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Revised Schedule VI – Some Key Aspects

The Ministry of Corporate Affairs vide its notification no. S.O.447E dated 28-2-2011 (as amended by notification no.  
F. No. 2/6/2008–CL–V, dated 30-3-2011) has replaced the existing Schedule VI of Companies Act, 1956, with the 
Revised Schedule VI. The notification has come into force for the Balance Sheet, and Profit and Loss Account to be 
prepared for the financial year commencing on or after 1-4-2011. Accordingly, every company preparing its financial 
statements on or after 1-4-2011 is required to prepare its financial statements as per Revised Schedule VI. In India, 
most companies prepare their financial statements for the financial year, i.e., from 1st April to 31st March for laying the 
same in the Annual General Meeting in accordance with Section 210 of Companies Act, 1956. Like the old Schedule VI, 
the Revised Schedule VI also requires to give corresponding amounts (comparatives) for the immediately preceding 
reporting period for all items shown in the Financial Statements, including that in notes on accounts. Accordingly, the 
companies, which are reporting their financial statements as on 31st March 2012, are required to give its corresponding 
financial statements for the period 2010-11. Hence, a convergence of its already audited financial statements for the 
financial year 2010-11 is required. Read on for an update...

The various requirements, as provided in the Revised 
Schedule VI, are drawn from International Accounting 
Standard 1 ‘Presentation of Financial Statements’ 
(Corresponding Indian Accounting Standard 1). 
Formats of the balance sheet and the profit & loss 
account given in the Revised Schedule VI have taken 
shape from the requirements of IAS 1. In India, though 
Indian Accounting Standards corresponding to IFRS 
have been notified by the Ministry of Corporate Affairs, 
the date of applicability of such Accounting Standards 
is yet to be notified. However, with the applicability of 
the Revised Schedule VI to all types of companies, 
irrespective of their size and nature, companies 
are required to prepare their financial statements 
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as per the Revised Schedule VI. Hence, formats of 
financial statements of Indian Companies will now be 
in the manner financial statements are prepared in 
accordance with IFRS. 

The preparation of financial statements, as per 
Revised Schedule VI, involves a number of practical 
issues, viz., related to new requirements, compliance 
of accounting standards, disclosures and also nature 
of companies. A few of these issues are discussed 
hereunder:

Whether Corresponding Figures for Previous Years 
are to be Re-audited
As stated above, for comparative corresponding figures, 
financial statements for the immediate previous year 
are to be redrawn as per revised formats of balance 
sheet and statement of profit & loss. In particular, the 
Revised Schedule VI requires classifying each asset 
and liability into current and non-current. There are 
certain additional disclosures, which were not required 
by old Schedule VI. The primary requirements for 
preparation of financial statements are provided under 
Section 211(1), 211(2) and 227(2) of the Companies 
Act, 1956 as under:

“Section 211: Form and contents of balance sheet and 
profit and loss account
(1) Every balance sheet of a company shall give a true 
and fair view of the state of affairs of the company as 
at the end of the financial year and shall, subject to the 
provisions of this section, be in the form set out in Part 
I of Schedule VI, or as near thereto as circumstances 
admit or in such other form as may be approved by 
the Central Government, either generally or in any 
particular case; and in preparing the balance sheet due 
regard shall be had, as far as may be, to the general 
instructions for preparation of the balance sheet under 
the heading "Notes" at the end of that Part:

Provided that nothing contained in this sub-section 
shall apply to any insurance or banking company or 
any company engaged in the generation or supply of 
electricity or to any other class of company for which 

a form of the balance sheet has been specified in or 
under the Act governing such a class of company.

(2) Every profit and loss account of a company shall  
give a true and fair view of the profit or loss of  
the company for the financial year and shall, subject  
as aforesaid, comply with the requirements of  
Part II  of Schedule VI, so far as they are applicable 
there to:

Provided that nothing contained in this sub-section 
shall apply to any insurance or banking company  
or any company engaged in the generation or  
supply of electricity, or to any other class of company 
for which a form of profit and loss account has been 
specified in or under the Act governing such a class of 
company.”

Section 227: Power and Duties of auditors – 
(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 a 
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 -
(i) in the case of the balance sheet, of the state of the 
company's affairs as at the end of its financial year; 
and
(ii) in the case of the profit and loss account, of the profit 
or loss for its financial year.

Clause 5 of General Instructions given in Revised 
Schedule VI requires that except in case of the 
first Financial Statements laid 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. 
Financial statements for the year 2010-11 prepared 
in accordance with old Schedule VI were already 
audited, the corresponding amounts (comparatives) 
for the immediately reporting period requires resetting, 
restating and re-classification to meet with the 
new requirement. The statutory auditors require to  
re-examine and not re-audit such corresponding  
figures to the extent the manner of presentation 
is changed and also in particular the assets and  
liabilities are re-classified in current and non-current 
distinction. 
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lause 5 of General Instructions 
given in Revised Schedule VI 
requires that except in case of 
the first Financial Statements 
laid 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.
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Determination of Operating Cycle
The Revised Schedule VI requires that an item being 
an asset or liability shall be classified as current:

Criteria  
Applicable for

i if it is expected to be 
realised/settled, intended 
for sale or consumption in 
the entity's normal operating 
cycle, or

Asset and  
Liability

ii is expected to be realised/ 
settled within 12 months,  
or

Asset and
Liability

iii if it is held primarily for the 
purpose of being traded or 

Asset and
Liability

iv is cash or cash equivalent, 
or

Asset

v if entity does not have  
unconditional right to defer 
settlement of liability for at 
least 12 months after 
reporting period.

Liability

All other assets or liabilities not falling into above criteria 
are non-current.

The clause 2 of Notes to Part I of Revised Schedule VI 
defines the operating cycle as under: 

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

Considering the above definition, a number of issues 
would arise in determination of normal operating cycles 
of a company depending upon the nature of business 
of the company. A few of the issues are as under:

Whether credit period allowed by the supplier be 
reduced in computing operating cycle
The definition of operating cycle talks about the period 
from acquisition of asset to realisation in cash or cash 
equivalents. Hence, from the literal interpretation of 
the definition, such credit period is not required to be 
reduced. However, another view may be that operating 
cycles must be taken as from the date of cash outgo for 
acquisition of the asset to their realisation. Considering 
the fact that in any business, liquidity position is 

determined considering the payments and realisation, 
it would be appropriate to reduce the credit period 
allowed by the supplier in computing operating cycle. 

Financial Institutions and Non-Banking Financial 
Companies (NBFC)
The peculiar facts of the Financial Institutions and 
NBFCs are that they provide advances to the borrowers 
for various terms viz. short term advances up to one 
year as well as long term advances for more than one 
year. The long term advances may be even for more 
than 20 years. Further, many long term borrowings are 
realised in instalments during the period of advance. 
Thus, each advance given by the company has its own 
realisation period which is separate and distinct from 
the other. In these circumstances, determination of 
operating cycle will be a complex task. The company 
should determine its average period of realisation of 
advances which shall be considered as operating 
cycle. Alteratively if operating cycle is not determinable, 
the same may be taken as 12 months. 

Real Estate Project Developers
In real estate projects, the developer may have many 
projects which may accomplish in the period of more 
than one year, say a particular project is expected to 
complete in three years and all properties in this project 
are expected to be sold in four years. The developer 
receives the sale consideration in advance in number 
of instalment considering the total work completed by 
him. However, since the possession of the respective 
property is not transferred, the amount so received 
from customers is shown as advance received from 
customers. Further, the expenditure for development 
of the property is also incurred in phase-wise and 
not in one go. In these circumstances, whether the 
operating cycle should be considered as four years 
being expected period of completion of the project or 
due weightage should also be given to the advance 

enerally, in any business, the 
operating cycle remains constant 
from period to period. However, 
if there is major change in the 
business circumstances, the 

companies will need to consider change in 
operating cycle, if any. For example, in earlier 
period if any company used to sell goods on 
90 days credit basis but now it has started 
receiving advance from its customers for 
supply of goods. Then the operating cycle 
will reduce by 90 days in the year under 
consideration.
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received from the customers and the year-wise 
expenditure. If these are considered, the operating 
cycle should be lesser. 

The advance received from the customer is shown 
as liability till the possession of the property is not 
given but fact remains that it is ultimately towards the 
realisation of property developed. Thus, the expected 
realisation should be considered while determining the 
operating cycle. 

As stated above, the expenditure is incurred in 
phase-wise and not in one go. Thus expenditure 
incurred at a later date is realised in short period. Thus, 
for computing operating cycle in real estate projects, 
averaging should be done. 

Rubber Plantation and Wine Business
In the rubber plantation business, initially, the rubber 
plantation takes six to seven years and thereafter 
plants become mature for tapping. Thus, the question 
that arises is whether in such cases operating cycles 
for rubber plantation companies must be taken at 
six to seven years. In this respect, the attention is 
drawn towards the opinion of the Expert Advisory 
Committee dated 23-3-2007 ‘Accounting treatment of 
surplus realised on sale of rubber trees,’ wherein it is 
opined that rubber plants are fixed assets for rubber 
planting companies, and any expenditure incurred on 
rubber plantations should be capitalised when they 
become mature for tapping. Therefore, the cost so 
capitalised needs to be amortised during the useful 
life of the rubber plants. The definition of operating 
cycle considers the time for acquisition of assets which 
are processed, and their realisation. As opined by the 
Expert Advisory Committee, rubber plants are fixed 
assets and are not processed, further they are not kept 
for sale by companies. Hence, the time of six to seven  
years taken for plantations should be considered as 
part of operating cycle. What is being processed is the 
extracted rubber from these plants. Hence, time from 
the extraction of rubber from plants, their processing, 
sale into the market and realisation from debtors must 
be considered as operating cycle. 

In the wine business, manufacturing of certain 
specific wine takes substantial period of time which may 
be 5 years, 10 years or even 30 years. The ingredients 
used for manufacturing of raw material are processed 
for manufacturing of such wines. Thus, the operating 
cycle for manufacturing of specific wines must be 
computed considering the time for manufacturing of 
such wines. 

Whether Operating Cycle may change from period 
to period
Generally, in any business the operating cycle remains 

constant from period to period. However, if there is major 
change in the business circumstances, the companies 
will need to consider change in operating cycle, if any. 
For example, in earlier period if any company used to 
sell goods on 90 days credit basis but now it has started 
receiving advance from its customers for supply of 
goods. Then the operating cycle will reduce by 90 days 
in the year under consideration. The operating cycle 
in industry is not relevant for a particular company. 
Rather it is company’s own business circumstances 
which need to be considered for determination of 
operating cycle in a particular period. Operating cycle 
is not required to be computed by looking into each 
transaction, rather it should be computed by uses of 
averages. Further, normal business behaviour must be 
considered in computing the normal operating cycle 
by ignoring any abnormal business transaction during 
the year of consideration. 

Current/Non-Current Distinction of Assets and 
Liabilities
The major exercise for companies in preparation 
of the balance sheet as per Revised Schedule VI 
is classification of all of its assets and liabilities into 
current and non-current as mentioned above. Though 
the criteria for classification of assets into current and 
non-current appears to be simple to understand but at 
number of times, professional judgement is required 
to be made for classifying the assets and liabilities into 
current and non-current. A few of the issues with regard 
to classification of assets and liabilities are discussed 
as under:

Inventories held since long
In many cases there may be certain inventories which 
may be held since long. For example, a readymade 
garment manufacturer company has purchased certain 
cotton fabric in anticipation of order to be received by 
it for supply of readymade cotton cloth. However, the 
orders for readymade cotton cloth are not received and, 

he major exercise for companies 
in preparation of balance sheet 
as per Revised Schedule VI is 
classification of all of its assets 
and liabilities into current 

and non-current. Though the criteria for 
classification of assets into current and non-
current appears to be simple to understand 
but at number of times, professional judgement 
is required to be made for classifying the 
assets and liabilities into current and 
non-current.

T
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therefore, the company has not used the cotton fabrics 
and same are lying with the company for last two years. 
Though the company wishes to use the cotton fabric, 
it has no alternative to use the same in near future for 
want of order. Further, since the fabric purchased has 
become old, the prices of the fabrics in the market  
have also gone down. Hence, the company do not  
intend to sell the fabric in the market. In these 
circumstances, a judgement is required whether 
company expects to consume the fabric within  
operating cycle or 12 months. If so, then only the 
cotton fabrics have to be classified as current asset. 
Otherwise, it has to be classified as non-current. 
Similarly, one needs to consider the classification of 
stores and spares items into current and non-current.
 
Debtor outstanding since long
Where any specific debtor is outstanding for a longer 
period say two years, again a judgement would be 
required whether such debtor is recoverable within 
operating cycle or 12 months. Considering the fact that 
debtor is outstanding for a longer period, substantive 
evidence should be there with the company if it claims 
that debtors are current. Further, where any provision 
is created against recovery from such debtor, the same 
has to be classified as non-current.
 
Classification of security deposits (either asset or 
liability)
Where any company has deposited any security, say 
towards performance of any contract and security 
deposits are receivable only when the contract is 
complete, the company needs to make a judgement 
about the estimated time of completion of the 
respective contracts in respect of which deposits are 
made. Deposits in respect of contracts expected to be 
completed within operating cycle or 12 months, need 
to be classified as current and other deposits have to 
be classified as non-current. Sometimes deposits may 
be held by electricity companies or telecom companies 
towards providing electricity connection or telephone 
services, which the company always expects to 
continue for longer period unless the circumstances 
otherwise suggest. Such deposits should be classified 
as non-current as there is no expectation of refund of 
such deposits. 

Security deposits are also received by some 
companies from its contractors or other suppliers or 
selling agents, etc. In such cases again the companies 
need to ascertain the expected date of refund of security 
deposits to the respective contractors or suppliers 
based on estimated time of completion of contract or 
supplies respectively. In case of selling and distribution 
agents, deposits are taken by the company at the time 

of appointment of such agents. The company used to 
expect that such agents will continue to be associated 
with the company for a longer period. In these 
circumstances, deposits from such agents should 
be classified as non-current liability. However, if the 
circumstances suggest otherwise, then such deposit 
may be classified as current.

 
Taxes Refundable
Many times the companies need to deposit various 
demands of taxes viz. Income Tax, Service Tax and 
Excise duty, etc. Against this recoverable amount, 
there may be pendency of appeals before appellate 
authorities or courts. For few of the taxes so deposited, 
the company may not have chance of refund because 
of its legal position of winning in the appeals. Further, 
even if the company has chances of winning, the 
timings of outcome of appeals may not be known to 
the company. In some cases, the company may have 
expectation that the appeals will be decided within 
operating cycle or 12 months from the reporting date 
and within this period due refunds will be received by 
the company. Thus, for classification of such assets 
into current or non-current, item to item has to be 
considered carefully.
 
MAT Credit Entitlement
A company expects that MAT Credit receivable 
recognised during the year under consideration i.e. 

lause 3(d) of Notes to part I of 
Revised Schedule VI provides 
that a liability shall be classified 
as current when the company 
does not have unconditional 

right to defer settlement of the liability for at 
least 12 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.

C
1839



ACCOUNTING

THE CHARTERED ACCOUNTANT     JUNE     201268

financial year 2011-12 shall be adjusted against the tax 
as per normal computation in the next year i.e. 2012-
13. The company’s normal operating cycle is less than 
12 months. Whether MAT Credit receivable should 
be shown as current or non-current? Here one is to 
consider that even if the company expects to pay taxes 
as per normal computation for the next year and would 
be entitled to adjust the MAT credit against taxes, it can 
do so only after 31-3-2013 at the time of filing of return 
of income. Thus, MAT Credit cannot be adjusted within 
12 months from the reporting date i.e. 31-3-2012. 
Hence, MAT credit receivable should be classified as 
non-current.
 
No right to defer settlement of the liability
Clause 3(d) of Notes to part I of Revised Schedule VI 
provides that a liability shall be classified as current 
when the company does not have unconditional right 
to defer settlement of the liability for at least 12 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. While explaining in Guidance Note on 
the Revised Schedule VI issued by the ICAI, it has been 
said that banks generally do not demand repayment of 
loans on minor defaults of debt covenants, therefore, 
in such situations, the companies generally continue to 
repay the loan as per its original terms and conditions. 
Hence, considering that the practical implications 
of such minor breach are negligible in the Indian 
scenario, an entity could continue to classify the loan 
as “non-current” as on the balance sheet date on the 
ground that the loan is not actually demanded by the 
bank at any time prior to the date on which the financial 
statements are approved. 

Here it is pertinent to note that companies can  
deviate from the requirement of Revised Schedule VI 
only where compliance with the requirement of the 
Act, including accounting standards as applicable to 
the companies, requires any change in treatment or 
disclosure including addition, amendment, substitution 
or deletion in the head/sub-head or any changes inter 
se, in the financial statements forming part thereof. 
To such extent, the requirements of the Revised 
Schedule VI will stand modified. The guidance given 

in the Guidance Note, however, does not meet any of 
the requirements of the Act or accounting standards 
applicable to companies though it deviates from the 
requirement of the Revised Schedule VI. Hence, 
classification of the liability where any condition 
is breached resulting into repayment on demand  
as non-current may be questionable.

The companies should maintain proper records 
with it so as to establish that all the terms and 
conditions of the liabilities have been satisfied by it and, 
therefore, these liabilities are not payable on demand.  
The auditor has to take due care regarding the same  
to examine whether there is any condition which  
has not been complied with before the date of 
reporting.

 
Exercise at Every Reporting Period
The companies have to report the assets and liabilities 
into current and non-current distinction considering 
the conditions existing in each reporting period. Thus, 
in most of the companies, it would be an annual 
exercise of classification. However, where companies 
are required to prepare their balance sheet for any 
interim period, this exercise is to be performed by the 
companies for each interim period.
 
Disclosure Requirements of Balance Sheet and 
Statement of Profit or Loss
The Revised Schedule VI requires that each item  
on the face of the balance sheet and statement of profit  
and loss shall be cross-referenced to any related 
information in the notes to accounts. However, it 
nowhere requires that for each such item, there should 
be a separate note in the notes to accounts. Therefore, 
the companies may provide a single note for one or 
more items on the face of balance sheet and statement 
of profit and loss. For example, the companies have 
to present Long Term Investments and Current 
Investments as two separate line items. However, for 
both these items, a single note can be given in the 
notes to accounts. Similarly, single note can be given  
for long term provisions and short term provisions or 
other items as suitable to the company. The following 
may be suggestive format for disclosure by way  
of note.

Particulars of Provisions Current Year As at ____________ Previous Year As at ________

Short Term 
Provisions

Long Term 
Provisions

Total Short Term 
Provisions

Long Term 
Provisions

Total 

Employee benefits, Warran-
ties, Environmental Clean 
Up, Taxation, Dividend, etc.
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By showing all the provisions in one note, the 
companies will be able to co-relate the disclosures 
given in AS 29 ‘Provisions, Contingent Liabilities and 
Contingent Assets.' Companies may disclose the notes 
as per its circumstances in the manner as suitable to its 
reporting requirements. Various issues regarding these 
disclosures are discussed hereunder:

Long-term Borrowings
The Revised Schedule VI requires disclosing terms of 
repayment of term loans and other loans. So far as term 
loans are concerned, generally the repayment schedule 
is defined. However, mostly in case of unsecured 
loan, repayment schedules are not defined. Loans 
received from directors are shown to be as promoters’ 
contribution for banking purpose and it is committed 
to the bank that the same shall not be repaid in future.  
In these circumstances, it cannot be said that the  
loans so received are repayable. However, where no 
such commitment is there, the company management 
needs to ascertain the terms of repayment for 
appropriate disclosure as required by Revised 
Schedule VI. 

Trade Payables
In the Revised Schedule VI, trade payable is a payable 
if it is in respect of the amount due on account of goods 
purchased or services received in the normal course of 
business. In the old Schedule VI, disclosure was required 
for Sundry Creditors. The term ‘Sundry Creditors’ was 
defined in the Guidance Note on terms used in financial 
statements as amount owed by an enterprise on account 
of goods purchased or services received or in respect 
of contractual obligations. Thus, amount payable 
under contractual obligations only in relation to trade 
requirements are to be classified under trade payable. 
The liabilities on account of purchase of fixed assets, 
reimbursement of expense, audit fees, contribution to 
PF, etc. may be classified as other liabilities. 
 
Trade Receivables 
The Revised Schedule VI requires that aggregate amount 
of trade receivables outstanding for a period exceeding 
six months from the date they are due for payment should 
be separately stated. In the old Schedule VI disclosure of 
sundry debtors was required which were outstanding for 
a period exceeding six months. Thus, in the old Schedule 
VI, the debtors exceeding a period six months were to be 
computed from the date of invoice whereas in the Revised 
Schedule VI trade receivables are to be computed from 
the due date. Thus, for debtors, the management has to 
ascertain the due date for complying with this disclosure 
requirement. In case there is no documentary evidence 
suggesting the due date, normal credit period allowed 
should be considered. 

In the Revised Schedule VI, trade receivable is 
a receivable if it is in respect of the amount due on 
account of goods sold or services rendered in the 
normal course of business. In the old Schedule VI, 
disclosure was required for Sundry Debtors. The term 
‘Sundry Debtors’ was defined in the Guidance Note 
on terms used in financial statements as person from 
whom amounts are due for goods sold or services 
rendered or in respect of contractual obligations. Thus 
amount receivable under contractual obligations only 
in relation to trade requirements are to be classified 
under trade receivables.

 
Statement of Profit and Loss 
In the Revised Schedule VI, a specific format is given 
for statement of profit & loss, which was not there in 
the old Schedule VI. However, format so given may 
be suitably modified by the companies as per their 
convenience. For example, in the format, there is no 
disclosure requirement regarding prior period items. 
The Note 5 of General Instructions for preparation of 
statement of profit and loss requires giving additional 
information about prior period items. However, para 15 
of AS 5 ‘Net Profit or Loss for the Period, Prior Period 
Items and Changes in Accounting Policies’ requires that 
the nature and amount of prior period items should be 
separately disclosed in the statement of profit and loss 
in a manner that their impact on the current profit or loss 
can be perceived. Thus, to comply with the requirement 
of accounting standards, the Revised Schedule VI will 
stand modified for disclosure of prior period items 
separately in the statement of profit & loss.
 
Conclusion 
Preparation of financial statements as per Revised 
Schedule VI is a challenging task involving various 
practical issues. There may be a number of other 
issues which one may come across while preparing 
financial statements as per Revised Schedule VI. The 
issues may vary from company to company as well as 
industry to industry. Due care and thorough analysis 
is required by the companies accomplishing this task. 
Compiling of various information for the purpose of 
disclosure requirements as per Revised Schedule VI, 
education of staff not only who are related to finance 
and account but in the other departments as well 
viz. production, marketing and stores, etc. is another 
challenge in preparation of financial statements as 
basic data are provided by such staff. All companies 
should take the convergence excercise timely so as to 
avoid any delay in preparation of and presentation of 
financial statements for the year 2011-12 considering 
the time constraints in Clause 41 of Listing Agreement 
and also under Section 210 read with Section 166 of 
Companies Act, 1956. n
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