and net profits for
calculation of commission;
(b) Information regarding to licensed capacity, installed capacity and actual
production;
(c) Information on purchase and selling of investments during the year;
(d) Investments, sundry debtors and loans & advances pertaining to companies
under the same management;
(e) Maximum amounts due regarding loans and advances from directors of the
company;
6

(f) Commission, brokerage and non-trade discounts
5.6

LET US SUM UP

Schedule III of Companies Act, 2013 contains the General Instructions for the
preparation of balance sheet & statement of profit and loss of a company which includes
compliance of the accounting standards; requirement of disclosures, notes to the
accounts, rounding off amount ; format for preparing balance sheet and statement of
profit and loss account for making law uniform to all. As per the new companies act
“schedule” has been replaced by “Notes to the account” but the meaning is same that
they are the details of items mentioned in the balance sheet and statement of profit &
loss. The revised schedule 3 of the companies act 2013 tells the general instructions for
the preparation of balance sheet and statement of profit and loss of a company.
5.7

KEY WORDS

●

MCA : The Ministry of Corporate Affairs is an Indian government ministry. It is
primarily concerned with administration of the Companies Act 2013, the
Companies Act 1956, the Limited Liability Partnership Act, 2008 & other allied
Acts and rules & regulations framed there-under mainly for regulating the
functioning of the corporate sector in accordance with law.

●

AS : An accounting standard is a common set of principles, standards and
procedures that define the basis of financial accounting policies and practices.

●

Financial Statements: Financial statements are written records that convey the
business activities and the financial performance of a company.

●

Related Parties : A related party, with reference to a company means: Director or
his/her relative; Key managerial personnel or his/her relative; A firm, in which a
Director, Manager or his/her relative is a Partner;

●

Reserves & Surplus : Reserves are the funds earmarked for a specific purpose,
which the company intends to use in future. Surplus is where the profits of the
company reside.

●

Tangible Assets : Fixed assets, also known as tangible assets or property, plant and
equipment, is a term used in accounting for assets and property that cannot easily
be converted into cash.
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●

CARO : CARO stands for Companies (Auditor's Report) Order. It is an order
which lists down the matters on which an auditor is required to report. Section 143
of Companies Act, 2013 mandates reporting on CARO.

●

Joint Ventures : A joint venture is a business entity created by two or more parties,
generally characterized by shared ownership, shared returns and risks, and shared
governance.

●

Stock in Trade : The goods kept in hand by a business for the purposes of its trade.

5.8
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●
●
●
●
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5.9

TERMINAL QUESTIONS

Q1 :
Q2 :

Give a brief note on Schedule III of Companies Act, 2013.
What are the basic principles of the revised schedule III of Companies Act 2013
?
What are the major changes related to the Balance sheet ? (brought in by Revised
Schedule VI onwards)
What are the major changes related to the Statement of Profit & Loss ? (brought
in by Revised Schedule VI onwards)
What are the disclosures which are brought in by Revised Schedule VI no longer
required?

Q3 :
Q4 :
Q5 :
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6.0

OBJECTIVES

After studying this chapter, you will be able to:
●
●
●
●
●

6.1

Explain the nature and objectives of financial statements of a company;
Describe the form and content of Statement of Profit and Loss of a company
Describe the form and content of balance sheet of a company
Explain the significance and limitations of financial statements; and
Prepare the financial statements based on the general instructions given in the
schedule 3 of the Companies Act 2013
INTRODUCTION

Financial statements are the basic annual reports through which the management
communicates financial information to its owners and various outside parties which
include investors, tax authorities, creditors, government, employees, etc. The Financial
statements normally refer to: (a) the balance sheet or position statement which is to be
prepared at the end of the accounting period, and (b) the statement of profit and loss of
9

a company. Now-a-days, the cash flow statement is also considered as an integral
component of the financial statements of a company.
6.2

NATURE OF FINANCIAL STATEMENTS

The financial statements are prepared on the basis of recorded facts which can be
expressed in terms of money. The statements are prepared for a specific period, say one
year. The transactions are recorded in a chronological and systematic order as per the
happening of financial events for the preparation of financial statements which reveal
the financial position as on a date and the financial results for a particular period.
The American Institute of Certified Public Accountants, “The statements prepared
for the purpose of presenting a periodical review of a report on progress by the
management and deal with the status of investment in the business and the results
achieved during the period under review. They reflect a combination of recorded facts,
accounting principles and personal judgments”.
The following points explain the nature of financial statements:
1. Recorded Facts: The Financial statements are prepared on the basis of facts in
the books of accounting. The basis of recording of the transactions are either the
original cost or at historical cost. The figures of various accounts such as cash
in hand, cash at bank, fixed assets, etc., are taken as per the figures recorded in
the books of accounts. The assets purchased at different times and different
prices are put together and shown at original costs. As these are not based on
market prices, the financial statements cannot show the current financial
condition of the concern.
2. Accounting Conventions: While preparing financial statements certain
accounting conventions are followed. The convention of valuing inventory at
cost or at market price, whichever is lower, is accepted. The valuing of assets at
cost less depreciation is followed. The convention of materiality is followed in
dealing with small items like pencils, pens, postage stamps, etc. These items are
treated as expenditure in the year in which they are purchased. The stationery is
valued at cost and not on the principle of cost or market price, whichever is less.
The use of accounting conventions makes financial statements comparable,
simple and understandable.
3. Postulates: Financial statements are prepared on the basis of assumptions
known as postulates such as going concern postulate, money measurement
postulate, etc. Going concern postulate assumes that the enterprise should
continue for a longer period of time. So the assets can be shown on a historical
10

cost. Money measurement postulate assumes that the value of money remains
the same in different periods. Though there may be change in the purchasing
power of money, the assets purchased will be shown at the amount paid for them.
The revenue is included in the sales of the year in which the sale was undertaken
even though the sale price may be received over a number of years. This
assumption is known as realisation postulate.
4. Personal Judgements: The facts and figures presented through financial
statements are mostly based on personal opinions, estimates and judgments. The
depreciation is provided taking into consideration the useful life or tenure of the
fixed assets. Provisions or reserves for doubtful debts are purely made on
estimates and personal judgments. While valuing inventory, cost price or market
value, whichever is less rule is followed. Thus, financial statements are the
summarised reports of recorded facts and are prepared the following accounting
concepts, conventions and requirements of Law.
6.3

OBJECTIVES OF FINANCIAL STATEMENTS

Financial statements are the sources of information to the shareholders and other parties
for notifying them about the profitability and financial position of any business. They
provide information about the results of a particular business for a particular period of
time in terms of assets and liabilities, which provide the basis for taking decisions. Thus,
the primary objective of financial statements is to support the users for decision-making
purposes. The specific objectives include the following:
● To provide adequate, reliable and periodical information about financial
resources and obligations of a business firm to investors and other external
parties who have limited authority, ability or resources to obtain information.
● To provide information about the earning potentiality of a business which can
gainfully be utilised to predict, forecast, compare and evaluate the business
firm’s earning capacity.
● To provide information useful to investors and creditors for predicting,
comparing and evaluating, potential cash flows in terms of amount, timing and
related uncertainties.
● To judge effectiveness of management and its ability to utilise the resources of
a business effectively.
● To report various activities of the business organisation which affects the
society, which can be determined and which are important in its social
environment.
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● To provide the significant policies and concepts usually followed in the process
of accounting and any changes taken up during the year to understand these
statements in a better way.
6.4

USES AND IMPORTANCE OF FINANCIAL STATEMENTS

The end users of financial statements include investors, shareholders, creditors,
government, bankers, employees and the general public at large. It provides the
necessary information about the performance of any business organisation to these
parties having interest in the organisation and help in taking appropriate financial
decisions. The financial statements constitute an integral part of the annual report of a
company in addition to the directors report, auditor's report, and management discussion
and analysis. The different uses and importance of financial statements are as follows:
● Report on stewardship function: Financial statements report the performance
of the management to the shareholders. The gaps between the performance of
management as well as the ownership expectations can be explained by the help
of financial statements.
● Basis for fiscal policies: The fiscal policies of a country, specifically the
taxation policies of the government, are related with the financial performance
of corporate entities. The financial statements provide the input for industrial,
taxation and other economic policies of the government.
● Basis for granting of credit: Corporate undertakings generally borrow funds
from banks and other financial institutions. Credit granting institutions take
decisions based on the financial performance of the business. Thus, financial
statements form the basis for granting of credit.
● Basis for prospective investors: The investors may be short-term and longterm investors. They usually invest in any company by considering the security
and liquidity of their investment with adequate profitability. Financial
statements help the investors to assess the solvency as well as the profitability
of the concern.
● Guide to the value of the investment already made: The company
shareholders are interested in knowing the status, safety and return (ROI) on
their investment. They may also need information to take decisions whether to
continue or discontinue their investment in the business. Financial statements
provide information to the shareholders in taking such important decisions.
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● Aids trade associations in helping their members: Trade associations may
analyse the financial statements with the objective to provide service and
protection to the members. They may develop standard ratios and uniform
systems of accounts.
● Helps stock exchanges: Financial statements help the stock exchanges to
understand the transparency in financial performance and also enables them to
call for required information to protect the interest of the investors. The financial
statements also enable the Stock brokers to judge the financial position and take
decisions about the prices index.
6.5

LIMITATIONS OF FINANCIAL STATEMENTS

Though very much care is taken during the preparation of financial statements and
provide detailed information to the users, they also suffer from the following
limitations:
● Do not reflect the current situation: Financial statements are always prepared
on historical cost. Since the purchasing power of money is changing, the values
of assets and liabilities shown in the balance sheet of a company do not reflect
the present market situation.
● Assets may not realise: Though accounting is based on certain conventions.
Some of the assets may not realise the stated values, if there is liquidation of the
company. Assets shown in the balance sheet reflect merely unexpired.
● Bias: Financial statements are the results of recorded facts. The accountant uses
the accounting concepts and conventions to make judgement in different
situations. Hence, bias may be observed in the results, and the financial position
analysed through financial statements may not be realistic.
● Aggregate information: Financial statements show aggregate or approximate
information but not detailed information. Hence, they may not help the users in
decision-making.
● Vital information missing: Balance sheet does not disclose information
relating to loss of markets, and cessation of agreements, which have vital
importance on the enterprise.
● No qualitative information: Financial statements contain only monetary or
quantitative information but not qualitative information like industrial relations,
industrial climate, labour relations, quality of work, etc.
13

● They are only interim reports: Profit and Loss statement discloses the profit
or loss for a specified period. It does not give any idea about the earning capacity
over time. The financial position in the balance sheet is true at that point of time,
the likely change on a future date is not depicted.
6.6

PROVISIONS RELATING TO FINANCIAL STATEMENTS UNDER
COMPANIES ACT 2013
● Section 129 of Companies act 2013, provides guidelines for the preparation of
financial statements.
● 2(40) to include balance sheet, profit and loss account/income and expenditure
account, cash flow statement, statement of changes in equity and any
explanatory note annexed to the above.
● New section 129 provides that the financial statements shall give a true and fair
view of the state of affairs of the company and shall comply with the accounting
standards notified under new section 133.
● The financial statements shall be prepared in the form provided in new schedule
III of Companies Act, 2013.
● In the new schedule III the provisions for preparation of balance sheet and
statement of profit and loss have been given which are on the same lines as in
the existing schedule VI.
● Further, in the new Schedule III detailed instructions have been given for
preparation of consolidated financial statements as consolidation of accounts of
subsidiary companies is now made mandatory in section 129.
● As per section 129(3) if a company has one or more subsidiaries it will have to
prepare a consolidated financial statement of the company and of all the
subsidiaries in the form provided in the new schedule III of Companies Act,
2013.
● The company has also to attack along with its financial statement, a separate
statement containing the salient features of the financials of the subsidiary
companies in such form as may prescribed by the rules.
● It is also provided that if the company has interest in any associate company or
a joint venture the accounts of that company as well as joint venture shall be
consolidated.
● For this purpose associate company has been defined in new section 2(6)
company has significant influence i.e. it has. 20% of the total share capital of
the company or has control on the business decision under an agreement.
● The Central Government has power to exempt any companies from complying
with any of the requirements made under the section.
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6.7

GENERAL INSTRUCTION FOR PREPARATION OF FINANCIAL
STATEMENTS OF A COMPANY

(1) If Accounting Standards as applicable to the companies require any change in
disclosure or including addition, amendment, substitution or deletion in any matter
in the financial statements, then the same will be made and the requirements of this
Schedule shall be changed accordingly.
(2) The disclosure requirements mentioned in the Schedule are just in addition to and
not in substitution specified in the Accounting Standards prescribed under the
Companies Act, 2013. Any additional disclosures mentioned in the Accounting
Standards should be specified in the notes to accounts unless required to be
disclosed on the face of the Financial Statements. Similarly, all other disclosures
required by the Companies Act shall be made in the notes to accounts in this
Schedule.
(3) (i) Notes to accounts contain information, to be presented in the Financial
Statements and shall be provided as and when required.
a) Narrative descriptions of items recognised in those statements; and
b) Information about items that do not qualify to be placed in those statements.
(ii) Every item of the Balance Sheet and Profit and Loss Statement shall be crosschecked with any related information in the notes to accounts. While preparing the
Financial Statements a balance shall be maintained between providing excessive
detail that may not assist users of financial statements and not providing important
information of too much aggregation
(4) Depending upon the turnover of the company, the rounding off of figures appearing
in the financial statements are given below:
TURNOVER

ROUNDING OFF

Less than one hundred crore rupees

To the nearest hundreds, thousands, lakhs,
millions or decimals thereof

One hundred crore rupees or more

To the nearest lakhs, millions or crores or
decimals thereof

(ii) There should be uniformity in the usage of unit measurement in all the financial
statements.
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(5) Except the first Financial Statements put before the Company (after its
incorporation) the corresponding amounts (comparatives) for the immediately
preceding reporting period for all items shown in the Financial Statements
including notes shall also be given.
(6) The terms used shall be as per the prescribed Accounting Standards as per the
objective of the schedule. This part of the Schedule states the minimum
requirements for the preparation of Balance Sheet, as well as of Profit and Loss
statement. Line items, sub-line items and sub-totals shall be presented as an
addition or substitution on the Financial Statements. when required for compliance
with the amendments to the Companies Act or under the Accounting Standards.
6.7.1 PART I - BALANCE SHEET
Name of the Company…………………….
Balance Sheet as at………………………
Particulars

Note No.

Figures as at Figures as at the
the end of end of previous
current
reporting period
reporting
period

I. EQUITY AND LIABILITIES
1) Shareholder’s 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
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(4) Current Liabilities
(a) Short-term borrowings
(b) Trade payables
(c) Other current liabilities
(d) Short-term provisions
Total
II.Assets
(1) Non-current assets
(a) Fixed assets
(i) Tangible assets
(ii) Intangible assets
(iii) Capital work-in-progress
(iv) Intangible assets under development
(b) Non-current investments
(c) Deferred tax assets (net)
(d) Long term loans and advances
(e) Other non-current assets
(2) 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

6.7.2 GENERAL INSTRUCTIONS FOR PREPARATION OF BALANCE
SHEET
●

When an asset shall be classified as current? If it satisfies any of the given
criteria
(a) it is expected to be realised, or for sale or consumption during the course of
company’s normal operating cycle; or
(b) it is held primarily for the purpose of being traded; or
(c) it is expected to be realised within 12 months after the date of reporting ; or
17

(d) it is cash or equivalent to cash unless it is restricted from being exchanged or
used to settle a liability for at least 12 months after the reporting date.
●

When an asset shall be classified as Non Current ?
Assets other than Current Asset are termed as non current.

●

Operating Cycle
Time between the acquisition of assets for processing & their realisation in cash or
cash equivalents..

●

When liability shall be classified as current ? If it satisfies any of the given
criteria
(a) It is expected to be settled in the company during the accounting year; or
(b) It is for the purpose of being traded; or
(c) It is due to be settled within 12 months after the reporting date; or
(d) The company has no right to defer settlement of the liability for at least 12
months after the reporting the Terms of a liability that could, at the option the
counterparty, result in its settlement by the issue of equity instruments do not
affect its classification.

●

When an liability shall be classified as Non Current ?
Liability other than Current liability shall be classified as Non-Current.

●

When receivable shall be classified as a “trade receivable” ?
It is in respect of the amount due on account of goods sold or services rendered in
the normal course of business.

●

When 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.

●

Share Capital
Various classes of preference shares to be treated separately.
a. The number of shares and the amount of shares authorized.
b. Par value per share.
c. The number of shares issued, subscribed and fully paid, and subscribed but not
fully paid.
d. A cross verification of the shares outstanding at the beginning and at the end of
the reporting period.
e. The rights, preferences and restrictions attaching to each segment of shares
including restrictions on the dividend distribution & repayment of capital.
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f. Shares in respect of each class in the company held by its holding company or
by subsidiaries of the holding company or the ultimate holding company in
aggregate.
g. Shares in the company possessed by each shareholder having more than 5%
shares specifying the number of shares held.
h. Shares reserved for issue under options and contracts for the sale of shares,
including the terms and amounts.
i. For the period of 5 years preceding the date as at which the Balance Sheet is
prepared.
i) Aggregate number and class of shares allotted as fully paid-up pursuant
to contract(s) without payment being received in cash.
ii) Aggregate number of shares allotted as fully paid-up as bonus shares.
iii) Aggregate number of shares bought back.
j. Terms of any securities convertible into either preference shares or equity
shares issued along with the earliest date of conversion in descending order
starting from the farthest such date.
k. Calls unpaid (aggregate value of calls unpaid by directors and officers)
l. Forfeited shares (amount paid-up actually).
●

Reserves and Surplus
The reserve and surplus shall be classified as 1) Capital Reserves; 2) Capital
Redemption Reserve (CRR); 3) Securities Premium Reserve; 4) Debenture
Redemption Reserve(DRR); 5) Revaluation Reserve; 6) Share Options Outstanding
Account; 7) Other Reserves (specify the nature and purpose of each reserve and the
amount in respect thereof); 8) Surplus i.e., balance in Statement of Profit and Loss
disclosing allocations and appropriations such as dividend, bonus snares and
transfer to/from reserves, etc.;
Reserve specifically represented by earmarked investments shall be termed as a
“fund”.
Debit balance of profit and loss statement shall be shown as a negative figure under
the head “Surplus”. Similarly, the balance of “Reserves and Surplus”, if any, shall
be shown under the head “Reserves and Surplus” even if the figure is negative.

●

Long-Term Borrowings
Long Term Borrowings shall be classified as 1) Bonds/debentures;2) Term loans:
(i) from banks. (ii) from other parties 3) Deferred payment liabilities; 4) Deposits;
5) Loans and advances from related parties; 6) Other loans and advances (specify
nature) These borrowings shall be further sub-classified as SECURED AND
UNSECURED, Where loans have been guaranteed by directors or any other
persons The amount of such loans under each head must be mentioned.
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Bonds/debentures shall be stated in descending order of maturity or conversion,
starting from farthest redemption or conversion date. Where bonds / debentures are
repayable by instalments, the date of maturity for this purpose must be calculated
as the date on which the first instalment is due.
Details of any redeemed bonds or debentures which the company has power to
reissue shall be mentioned.
Shall state the Terms of repayment of various term loans.
Shall specify the period and the amount of continuing default as on the balance sheet
date in repayment of loans and interest (separately in each case).
● Other Long-term Liabilities shall be classified as Trade payables & Others.
● Long-term provisions shall be classified as 1) Provision for employee
benefits;2) Others.
●

Short-term borrowings
Short term borrowings shall be classified as Loans repayable on demand or from
banks or from other parties or Deposits or Other loans and advances.
Borrowings shall further be sub-classified as secured and unsecured, Where loans
have been guaranteed by directors or others. The aggregate amount of such loans
under each head must be disclosed.
Shall specify Period and amount of continuing default as on the balance sheet date
in repayment of loans and interest.

●

Other current liabilities
It shall be classified as :
● Current maturities of long-term debt;
● Current maturities of finance lease obligations;
● Interest accrued but not due on borrowings;
● Interest accrued and due on borrowings;
● Income received in advance;
● Unpaid Dividends;
● Application money received for allotment of securities and due for refund and
interest accrued thereon.

Share application money is the first payment towards allotment of share capital. The
terms and conditions including the number of shares proposed to be issued, the amount
of premium, if any, and the time period of allotment of shares shall be disclosed. It shall
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also be disclosed whether the company has sufficient authorised capital to cover the
amount of share capital resulting from allotment of shares. Share application money not
exceeding the issued capital and to the extent not refundable shall be shown under the
head Equity and share application money to the extent refundable, i.e., the amount in
excess of subscription or in case the requirements of minimum subscription are not met,
shall be separately shown under “Other current liabilities”;
●
●
●
●

Unpaid matured deposits and interest accrued thereon;
Unpaid matured debentures and interest accrued thereon;
Other payables (specify nature).
Short-term provisions shall be classified as 1) Provision for employee
benefits2) Others (specify nature).

 Tangible assets
Tangible assets can be classified as 1) Land;2) Buildings; 3) Plant and Equipment; 4)
Furniture and Fixtures; 5) Vehicles; 6) Office equipment; 7) Others (specify nature).
A reconciliation of the gross and net carrying amounts of each class of assets at the
beginning and along with additions, disposals, acquisitions through business
combinations and other adjustments like depreciation shall be disclosed separately.
Where any amount written-off or added on a reduction of capital or revaluation of assets
every balance sheet subsequent to date of such write-off, or addition shall show the
reduced or increased amount as applicable and shall by way of a note also show the
reduction amount or increase as applicable with the date for the first five years
subsequent to the date of such reduction or increase.
● Intangible assets
Intangible assets are 1) Goodwill;2) Brands /trademarks; 3) Computer software; 4)
Mastheads and publishing titles; 5) Mining rights; 6) Copyrights, and patents and other
intellectual property rights, services and operating rights; 7) Licences and franchise etc.
A reconciliation of the gross and net amounts of each category of assets at the beginning
as well as at end of the reporting period including additions, disposals, acquisitions
through business combinations and depreciation etc shall be disclosed separately.
Where the sums have been written-off on a reduction of capital or revaluation of assets
or where sums have been added on revaluation of assets, every balance sheet subsequent
to date of such write-off, or addition shall be shown as applicable
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Non-current investments
Non current investments shall be classified as trade investments and other investments
and further classified as 1) Investment property;2) Investments in Equity Instruments;
3) Investments in preference shares; 4) Investments in Government or trust securities;
5) Investments in debentures or bonds; 6) Investments in Mutual Funds; 7) Investments
in partnership firms etc.
Investments carried at other than at cost should be separately stated specifying the basis
for valuation thereof the following must be disclosed 1) Aggregate amount of quoted
investments and market value thereof ;2) Aggregate amount of unquoted investments;
3) Aggregate provision for diminution in value of investment.
● Long-term loans and advances
Loans and advances shall be classified as 1) Capital Advances;2) Security Deposits; 3)
Loans and advances to related parties etc.
The above shall also be separately sub-classified as 1) Secured, considered good;2)
Unsecured, considered good; 3) Doubtful.
Allowance for bad and doubtful loans and advances shall be disclosed under the
appropriate heads separately. Loans and advances due by directors or any officers of
the company jointly with any other persons or amounts due by firms or private
companies respectively in which any director is a partner or a member should be
separately stated.
● Other non-current assets
It shall be classified as 1) Long-term Trade Receivables ;2) Others (specify nature);
Long term Trade Receivables, shall be sub-classified as: (i) Secured, & Unsecured. Bad
and doubtful debts shall be disclosed under the relevant heads separately. Debts due by
directors or other officers of the company or debts due by firms or private companies
respectively in which any director is a partner or a director or a member should be
separately stated.
● Current Investments
It shall be classified as 1) Investments in Equity Instruments;2) Investment in
Preference Shares; 3) Investments in Government or trust securities: 4) Investments in
debentures or bonds; 5) Investments in Mutual Funds; 6) Investments in partnership
firms etc.
Under each classification details shall be given of names of the bodies corporate
indicating separately whether such bodies are : (i) subsidiaries, (ii) associates, (iii) joint
ventures, or (iv) controlled special purpose entities in whom investments have been
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made and the nature and extent of the investment so made in each such body corporate
(showing separately investments which are partly paid). In regard to investments in the
capital of partnership firms, the names of the firms shall be given.
The following shall also be disclosed:
1) The basis of valuation of individual investments
2) Aggregate amount of quoted investments and market value thereof;
3) Aggregate amount of unquoted investments;
4) Aggregate provision made for diminution in value of investments.
● Inventories
Inventories shall be classified as 1) Raw materials;2) Work-in-progress; 3) Finished
goods; 4) Stock-in-trade 5) Stores and spares; 6) Loose tools etc.
● Trade Receivables
It should be sub-classified as Secured, unsecured & Doubtful. Allowance for bad and
doubtful debts shall be mentioned under the relevant heads separately. Debts due by
directors or other officers of the company with any other person or debts due by firms
or private companies respectively in which any director is a partner or a member should
be separately stated.
●

Cash and cash equivalents
Cash can be classified as
1) Bank Balances
2) Cheques,
3) Cash on hand;
4) Others (specify nature)

Balances with banks to the extent held as margin money or security against the
borrowings, guarantees, other commitments shall be mentioned separately. Repatriation
restrictions, if any, in respect of cash and bank balances shall be mentioned separately.
Bank deposits with more than 12 months maturity shall be disclosed separately.
● Short-term loans and advances
Short term loans shall be classified as:
1) Loans and advances to related parties
2) Others (specify nature). above shall also be sub-classified as
i) Secured, considered good;
ii) Unsecured, considered good;
iii) Doubtful.
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Allowance for bad and doubtful loans and advances shall be disclosed under the relevant
heads separately. 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.
●

Other current assets (specify nature)
All current assets that do not fit into any other asset categories.

●

Contingent liabilities
It shall be classified as
1) Claims against the company not acknowledged as debt;
2) Guarantees;
3) Other money for which the company is contingently liable.
i) Estimated amount of contracts remaining to be executed on capital
account.
ii) Uncalled liability on shares and other investments partly paid;
iii) Other commitments (specify nature).

Illustration 01 :
From the following is the trial balance of Vishal Ltd., prepare the Balance Sheet of the
company as on 31st March 2015 as per Schedule III of the Companies Act
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Illustration 02.
From the following Ledger balances of Varun LTD., prepare the Balance Sheet of the
company as on 31st March 2014 as per Schedule III of the Companies Act.
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Illustration 03 :
From the following ledger balances of Regal Limited as on 31st March 2015. You are
required to prepare the Balance Sheet as on 31st March 2015 as per Revised schedule
III of the Indian Companies Act.
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Illustration 04 :
Prepare Balance sheet of Darshan Ltd., in the prescribed pro-forma as on 31st March
2015 from the following Trial balance
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Illustration 05 :
From the following ledger balances of Sunshine Co. Ltd., prepare the Balance Sheet of
the company as on 31st March 2014 as per Schedule VI of the Companies Act.
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6.7.3 PART-II – PROFIT & LOSS STATEMENT
Name of the Company……………………..
Profit and Loss statement for the year ended………….
Particulars

CONTINUING
(1)

Figures as at the end Figures as at the
of current reporting end of the previous
period
reporting period

OPERATIONS
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I

Revenue from operations (gross)

II

Other income

III

Total revenue (1+2)

VI

Expenses(a) Cost of materials
consumed
(b) Purchases of stock-in-trade
(c) Changes in inventories of
finished goods, work-in progress
and stock-in-trade
(d) Employee benefits expense
(e) Finance costs
(f) Depreciation and amortisation
expense
(g) Other expenses
Total expenses

V

Profit before exceptional and
extraordinary items and tax
(III-IV)

VI

Extraordinary items

VII Profit
/
(Loss)
before
extraordinary items and tax
(V+VI)
VII Extraordinary items
I
IX Profit before tax (Vl (-/+)VIII)
X

Tax expense:(I) Current
expense for current year
(II) Deferred tax

tax

XI

Profit / (Loss) from continuing
operations (IX+X)
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XII Profit V(loss) from discontinuing
operations
XII Tax expense of discontinuing
operations
I
XI
V

Profit/(loss) from Discontinuing
operations (after tax) (XII-XIII)

XV Profit (Loss) for the period (XI
+ XIV)
XV Earnings per equity share:(1)
Basic
I
(2) Diluted
6.7.4 GENERAL INSTRUCTION FOR PREPARING PROFIT AND LOSS
ACCOUNT
1.

The provisions of this Part shall apply to the income and expenditure account
referred to in sub-clause (ii) of clause (40) of section 2 in like manner as they apply
to a statement of profit and loss.

2.
○

In respect of a company other than a finance company all the revenue earned
from operations shall disclose separately such as revenue from :
1. Sale of products;
2. Sale of services;
3. Other operating revenues; Less:
4. Excise duty.
○ In respect of a finance company, revenue from operations shall include revenue
from—
1. Interest; and
2. 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:
○ Interest expense;
○ Other borrowing costs;
○ Applicable net gain/loss on foreign currency transactions and translation.

4.

Other income
Other income shall be classified as:
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○
○
○
○

5.

Interest Income (in case of a company other than a finance company);
Dividend Income;
Net gain/loss on sale of investments;
Other non-operating income (net of expenses directly attributable to such
income).
Additional Information
A Company shall disclose by way of notes additional information regarding
aggregate expenditure and income on the following items:
○ 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].
○ Depreciation and amortisation expense;
○ Any item of income or expenditure which exceeds one per cent of the revenue
from operations or Rs 1,00,000, whichever is higher;
○ Interest Income;
○ Interest expense;
○ Dividend income;
○ Net gain/loss on sale of investments;
○ Adjustments to the carrying amount of investments;
○ Net gain or loss on foreign currency transaction and translation (other than
considered as finance cost);
○ Payments to the auditor as (a) auditor; (b) for taxation matters; (c) for company
law matters; (d) for management services; (e) for other services; and (f) for
reimbursement of expenses;
○ In case of Companies covered under section 135, amount of expenditure
incurred on corporate social responsibility activities;
○ Details of items of exceptional and extraordinary nature;
○ Prior period items;
○ In the case of manufacturing companies :
■ Raw materials under broad heads.
■ goods purchased under broad heads.
○ In trading companies, purchases in respect of goods traded in by the company
under broad heads.
○ The companies rendering or supplying services, gross income derived from
services rendered or supplied under broad heads.
○ A company, which falls under more than one of the categories mentioned in
(a), (b) and (c) above, shall have 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.
○ In the case of other companies, gross income derived under broad heads.
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➢ In the case of all concerns having works in progress, works-in-progress under
broad heads.
○ 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.
○ The aggregate, if material, of any amounts withdrawn from such reserves.
○ The aggregate, if material, of the amounts set aside to provisions made for
meeting specific liabilities, contingencies or commitments.
○ The aggregate, if material, of the amounts withdrawn from such provisions,
as no longer required.
➢ Expenditure incurred on each of the following items, separately for each item:
○ Consumption of stores and spare parts;
○ Power and fuel;
○ Rent;
○ Repairs to buildings;
○ Repairs to machinery;
○ Insurance;
○ Rates and taxes, excluding, taxes on income;
○ Miscellaneous expenses,
○ Dividends from subsidiary companies.
○ Provisions for losses of subsidiary companies.
➢ The profit and loss account shall also contain by way of a note the following
information, namely:—
○ Value of imports calculated on C.I.F basis by the company during the
financial year in respect of—
■ Raw materials;
■ Components and spare parts;
■ Capital goods;
○ Expenditure in foreign currency during the financial year on account of
royalty, know-how, professional and consultation fees, interest, and other
matters;
○ 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;
○ 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;
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○

Earnings in foreign exchange classified under the following heads,
namely:—
■ Export of goods calculated on F.O.B. basis;
■ Royalty, know-how, professional and consultation fees;
■ Interest and dividend;
■ Other income, indicating the nature thereof.

Illustration 06 :

39

40

Illustration 07 :
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Illustration 08 :
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Notes to Accounts :
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6.7.5 GENERAL INSTRUCTION FOR THE PREPARATION
CONSOLIDATED FINANCIAL STATEMENTS
1.

2.
3.

OF

Where there is a requirement by a company to prepare Consolidated Financial
Statements, i.e., consolidated balance sheet and consolidated statement of profit
and loss, the company shall mutatis mutandis follow the requirements of this
Schedule as applicable to a company in the preparation of balance sheet and
statement of profit and loss.
In addition, the consolidated financial statements shall disclose the information as
per the requirements specified in the applicable Accounting Standards including
the following:
○ Profit or loss attributable to “minority interest” and to owners of the parent in
the statement of profit and loss shall be presented as allocation for the period.
○ “Minority interests” in the balance sheet within equity shall be presented
separately from the equity of the owners of the parent.
In Consolidated Financial Statements, the following shall be disclosed by way of
additional information:
All subsidiaries, associates and joint ventures will be covered under consolidated
financial statements.
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4.

6.8

An entity shall disclose the list of subsidiaries or joint ventures which have not been
consolidated in the financial statements along with the reasons for not
consolidating.
LET US SUM UP

Financial statements are the final products of any accounting process, which reveal the
financial results of a particular period and financial position on a particular date.
Financial Statements are prepared and published every corporate undertaking for the
benefit of the stakeholders.
These statements include Statement of profit and loss and balance sheet. The basic
objective of these statements is to give financial information for decision-making by the
management as well as other outsiders who take interest in the affairs of a company.
The Schedule III to the Companies Act, 2013 provides general instructions for
preparation of the balance sheet and the statement of profit and loss of a company.
The Ministry of Corporate Affairs (MCA) issued guidelines for implementation of the
Indian Accounting Standards (IAS) with the International Financial Reporting
Standards (IFRS). The MCA on 6 April 2016, amended Schedule III to include general
instructions for preparation of financial statements of a company whose financial
statements are required to comply with Ind AS. The amendment divides Schedule III
into Division I and II . Division I is applicable to a company whose financial statements
are required to comply with the current accounting standards. Division II is applicable
to a company whose financial statements are drawn up in compliance with Ind AS.
6.9
●

●
●
●

●

KEYWORDS
Tax Authorities : Tax Authority means any Governmental Authority having
jurisdiction over the assessment, determination, collection or imposition of any
Tax.
Postulates : A thing suggested or assumed as true as the basis for reasoning,
discussion, or belief.
Cash Flows : The total amount of money being transferred into and out of a
business, especially as affecting liquidity.
Fiscal Policy : Fiscal policy is the means by which a government adjusts its
spending levels and tax rates to monitor and influence a nation's economy. It is the
sister strategy to monetary policy through which a central bank influences a nation's
money supply.
Interim Reports : Interim reporting is the reporting of the financial results of any
period that is shorter than a fiscal year. Interim reporting is usually required of any
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●

●

●

●
●
●

6.10
●
●
●
●
●
●
●

company that is publicly held, and it typically involves the issuance of three
quarterly financial statements each year.
Deferred Tax : Deferred tax is a notional asset or liability to reflect corporate
income taxation on a basis that is the same or more similar to recognition of profits
than the taxation treatment
Trade Payable : A trade payable is an amount billed to a company by its suppliers
for goods delivered to or services consumed by the company in the ordinary course
of business
Mutual Fund : A mutual fund is an open-end professionally managed investment
fund that pools money from many investors to purchase securities. These investors
may be retail or institutional in nature
Cash Equivalents : Cash equivalents are investments securities that are meant for
short-term investing; they have high credit quality and are highly liquid.
Stock in Trade : The typical subject or commodity a person, company, or
profession uses or deals in.
CIF : Cost, insurance, and freight (CIF) is an expense paid by a seller to cover the
costs, insurance, and freight of a buyer's order while it is in transit. The goods are
exported to a port named in the sales contract
FURTHER READINGS
Sehgal, Ashok and Deepak Sehgal. Corporate Accounting. Taxman Publication,
NewDelhi.
Corporate Accounting, R.K. Mittal? S. Ahuja- V .K. Global Pub. Pvt. Ltd, New
Delhi.
Corporate Accounting – Anil Kumar, Mariappa- Himalaya Publishing House
Tulsian, P.C, Corporate Accounting, S. Chand
Monga, J.R. Fundamentals of Corporate Accounting. Mayur PaperBacks, New
Delhi.
Gupta, Nirmal. Corporate Accounting. SahityaBhawan, Agra.
Bhushan Kumar Goyal, Fundamentals of Corporate Accounting, International
Book House.

6.11

TERMINAL QUESTIONS

Q1.
Q2.
Q3.
Q4.

Explain the nature of the financial statements.
Explain in detail about the significance of the financial statements.
Explain the limitations of financial statements.
Prepare the format of statement of profit and loss and explain its items.
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Q5.
Q6.
Q7.
Q8.
Q9.

Prepare the format of the balance sheet and explain the various elements of the
balance sheet.
Explain how financial statements are useful to the various parties who are
interested in the affairs of an undertaking?
‘Financial statements reflect a combination of recorded facts, accounting
conventions and personal judgements’ discuss.
Explain the process of preparing income statement and balance sheet.
The following Trial Balance has been extracted from the books of Agro India
Ltd. On.

31.03.2015
Debit

Rs.

Credit

Rs.

Plant & Machinery

9,00,000

Sinking Fund

1,00,000

Stock of raw material

1,75,000

Sundry Creditors

1,00,000

Live stock

4,30,000

Equity Share capital

15,00,000

Loan to director

1,35,000

15% Debentures

25,000

IFCI Bonds

2,00,000

Outstanding salary

10,000

Profit & Loss A/c

10,000

Proposed dividend

2,00,000

Patents

3,74,000

Revaluation Reserve

1,65,000

Discount on issue of shares

25,000

Mortgage Loan

2,54,000

Interest Accrued

1,05,000

23,54,000

23,54,000

Trial Balance as on 31st March 2015

Prepare the Balance sheet of the company as per schedule III of the Companies Act
2013.
Q10 : Prepare Balance sheet of Samarth Ltd. In a prescribed proforma as on 31-032015 from the following trial balance.
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Q11 : From the following Ledger balances of Mahan LTD., prepare a Balance Sheet
of the company as on 31st March 2014 as per Schedule III of the Companies
Act 2013.

Q12 : The following items appeared in the trial balance of Bharat Ltd as on 31 st March
2015
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