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Editorial

- Vinay Balse
E-mail: rajputky9@rediffmail.com

In the previous editorial, I had talked about the 
drastic developments taking place on the world stage 
and a chorus slowly building up on the inevitability of 
a Third World War. People, at large, across the world 
are generally in denial that the Third World War is a 
reality, leave alone the fact that the Third World War 
has, in fact, already begun. 

Amidst this chaos comes the news on Brexit, with 
Great Britian biting the bullet and on a ‘split decision’ 
deciding to break away from the EU, with Scotland 
and Ireland who were part of the referendum having 
second thoughts because they had voted to stay but 
were ‘outvoted’ by those from England in favour of 
Brexit.  The Pound plunging to a 30 year low vis-a-
vis the dollar has compounded the crisis. Further, 
there are increasing signs about the break-up of EU. 
Only the days to come will tell which way the world 
is headed.

Back home, though, it has been good going with the 

Government seen to be making genuine attempts to 
bring the economy on the growth path. The Prime 
Minister’s foreign policy is seen to be bearing fruit 
with the world siding with India on its request 
for membership in the Nuclear Suppliers Group 
(NSG) and in the process isolating China even as it 
succeeded in stalling India’s entry into the group.

The introduction of GST seems to more likely than 
ever before with an overwhelming majority of the 
states backing the GST in its present form, leading to 
the opponents of the Bill to lower their guard under 
the fear of being isolated. 

India’s economic well being has always been 
dependent on a good monsoon. After a prolonged 
spell of drought, the monsoon seems to have arrived 
in right earnest. Here’s hoping that we have a lot to 
cheer on this front by the time we come back to you 
with our next issue.
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Companies (Amendment) Act 2015

- Dr.Leena M. Gadkari
E-mail: leenagad65@yahoo.co.in

Introduction:

The Companies Act, 1956, came into existence in India 
to effectively manage and control the operations of 
joint stock companies and to protect the interests 
of investors and consumers. This Act underwent a 
substantial revamp to make it more contemporary 
and relevant to corporate sector, regulators and 
other stakeholders. 

After the introduction and subsequent withdrawal of 
the Companies Bill, 2009, the Companies Bill, 2012 
was approved by the LokSabha and RajyaSabha. It 
received the President’s assent on 29 August 2013 
and became the Companies Act, 2013.

Subsequent to the Companies Act, 2013 (‘the Act’), 
coming into force,  the Government of India received 
several representations from industry stakeholders 
for amending various provisions of the Act, in order 
to ensure ease of doing business in India. Also, there 
was a need to remove some errors that had crept into 
the making of the Act. Keeping this in mind and with 
a view to meet the evolving corporate needs, the 
Ministry of Corporate Affairs (MCA) recently issued 
the Companies (Amendment) Act 2015. Certain 
sections of the Companies Act, 2013, were amended 
through this Act. This Act received the assent of the 
President on the 25th May, 2015. The amendment 
was notified in the official Gazette on 26th May, 2015.  
With these amendments, the Indian Government's 
attempts to improve the ease of doing business 
have yielded good results,with the country’s ranking 
increasing from 142 in 2015 to 130 in the latest 
ranking compiled by the World Bank. 

The important highlights of the Companies 
(Amendment) Act 2015 are as follows:

1. Removal of requirement in respect of Minimum 

paid up share capital

Requirement as per the Companies Act 2013:

Per section 2(68), a private company should have a 
minimum paid-up share capital of one lakh rupees 
and per section 2(71) a public company should have 
a minimum paid-up share capital of five lakh rupees 
or such higher paid-up capital, as may be prescribed. 

Amendment:

In the amended Act, the requirement of minimum 
paid up share capital of Rs. 1 lakh for a private 
companyhas been removed, as also the the 
requirement of minimum paid up share capital of Rs. 
five lakh rupeesfor a public limited company.

Outcome:

Now a private or public company can be started 
without minimum paid up share capital.While this 
amendment will motivate the new companies as it 
will reduce the burden of maintaining the minimum 
capital amount, on the other hand it could encourage 
formation of companies which are not genuine.The 
minimum capital requirement did, to an extent, act 
as a barrier to the unbridled formation of companies 
with dubious motives.  This amendment could, 
though unintended, open the doors to the formation 
of companies without the right credentials. 

2. Common Seal being made optional

Requirement as per the Companies Act 2013: 

A common seal was required for a Company for 
providing various authorizations and attestations on 
behalf of the Company. 



Exponent Group of Journals - Empowering the common man In Association with Shree Aniruddha Upasana Foundation

5The Exponent Group of Journals For CA, Volume 4, Number 1,  Dec 2015 - Feb 2016

Amendment:

Section 9, 12, 22, 46 and 223 - The requirement of a 
common sealis  no longer compulsory. The use of the 
common seal is now left to the discretion of either 
two directors or of a director and the Company 
Secretary, wherever the company has appointed a 
Company Secretary. 

Outcome:

This amendment will relieve companies of the burden 
of procedural requirement and provide greater ease 
in running the affairs of the organization.

3. No requirement for filing a declaration before 
commencement of business

Requirement as per the Companies Act 2013: 

Prior to the amendment, as per Section 11, a 
company having a share capital was required to file 
a declaration with the Registrar that every subscriber 
to the memorandum has paid the value of the shares 
agreed to be taken by him and that the paid-up share 
capital of the company is not less than five lakh rupees 
in the case of a public company and not less than one 
lakh rupees in the case of a private company, on the 
date of making of this declaration; and the company 
was required to file with the Registrar a verification 
of its registered office, as provided in sub-section (2) 
of section 12. 

Amendment:

Under the amended Act, Section 11 has now been 
omitted altogether.

Outcome:

With the requirement no longer being there, 
companies are relieved of having to go through one 
layer of compliance. This amendment will allow 
companies to speed up the commencement of their 
operations.

4. Acceptance of Deposits: Fine/Imprisonment for 
contravention of section 73 or section 76 of the 
Companies Act, 2013

Amendment:

Insertion of a new section 76Awhich states that 
‘Where a company accepts or invites or allows or 
causes any other person to accept or invite on its 
behalf any deposit in contravention of the manner or 
the conditions prescribed under section 73 or section 
76 or rules made thereunder, or if a company fails 
to repay the deposit, or part thereof, or any interest 
due thereon, within the time specified under section 
73 or section 76, or rules made thereunder, or such 
further time as may be allowed by the Tribunal under 
section 73,

1. the company shall, in addition to the payment of 
the amount of deposit or part thereof and the 
interest due, be punishable with fine which shall 
not be less than one crore rupees, but which may 
extend to ten crore rupees; and 

2. every officer of the company who is in default 
shall be punishable with imprisonment which 
may extend to seven years or with fine which 
shall not be less than twenty-five lakh rupees, 
but which may extend to two crore rupees, 
or with both;provided that, if it is proved that 
the officer of the company who is in default, 
has contravened such provisions knowingly 
or willfully, with the intention to deceive the 
company or its shareholders or depositors or 
creditors or tax authorities, he shall be liable for 
action under section 447.

Outcome:

The amendment implies huge penalty for 
contravention of Section 73 and Section 76, which 
is aimed at protection of investors’ money. The 
punishment laid down for officers in default is 
expected to improve the corporate governance.

5. No person entitled to obtain copies of Board 
Resolution 

Requirement as per the Companies Act 2013: 

Section 117 specified the requirements in respect of 
resolutions and agreements to be filed.

Amendment:

No person shall be entitled under section 399 to 
inspect or obtain copies of Board resolutions passed 
by the company under section 179(3)filed with the 
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Registrar u/s 117.

Outcome: 

This provision is expected to ensure the confidentiality 
of contents of the Board resolutions.

6. No dividend declaration without making 
requisite provisions and set offs 

Amendment:

As per the newly inserted proviso to Section 123, no 
company shall declare dividend unless carried over 
previous losses and depreciation not provided in 
previous year or years, are set off against profit of 
the company for the current year.

Outcome:

This amendment is a welcome move from the point 
of view of prudence and investor protection.

7. Reporting of fraud by the auditors

Requirement as per the Companies Act 2013: 

As per Section 134, the financial statements, including 
consolidated financial statements, are required to be 
approved by the Board of Directors before they are 
signed on behalf of the Board. Also, the auditors’ 
report is to be attached to every financial statement.
As per Section 143 of the Companies Act, 2013, every 
auditor of a company shall have a right of access, at 
all times, to the books of account and vouchers of 
the company, whether kept at the registered office 
of the company or at any other place and shall be 
entitled to require from the officers of the company 
such information and explanation as he may consider 
necessary for the performance of his duties as 
auditor.

Amendment:

• If there is a fraud involving such amount or 
amounts as may be prescribed, the auditor shall 
report the matter to the Central Government. 

• In case of a fraud involving lesser than the 
specified amount, the auditor shall report the 
matter to the audit committee constituted under 
section 177 or to the Board in other cases. 

• Thedetails in respect of frauds reported by 
auditors under sub-section (12) of section 143, 
other than those which are reportable to the 
Central Government, are required to be included 
in the Board report. 

Outcome:

This categorization shall enable the Government 
to concentrate on ’serious’ frauds matters whilst 
the Audit Committee can look after the remaining 
matters.

8. Audit Committee authorized to make omnibus 
approval for related party transactions 

Requirement as per the Companies Act 2013: 

As per Section 177, the Board of Directors of every 
listed company and such other class or classes of 
companies, shall constitute an Audit Committee. As 
per subsection 4, every Audit Committee shall act in 
accordance with the terms of reference specified in 
writing by the Board.

Amendment:

The Audit Committee may make omnibus approval 
for related party transactions proposed to be entered 
into by the company, subject to such conditions as 
may be prescribed.

Outcome:

This amendment may lead to speedy approvals, but 
it may also result in ineffective corporate governance 
by not givingall details of related party transaction to 
the shareholders.

9. Loan to Directors

Requirement as per the Companies Act 2013: 

As per Section 185, no company shall, directly or 
indirectly, advance any loan, including any loan 
represented by a book debt, to any of its directors 
or to any other person in whom the director is 
interested or give any guarantee or provide any 
security in connection with any loan taken by him or 
such other person. The provisions did not apply to:
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• any loan to a managing or whole-time director 
as a part of the conditions of service extended 
by the company to all its employees; or pursuant 
to any scheme approved by the members by a 
special resolution;

• a company which, in the ordinary course of its 
business, provides loans or gives guarantees or 
securities for the due repayment of any loan and 
in respect of such Loan to directors, etc. 

Amendment:

The provisions will not be applicable to:

• any loan made by a holding company to its wholly 
owned subsidiary company or any guarantee 
given or security provided by a holding company 
in respect of any loan made to its wholly owned 
subsidiary company; or 

• any guarantee given or security provided by a 
holding company in respect of loan made by any bank 
or financial institution to its subsidiary company. 
 
Provided that the loans made under clauses (c) 
and (d) are utilised by the subsidiary company for 
its principal business activities.

This exemption was already provided for in the Rules 
and now it has been incorporated in the Companies 
(Amendment) Act, 2015.

10. No requirement of passing special resolution for 
approving certain related party transactions

Requirement as per the Companies Act 2013: 

As per Section 188, except with the consent of the 
Board of Directors given by a resolution at a meeting 
of the Board and subject to such conditions as may be 
prescribed, the company can enter into any contract 
or arrangement with a related party, with the prior 
approval of the company by a special resolution.

Amendment:

There is no need to pass a special resolution for this 
purpose and such transactions can be approved 
through an ordinary resolution. Also that the 

requirement of passing the resolution under first 
proviso shall not be applicable for transactions 
entered into between a holding company and 
its wholly owned subsidiary whose accounts are 
consolidated with such holding company and placed 
before the shareholders at the general meeting for 
approval.

Outcome:

The Amendment relaxes the requirement for passing 
a special resolution and allows companies to enter 
into related party transactions after passing an 
ordinary resolution for the same. This will enable 
group companies to transact efficiently with each 
other.

Conclusion

The Companies (Amendment) Act 2015 is a welcome 
step towards addressing some of the concerns 
under Companies Act, 2013. The amendments 
aim to remove errors and to make the regulatory 
environment more business or investor friendly.Care 
is required be taken that the dilution of conditions 
for related party transactions do not have adverse 
impact on the interest of investors.

However, such amendments are required to be made 
to meet the changing requirements of the corporate 
sector and boost the Indian Government's attempts 
to improve the ease of doing business.
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Internal Audit Report – Contents

- Bharat Parulekar 
E-mail: parulekar.bharat@gmail.com

Internal audit is conducted to assess the design 
and operating effectiveness of existing controls in 
a process.  An internal audit report is prepared to 
communicate to the company management the 
results of the testing conducted.  Though there is no 
set standard or format of the internal audit report, it 
is important to include certain critical information to 
enable the reader to access the performance of the 
existing controls in a process. 

We would look at some of the important information 
which needs to be included in the internal audit 
report.

• Audit objective, scope and coverage
• Audit approach
• Executive summary
• Observations and management response
• Testing results
• Recommendations on Process Improvements
• Appendices

Audit objective, scope and coverage

The audit objective should clearly specify the reason 
for conducting the audit. The primary objective 
of audit is to validate the design and operating 
effectiveness of existing controls in a process. 
There would also be other objectives of conducting 
the testing such as adherence to audit calendar, 
compliance with existing policies & procedures, 
statutory requirements. All the audit objectives 
should be specified in the report. Care should be 
taken to ensure that objective given in the report 
should clearly provide the intent of the internal audit 
conducted. 

The scope of work refers to the processes which have 
been tested during the internal audit. Let us look at 
an example.  In case, the internal audit would cover 

Human Resources (HR) department, then the scope 
should clearly specify the processes within HR such 
as Hiring, Compensation & Benefits, Payroll, Labour 
law compliance and Learning which would be tested. 
There would be situations, which will result in certain 
areas not getting covered during testing. The audit 
report should specify the areas which are out of scope 
along with the reasons therefor. This would ensure 
that the reader is aware that certain processes were 
not tested. 

Coverage refers to the period and location which 
have been covered. In order to form an opinion on 
the design and operating effectiveness of a process, 
a period of one year should be considered for testing 
the existing controls. The period covered should be 
clearly documented in the audit report. The report 
should also specify the entities and locations covered. 
Considering the above examples, the internal audit 
report should specify the period of testing and the 
sites covered during the review of HR processes. 

Limitations in an internal audit should be documented. 
Internal audit may not provide an opinion on the 
financial statements of the company. As internal 
audit is based on selective testing of transactions and 
records, there is always a possibility that material 
errors, frauds or other illegal activities having an 
impact of the financials of the company may not be 
detected. It is important that the disclaimer on the 
inherent limitations in the internal audit process 
should be clearly articulated for the benefit of the 
reader.  

Audit approach

The internal audit report should provide details of the 
approach taken by audit team to conduct the testing.  
It should clearly articulate the various activities 
undertaken by the audit team from the start of the 
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audit till the report is published. The key activities 
which should be specified are:

• Process walkthrough to understand the control 
design of policies, procedure and systems

• Collation of required information and documents 
• Sample testing of transactions, records and files
• Discussion of audit observations with process 

owners
• Publish final report 

Details should be provided of steps taken to complete 
each activity. The approach can be provided through 
the use of diagrams to provide the steps undertaken 
to complete the audit. Documentation of the audit 
approach provides assurance to the reader that 
testing was conducted in a structured, transparent 
and professional manner. The period taken to 
complete the above activities should be included in 
the report.

Executive summary

Executive summary is one of the most important 
sections of the report. The executive summary should 
be drafted in such a way that the senior management 
of the company should be in a position to understand 
the real import of the issues raised in the report. The 
executive summary should provide an overview on 
the processes which were tested. It should provide 
information on the following aspects:

• Details on the function / department
• Brief description on various operations /process
• Key statistics of the process
• Information on the operating systems used
• Key events impacting the processes e.g. 

regulatory impacts, process changes, etc
• Key observations

If possible a brief process flow should be included in the 
executive summary to provide a pictorial depiction of 
the process and it’s interlinks.  The process overview 
is key information through which the reader would 
be able to understand the operational environment 
of the function/department under audit.

Considering that the senior management of the 
company would be interested in a abridged form of 
the report. The executive summary may also includes 
details of the key observations noted during the 
audit. The observations should be reported in a crisp 

& abridged form in the executive summary. A heat 
map can also be included in the report. A Heat map 
is a pictorial depiction of the issues identified in the 
internal audit from a severity, impact assessment.
Inclusion of the observations would ensure that the 
senior management gets quick information on the 
key issues impacting the organisation and they do not 
have to go through the detailed report to understand 
the issues.

Observations

This is the most important section of the report.  The 
defects / gaps indentified in the existing controls in 
the process have to be articulated in detail in the 
report. The observations should provide a brief 
description of the process tested and highlight the 
gaps identified. The process gaps / control failures 
identified should be supported by facts and evidence. 
In case facts and evidence cannot be included in 
the observation, there a separate section should 
be created called appendices through which the 
facts and figures can be depicted in a tabular form. 
A reference should be provided in the observations 
linking it to the tables given in the appendices. This 
would help the reader of the report to navigate 
through the report to understand and correlate the 
observation with the facts.

The observations provided in the report can also 
be categorized into multiple risk categories; for e.g. 
the issue could be categorised into people, process, 
compliance, system or external event categories. 
This would benefit the reader in understanding the 
reason due to which the control gaps have occurred.
The root cause should be identified and documented 
for the process gaps/ control failures identified. Root 
cause means the reason due to which the control 
failures have happened. The root cause could be due 
to multiple reasons such lack of training of resources, 
outdated systems, lack of documentation, lack of 
awareness within employees, etc. Identifications 
of accurate root cause would help the company 
management implement an appropriate mitigation 
plan. The root cause should be clearly articulated 
along with the observations. 

Risk/Impact of the control failures should be 
mentioned along with the observations. The severity 
of the observation (High, Medium or Low) should be 
rated through a risk rating methodology. The rating 
assigned to the issue should be agreed with the 
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process owner. 

Recommendation should be provided in the 
report to remediate the existing gaps in the 
process. Recommendation should be discussed 
with the process owners and should be aligned 
to the management action plan identified by the 
management. Every management action plan 
provided by the management to remediate the gaps 
should be specific and addressing the controls gaps 
and the root cause identified. The process owner 
& timelines to close the gaps should be included in 
the report. The timelines identified should be basis 
the severity of the issue; e.g. ‘High Risk’ rated issues 
should have a shorter time for implementation of the 
action plan. In case, there is a requirement to have 
a longer duration due to technological requirement, 
then interim compensating controls should be 
identified and implemented immediately. 

A situation can arise wherein the process owner 
would not be in agreement with the observation. 
In case there is a difference of opinion on the issue 
and the management action plan provides a different 
view of the control gap identified, the same should 
be included in the report; however, the audit team’s 
counter opinion on the different view should also be 
included. This would ensure that each party’s opinion 
in captured in the report.

Testing results

A section on testing results should be included in the 
audit report. All the processes/sub-processes tested 
should be included in this testing results section. 
Each process/sub-process should be rated as “Pass/
Failure” basis the identification of process gaps/
control failures. The testing result section should 
provide the reader a complete overview of the 
performance of the processes during the period of 
testing.

ProcessRiskControlsTesting 
result

Document 
the 

process/
sub-

process 

Document 
the risk 

in the 
process

Document 
the existing 

controls

Pass / Fail

 

Inclusion of this section in the report provides 
the reader an understanding of the reason due to 
which the control has failed or the risk has not been 
adequately mitigated. It also helps the auditor to 
rate the overall process from a satisfactory, needs 
improvement or unsatisfactory rating.  The overall 
process rating identified through this method can be 
included in the internal audit report.

Recommendation/Process Improvements

This section can be included in the report if there are 
any suggestions on improving the existing process. 
Certain process improvements which cannot be 
included in the observations section can be included 
in this section. Care should be taken that the process 
improvements suggested consider the existing 
operating environment of the processes, feasibility 
and the cost involved in implementing the suggestions. 
The recommendation section should include the 
details of the process and the process owner. For 
instance, there could be a recommendation to 
consider automating the current manual process of 
conducting the reconciliation in the Accounts Payable 
process. The recommendation should specify the 
specific processes within Accounts payable in which 
the reconciliation could be automated.

The auditor could use this section to recommend 
certain best practices published through articles, 
research reports, etc. by experts in the field being 
audited. If possible, references of such articles, 
reports should be mentioned in the report. This 
would ensure that the management is made aware 
of the new practices being used across the globe. 

Appendices 

The observations given in the report are supported by 
certain facts noted during the testing. The facts could 
be in the form of exceptions noted of transaction 
failures/process gaps/system issues. Including these 
facts might not be possible due to multiple reasons 
like increase in the length of the observations, large 
size of the exceptions, etc. Therefore, the section of 
appendices is included in the report to capture all the 
exceptions noted during the testing. The reference of 
the exceptions given in the appendices is given in the 
main observations for the benefit of the reader.

The appendices can also include a sub-section on the 
sampling methodology used to select the samples. 
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There have been cases where the management of 
the company insists on the samples tested during 
the audit to be included in the detailed report. The 
details of the samples tested along with the test 
scripts can be attached in the appendices section of 
the report. This would ensure that the management 
is aware of how the test was conducted and the 
method adopted for conducting the test. 

Report Format & Style

One of the key aspects which must be taken into 
consideration is the format in which the report has 
to be prepared. Though there is no fixed standard; 
the report can be prepared in Word/PowerPoint 
formats. The company management to whom 
the report has to be issued can also be consulted 
to identify any specific requirements. In certain 
situations, the management requests the auditors to 
prepare a report in a specific format. There are also 
situations when the management would suggest 
providing multiple versions of the report depending 
on the audience. For instance, the Management 

may require a abridged version on the internal audit 
report providing the key information/findings of the 
report, which needs to be shared with the senior 
management of the company and a detailed report 
which would required for the various  stakeholders 
within the company to understand the state of the 
control environment.

Conclusion

As specified earlier, there is no specific format for the 
Internal Audit Report and the contents of the report 
would be dependent on the audit team issuing the 
report. However, certain minimum requirements 
of the report have been specified above. The 
contents of the report can also be discussed with 
the management team prior to issuance. The report 
should be written in such a manner that a third party 
reading the report should independently form an 
opinion on the performance of the existing controls 
within a process.
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Section 8 Company – Concept and How to go 
about forming it

- Vinay D. Balse 
E-mail: vinaybalse@gmail.com

The Section 8 Company under the Companies 
Act, 2013, has its originsin Section 25 under the 
Companies Act, 1956. In order to understand a 
Section 8 Company better, it would be preferable to 
first understand what a Section 25 Company is, or 
rather was. Traditionally, all charitable activities in 
Maharashtra were carried out under the structure of 
a trust (under the Bombay Public Trust Act, 1950) or 
a society under the Societies Registration Act, 1860. 
The concept of Section 25 Company was the last to 
arrive on the scene. The common thread that runs 
through all the three types of entities is that all the 
three can be formed to engage in charitable activities 
and are,therefore, not-for-profit entities.

While on the tax front, all the three types of entities, 
viz. Trust, society and Section 25 Company having 
charitable objects enjoy the same benefits, the 
advantage that a Section 25 Company is otherwise 
seen to enjoy over a trust and society is that it is falls 
outside the jurisdiction of the Charity Commissioner. 
On the one hand, a Section 25 Company involved 
greater paperwork, cost and has somewhat stricter 
provisions in many areas, while on the other hand 
it enjoyed the advantage of being an independent 
corporate entity, with limited liability, perpetual 
succession, etc. Section 25 companies enjoy greater 
privileges in the form of concessions allowed under 
the Act to such companies.

Within the confines of the Companies Act, 1956, 
the section 25 Company enjoyed a separate identity 
because it was formed with the sole purpose of 
promoting commerce, art, science, religion, charity 
or any other useful object and was granted a license 
by the central government recognizing them as 
such. A section 25 Company was essentially a private 
limited company, i.e. having a limited liability. 

The license was granted on the basis of fulfilment of 

the following conditions:

1. its objects should be only to promote commerce, 
art, science, religion, charity or any other useful 
object;

2. it should intend to apply its profits or other 
incomes only in promoting its objects;

3. Central government should have granted a 
license to such a company recognising them as 
such; the powers of granting licenses have now 
been de-regulated from the Central Government 
to the Regional Directors;

4. the Company may not alter its object clause 
without the permission of the Central 
Government;

5. the Company may not alter its Article without the 
permission of the Central Government;

6. the company shall not pay remuneration or other 
benefit to any of its members, even though they 
may be officers/servants/office bearers. 

Position of Section 25 Company under the 
Companies Act, 2013

The Companies Act, 2013 has made significant 
changes in the definition and regulatory framework 
of Section 25 Companies. The Companies Act, 2013 
has increased the scope of ‘not for profit’ activities 
that can be undertaken by a Company formed under 
the provisions of Section 8and the rules framed 
thereunder. 

“Where it is proved to the satisfaction of the Central 
Government that a person or an association of 
persons proposed to be registered under this Act as a 
limited company—

1. has in its objects the promotion of commerce, 
art, science, sports, education, research, 
social welfare, religion, charity, protection of 
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environment or any such other object;
2. intends to apply its profits, if any, or other income 

in promoting its objects; and
3. intends to prohibit the payment of any dividend 

to its members,

 the Central Government may, by licence issued in 
such manner as may be prescribed, and on such 
conditions as it deems fit, allow that person or 
association of persons to be registered as a limited 
company under this section without the addition to 
its name of the word “Limited”, or as the case may 
be, the words “Private Limited”, and thereupon the 
Registrar shall, on application, in the prescribed 
form, register such person or association of persons 
as a company under this section.”

Thus, the new Act specifies more objects like sports, 
education, research, social welfare and protection 
of environment for which Companies can be formed 
under this section.

Sub-section (10) of Section 8states that “A company 
registered under this section shall amalgamate only 
with another company registered under this section 
and having similar objects.”

The Companies Act, 1956 did not have such condition.

Sub-section (11) of Section 8 imposes heavy penalties 
on non-compliance with any of the requirements 
laid down in the section. The Company may be fined 
with an amount which shall not be less than ten lakh 
rupees but which may extend toone crore rupees and 
the directors and every officer of the company who is 
in default shall be punishable with imprisonment for 
a term which may extend to three yearsor with fine 
which shall not be less than twenty-five thousand 
rupees but which may extend to twenty-five lakh 
rupees, or with both. 

Formation of Section 8 Company:

The process for setting up a Section 8 company in 
India, is similar to that for incorporation of other 
companies under the Companies Act, 2013, except 
that in the case of a Section 8 company, an additional 
license is required. The broad steps to be taken are 
as follows:

1. Filing for name availability in Form INC-1;
2. Once name is approved, obtaining a license 

for a Section 8 Company, by filing Form RD-1 
together with attachment in Form INC12 and 
accompanied by:

 
• Memorandum of Association (MOA) and Articles 

of Association (AOA);
• A declaration confirming the application by a 

Company Secretary in practice on the non–
judicial stamp paper of prescribed value.

• A list of names, descriptions, addresses & 
occupation of the promoters as well as Board 
Members of the proposed company. 

• A statement showing details of assets and 
liabilities of the company as on date with the 
application. 

• An estimate of future annual income and 
expenditure of the proposed company, specifying 
the source of income and object of expenditure. 

• A statement giving brief description of work, if 
any, already done by the association.

• A statement specifying briefly the grounds on 
which the application is made.

• A declaration in prescribed form on non – 
judicial stamp paper by each person making an 
application.

• A letter of authority
• Payment of prescribed fee
• In the case of foreign subscriber the documents 

need to be consularised before the Indian 
Embassy in the respective Country;

• In case of a wholly owned subsidiary, a copy of 
the Board resolution of the Holding Company 
approving the investment in the proposed Indian 
Company and authorizing a person to sign the 
incorporation papers on behalf of the company, 
duly attested by the officer of the Indian Embassy 
in the foreign country where the registered office 
is situate is also required to be attached with the 
papers.

3. Obtaining the License number: After all the 
papers for obtaining license are filed and 
reviewed by the RoC, the RoC may require certain 
clarifications before issuance of license under 
Section 8 of the Companies Act, 2013. These 
clarifications need to be satisfied by the applicant 
or by the person who has been authorised to do 
so by the Power of Attorney filed with the RoC. 
Once all clarifications are provided, the License 
under Section 8 is issued by the RoC. 

4. Incorporating the Company: After obtaining 
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license number, incorporatingthe company by 
filingthe following incorporation documents:  

• eForm INC 7 (declaration of compliance with 
the requirements of the Act on application for 
registration of a company);

• eForm INC 22 (notice of situation of registered 
office);

• eForm DIR 12 (appointment of directors of the 
company); and

• a Power of Attorney to be executed by subscribers 
and proposed directors (authorisation by the 
promoters of the company to a person for 
carrying out appropriate changes, as suggested 
by the RoC, in any of the incorporation papers 
that have been filed).

 
5. Certificate of Incorporation: Once all clarifications 

are provided, the Certificate of Incorporation is 
issued by the RoC and the company is deemed to 
be incorporated from the date of the Certificate 
of Incorporation. 

6. Time frame for formation of Section 8 Company: 
The entire procedure can be completed on a fast 
track basis within 25 working days.

7. Other information to be provided while filing 
the eforms:  

• DIN, Digital signature certificate, name, address, 
father's name, nationality, occupation, phone 
number and email of the applicant;

• Class and category of the proposed company, 
whether public company or private company 
and company limited by shares or limited by 
guarantee or unlimited company;

• Name of the State/Union territory in which the 
proposed company is to be registered;

• Details of promoters; a) Number of promoters; 
b) Category of promoter viz Individual, Body 
Corporate, Company etc.; c) DIN or Income Tax PAN 
or passport number of Corporate Identification 
Number (CIN) or foreign company registration 
number (FCRN) or any other registration number;

• Main objects of the proposed company to be set 
out clearly in the name application as the RoC 
does not allow addition of new clause at the time 
of incorporation;

• Particulars of proposed Directors with their DIN. 
All the Directors must have DIN;

• Proposed name of the Company and in case 

the proposed name is not available, alternative 
names in order of preference;

• Whether the promoters are carrying on any 
Partnership firm, sole proprietary or unregistered 
entity in the name as applied for (If yes, NOC from 
all owners/partners of such entity for use of such 
name must be provided, and in case the business 
of such entity shall be taken over by the proposed 
company after incorporation, if yes, NOC from 
owner/partners for taking over the business of 
the entity already in existence);

• Whether the proposed name(s) contain(s) name 
of any person other than promoter(s) or their 
close blood relatives;

• Whether the proposed name is indicative of the 
object of the proposed company, if yes, whether 
the proposed name is in consonance with the 
object of the proposed company;

• Justification for the name chosen for the proposed 
company and significance of key or coined word 
in the proposed name;

• In case of wholly owned subsidiary, as the 
proposed Indian company would be using the 
name of the Holding Company, then a NOC from 
the Holding Company for using its name shall also 
be given along with the application for availability 
of name. This would also facilitate expediting the 
name availability application;

• If the promoter has any trademarks registered 
in India, a copy of such registration certificate 
as an additional justification for the name of the 
proposed company;

• In case promoters do not have DIN and Digital 
Signature Certificate, the following documents/
information shall be required for obtaining DIN & 
Digital Signature Certificate: 

1. Self attested copy of Identity Proofs (Passport/
PAN/Election ID Card/Aadhar Card etc). Copy 
of passport is mandatory in case of a foreign 
national. For Indian Nationals PAN is mandatory. 
PAN is not mandatory for foreign national;

2. Self attested copy of Address Proof (Family 
Register/Bank Statement/Utility Bills etc) of all 
proposed Directors and Promoters, who do not 
have DIN; if the above said documents are not 
in English or Hindi then the certified translation 
copy is required;

3. Passport size photo of all promoters and proposed 
Directors; 

4. Occupation, Educational Qualifications, Phone 
Numbers, Mobile Numbers and Email; 
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5. Duly filled and signed application form for 
obtaining Digital Signature Certificate; 

6. In case the proposed director is residing 
outside India, then the attached supporting 
documents like passport, etc. should 
be attested by any of the following:  

• Consulate of the Indian Embassy;
• Foreign public notary;
• Company secretary in full time employment /

CEO/Managing director of the Indian company in 
which he/she proposed to be a director.

8. Name selection - Para 7 of Rule 8 

For the Companies under Section 8 of the Act, the 
name shall include the words Foundation, Forum, 
Association, Federation, Chambers, Confederation, 
Council, Electoral trust and the like. As such, due care 
should be taken why applying for company name.
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Income Computation Disclosure Standards (ICDS) IV-Revenue 

Recognition

- Rajesh R Shah
E-mail: rrsca@rediffmail.com

Introduction

Income computation and disclosure standards (ICDS) are notified by the Central Government which 
is applicable from 1st April 2015 (i.e. AY 2016-17 onwards). ICDS is applicable to all tax payers following 
mercantile method of accounting for the purpose of computation of income chargeable under the head 
“Profit and gains of business or profession” or “Income from other sources”. Two separate set of books 
of accounts need not be maintained for compliance with ICDS provisions. The preamble of the ICDS also 
mentions that in case of conflict between the provisions of the Income tax Act, 1961(‘the Act’) and the ICDS, 
the provisions of the act shall prevail to that extent. ICDS are applicable 

Objective of ICDS

ICDS were developed with a view to minimising tax related disputes by bringing greater consistency in the 
application of accounting principles governing the computation of income. These standards were developed 
using the old Indian General Audit and Accounting Practices (GAAP).

Main Features of ICDS

• In the event of a conflict between the provisions of the Income-Tax Act, 1961 and ICDS, the provisions of 
the Income-Tax Act would prevail.

• There is no need to maintain separate books of account for ICDS; it is only for the purpose of computation 
of income.

Applicability

• It is applicable to all Assesses following the Mercantile System of Accounting and chargeable to tax under 
the head “Profit and Gains of Business or Profession” OR “Income from Other Source”.

• It is applicable to all assesses irrespective of:

1. Applicability of Tax Audit
2. Turnover
3. Status of Individual (AOP, Firm, Resident, Non Resident etc.)
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List of Applicable ICDS

Sr. No.ICDS No. Description of ICDSCorresponding 
Accounting Standards

1ICDS IAccounting PoliciesAS-1
2ICDS II Valuation of InventoriesAS-2
3ICDS III Construction ContractsAS-7
4ICDS IV Revenue Recognition AS-9
5ICDS VTangible Fixed AssetsAS-10
6ICDS VI The Effect of Changes in Foreign Exchange RatesAS-11
7ICDS VIIGovernment GrantsAS-12
8ICDS VIIISecuritiesAS-13
9ICDS IXBorrowing CostAS-16

10ICDS X Provisions, Contingent Liabilities and Contingent 
Assets

AS-29

  
ICDS IV – Revenue Recognition

This article deals with the understanding of ICDS IV and its difference with respect to AS 9 along with its 
impact on the computation of total income, if any.

1. The ICDS on Revenue Recognition deals with the bases for recognition of revenue arising in the course of 
the ordinary activities of a person from (a) sale of goods; (b) rendering of services; and (c) Income by way 
of interest, royalties or dividends. 

2. By and large, ICDS IV deals with timing of recognition of revenue. It also provides how to quantify the 
revenue to be recognized in a year from service transactions. 

3. The comparison between AS and ICDS has been dealt with as follows: Revenue as per AS 9 and Paragraph 
2(1)(a) of ICDS IV “Revenue” is the gross inflow of cash, receivables or other consideration arising in the 
course of the ordinary activities of a person from the sale of goods, from the rendering of services, or 
from the use by others of the person’s resources yielding interest, royalties or dividends. In an agency 
relationship, the revenue is the amount of commission and not the gross inflow of cash, receivables or 
other consideration. 

4. Sale of goods as per AS 9 and Paragraph 3 of ICDS IV “Revenue from sale of goods” should be recognised 
when the seller of goods has:   (a) transferred to the buyer the property in the goods for a price, or (b) 
when all significant risks and rewards of ownership have been transferred to the buyer and seller does 
not retain effective control of the goods transferred. 

5. Further, in a situation where the transfer of property in goods does not coincide with the transfer of 
significant risks and rewards of ownership, revenue, in such situation, shall be recognised at the time of 
transfer of significant risks and rewards of ownership to the buyer. AS 9 and ICDS IV have similar view in 
this regard.

6. ICDS IV also mentions that revenue is to be recognised when there is reasonable certainty of its ultimate 
collection. Further, ICDS IV also mentions that where collection is pending at the time of raising claim 
for escalation of price and export incentives, revenue in such situations should be postponed to the 
extent of uncertainty involved. Thus, ICDS IV is in parity with AS 9, wherein revenue shall be recognised 
either at the time when goods has been sold to the buyer for a consideration or at the time when 
all significant risk and rewards and effective control of the goods has been transferred to the buyer.  

• Rendering of Services  :   As per AS 9, Revenue from service transaction is recognised either by 
proportionate completion method or by completed service contract method. However, as per 
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paragraph 6 of ICDS IV, it is mandatory to  
recognise the revenue from service transaction 
by percentage completion method. The manner 
in which Revenue is to be recognised by the 
percentage completion method is similar to that 
mentioned in ICDS III i.e. Construction contracts. 

• Use of resources by others yielding 
interest, royalties or dividends:  
As per AS 9 and ICDS IV, if an assessee has interest 
income (including discount or premium on debt 
securities) taxable under the head “Income from 
Other Sources” and follows mercantile system 
of accounting, then interest will have to be 
computed and offered for tax on time basis. As 
per AS 9 and ICDS IV, royalties shall be recognised 
according to the terms and conditions of the 
agreement between the parties, or on some 
other systematic and rational basis. As per AS 9, 
dividends are recognised as income when the 
right to payment is established. As per ICDS IV, 
dividends are to be recognised in accordance 
with the provisions of the Act. As per Section 
8 of the Income Tax Act, dividend is taxed 
when it is declared by the company. Deemed 
dividend u/s 2(22)(e) shall be chargeable to 
tax when the amounts are distributed or paid. 
Interim dividend shall be deemed to be income 
when such dividend is unconditionally made 
available to the member who is entitled to it.  

• Transitional Provisions : In the case of service 
contracts that have commenced in the financial 
year 2014-15 or earlier but are incomplete as 
on 31st March, 2015, then the recognition of 
revenue will have to be done in accordance 
with the provisions of ICDS IV i.e. on percentage 
completion method. While recognising the 
revenue and costs for the financial year 2015-
16 and subsequent years, revenue, costs and 
expected losses, if any which are recognised in 
any earlier years shall be taken into account and 
adjusted to arrive at the revenue to be recognised. 
This will have a substantial impact if,in an earlier 
year, the assessee has recognised future loss 
and computed taxable income on that basis.  

• Disclosure Requirements : Sale of goods: 
Disclose the total amount not recognised 
as revenue during the previous year due to 
lack of reasonable certainty of its ultimate 
collection along with nature of uncertainty.  

• Disclosure Requirement : Service Transactions – 
(a) Disclose the amount of revenue from service 
transactions recognised as revenue during 
the previous year. (b) Disclose the method for 
determining the stage of completion of transactions 
in progress. (c) For services in progress at the end 
of the previous year, disclose the amount of costs 
incurred and recognised profits, the amount of 
advances received, the amount of retentions.  

• Key challenges : Lease transactions: AS 9 
specifically excludes lease transactions from its 
scope as there is a specific accounting standard 
for the same, i.e. AS 19. However, in ICDS, there 
is no specific exclusion of lease transactions and 
no other ICDS is in place for lease transaction. 
So,the question arises as to whether or not 
ICDS IV also applies to lease transactions.  

• Key challenges - Recognition of Revenue for 
Rendering of services: 

1. AS 9 provides an option to recognise revenue from 
service transactions either by the proportionate 
completion method or by the completed service 
contract method. However, ICDS IV mandatorily 
requires revenue from service transactions to 
be recognised only on the basis of percentage 
completion method, which may, however, not 
be appropriate in case of all service transactions. 
Thus, practical difficulty may arise for recognising 
revenue for service transactions.

2. ICDS IV also requires recognition of revenue 
from sale of goods to be recognized when there 
is reasonable certainty of its ultimate collection. 
However, “reasonable certainty for ultimate 
collection” is not a criterion for recognition 
of revenue from rendering of services or for 
income by way of interest, royalties or dividends. 
By implication, revenue recognition cannot be 
postponed in case of significant uncertainty 
regarding collectability of consideration to be 
derived from rendering of services or for income 
by way of interest, royalties or dividends. 

• Key Challenges : Recognition for Interest Income 
on time basis: ICDS is applicable to all tax payers 
following mercantile system of accounting and 
for computing income under the head “Income 
from other sources”, provision of this ICDS will 
be applicable and interest income has to be 



Exponent Group of Journals - Empowering the common man In Association with Shree Aniruddha Upasana Foundation

19The Exponent Group of Journals For CA, Volume 4, Number 1,  Dec 2015 - Feb 2016

computed on time basis. Thus, if interest on saving 
bank account has not been credited in the given 
financial year, interest for the balance period 
have to be calculated and offered for taxation. 
Similarly, difficulty will be faced by the tax 
payer while recognising interest on debentures/
bonds while computing the total income.  

• Key Challenges : Bad Debts/Irrecoverable 
Income: Asituation may arise where Interest 
income is recognised on time basis as per ICDS 
which subsequently becomes irrecoverable. If the 
interest income is offered to tax as per this ICDS, 
which is chargeable under the head “Profits and 
gains of Business or Profession” but subsequently 
becomes irrecoverable in future then deduction 
u/s 36(1)(vii) can be claimed even if the same has 
not been written off in the books of accounts. 
However, in a similar situation, if income is 

offered to tax as per this ICDS which is chargeable 
under the head “Income from other sources” and 
subsequently becomes irrecoverable then there 
is no provision under the Income tax Act and ICDS 
IV. Thus, ICDS is silent in such situation.

7. Non Compliance of ICDS

Every assesse is required to implement ICDS; non-
compliance of ICDS will result in best judgement 
assessment by tax authorities, which may lead to 
protracted litigations.
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Ind AS – An Overview

- Anup Parashar
E-mail: akparashar1108@gmail.com

India made a commitment towards the convergence of Indian accounting standards with IFRS at theG20 
summit in 2009. In line with this commitment, the Ministry of Corporate Affairs, Government of India (MCA)
previously issued a roadmap for implementation of Indian Accounting Standards (Ind AS) convergedwith 
International Financial Reporting Standards (IFRS) beginning April 2011. However, this planwas suspended 
due to unresolved issues relating to taxation and other subjects. 

IFRS Convergence in India
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In the presentation of the Union Budget 2014–15, the Honorable Minister for Finance, proposed the 
adoption of Ind AS. The Minister clarifiedthat the respective regulators would separately notify the date of 
implementation for banks andinsurance companies. Also, standards for tax computation would be notified 
separately. Inaccordance with the Budget statement, the MCA notified Company (Indian AccountingStandard) 
Rules, 2015, vide its G.S.R dated 16 February, 2015. Accordingly, it has notified 39 Ind ASand has laid down 
an Ind AS transition road map for companies other than banking companies,insurance companies and non- 
banking finance companies. 

Applicability of Ind AS

As per the notification released by the Ministry of Corporate Affairs (MCA) on 16 February, 2015, the roadmap 
for Ind AS implementation is as follows:
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 Phase I 

2015-16 

April  March  

Opening Balance Sheet 
1st April 2015 

Comparative 31st 
March 2016 

2016-17 

April  March 

Financial Statements 
for year ended 31st 

March 2017 
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 Phase II 

2016-17 

April 

2017-18 

April  March  

Opening Balance Sheet 
1st April 2016 

Comparative 31st 
March 2017 

Financial Statements 
for year ended 31st 

March 2018 

Whenever a company gets covered under the roadmap, Ind AS becomes mandatory.Consequently, its 
holding, subsidiary, associate and joint venture companies will also have to adopt Ind AS (irrespective of 
their net worth).

For the purpose of computing the net worth, reference should be made to the definition under the Companies 
Act, 2013. Section 2 (57) of the Companies Act, 2013, defines net worth as follows:
“Net worth means the aggregate value of the paid-up sharecapital and all reserves created out of the profits 
and Securities Premium Account, after deducting the aggregate value of theaccumulated losses, deferred 
expenditure and miscellaneousexpenditure not written off, as per the audited balance sheet, butdoes not 
include reserves created out of revaluation of assets,write-back of depreciation and amalgamation.

Ind AS will apply to both consolidated as well as standalonefinancial statements of a company. While overseas 
subsidiary,associate or joint venture companies are not required to preparestandalone financial statements 
under Ind AS, they will needto prepare Ind AS adjusted financial information to enableconsolidation by the 
Indian parent.Presently, insurance companies, banking companies and Non-banking Finance Companies 
(NBFCs) are not required to applyInd AS. The Ind AS rules are silent when these companies aresubsidiaries, 
associates or joint ventures of a parent coveredunder the roadmap. It appears that these companies will 
needto report Ind AS adjusted financial information to enableconsolidation by the parent.
In the event of conflict between Ind AS and the law, the provisions oflaw will prevail and financial statements 
will have to be prepared incompliance with the provisions of law.
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 Ind AS Implemenatation 

Comparatives:Indian GAAP restated to Ind AS 
(Including quarterly reporting) 

First Ind AS Financial Statements 

1stApril ‘15 31st March ‘16 31st March ‘17 

Opening Ind AS 
B/S 

Trigger of Ind 
AS 

Date of Transition 
to Ind AS 

Date of Adoption 
of Ind AS 

Reporting Date 

Comparative Period 

Q1FY16-17 

1stInd AS published 
results 

1stInd AS published 
results 

 

Last Indian GAAP Financial Statements 

 

Quarterly reporting as per Ind AS FY 15-16 
comparatives restated to Ind AS 
( including quarterly reporting ) 

Principles of Ind AS

The entities’ general purpose financial statements giveinformation about performance, position and cash 
flow that isuseful to a range of users in making financial decisions. Theseusers include shareholders, creditors, 
employees and the generalpublic.

A complete set of financial statements under Ind AS includes thefollowing:

• Balance sheet at the end of the period;
• Statement of profit and loss for the period;
• Statement of changes in equity for the period;
• Statement of cash flows for the period, notes, comprising of a summary of significant accounting policies 

and otherexplanatory information;
• Comparative financial information in respect of thepreceding period as specified;
• Balance sheet as at the beginning of the preceding periodwhen an entity applies an accounting policy 

retrospectivelyor makes a retrospective restatement of items in its financialstatements, or when it 
reclassifies items in its financialstatements having an impact on the balance sheet as at thebeginning of 
the preceding period.

India has chosen a path of International Financial ReportingStandards (IFRS) convergence rather than adoption. 
Hence, IndAS are primarily based on the IFRS issued by the InternationalAccounting Standards Board (IASB).
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However, there arecertain carve-outs from the IFRS. 
There are also certain generaldifferences between 
Ind AS and IFRS:

• The transitional provisions given in each of the 
standardsunder IFRS have not been given in Ind 
AS, since alltransitional provisions related to 
Ind AS, whereverconsidered appropriate, have 
been included in Ind AS101, First-Time Adoption 
of Indian Accounting Standards,corresponding 
to IFRS 1, First-Time Adoption ofInternational 
Financial Reporting Standards.

• Different terminology is used in Ind AS when 
comparedto IFRS, e.g. the term ‘balance sheet’ 
is used instead of‘statement of financial position’ 
and ‘statement of profit andloss’ is used instead 
of ‘statement of comprehensive income’.

Key differences between Indian GAAP and Ind AS in 
certain critical areas

There are many areas of differences between Indian 
GAAP and Ind AS because current Indian GAAPis 
driven by ‘form’ in a number of areas rather than 
“substance”, which is the focus under Ind AS.

Certain critical areas that would have a 
transformational impact on transition to Ind AS are:

1. Financial instruments (Ind AS 109)

Existing Indian GAAP does not include mandatory 
guidance on accounting for financialinstruments. 
Standards for accounting for financial instruments 
are used as a referenceand have not been notified 
by the MCA. As per the existing roadmap, India 
will directlytransition to Ind AS 109, ahead of the 
equivalent IFRS 9, which will be implemented in 
2018in other jurisdictions that have adopted IFRS 
or permit IFRS. Existing Indian GAAP in the areaof 
accounting for financial instruments is mainly driven 
by “form”. Ind AS 109 would have asignificant impact 
on the way financial assets and liabilities are classified 
and measured,resulting in volatility in profit / loss 
and equity. The new impairment model will have 
asignificant impact on the systems and processes 
of entities due to its extensiverequirements for 
data and calculation. Additionally, significant 
impact is anticipated in theareas of debt vs. equity 
classification, compound financial instruments, 
derivatives andhedging, and foreign currency 

convertible bonds.

2. Consolidated financial statements (Ind AS 110)

Ind AS 110 establishes a single control model for 
all entities (including special purposeentities, 
structured entities or variable interest entities). 
The implementation of thisstandard will require 
management to exercise significant judgment to 
determine whichentities are controlled and are, 
therefore, required to be consolidated. It changes 
whetheran entity is consolidated, by revising the 
definition of control. This is a radical change in 
theIndian environment, because by applying the 
new ‘control’ definition, it may change whichentities 
are included within a group. This standard will be 
significant to companies that havecomplex holding 
structures and have formed special purpose vehicles

3. Revenue recognition (Ind AS 115)

The core principle of this standard is that an entity 
will recognize revenue when it transferscontrol 
over goods or services to customers in an amount 
that reflects the consideration towhich the entity 
expects to be entitled in exchange for underlying 
performance obligationsarising from the transaction. 
This will require entities to use more judgement and 
makemore estimates than under today’s revenue 
standards. Ind AS 115 is likely to have animpact on the 
identification of performance obligations, warranties, 
sales incentives, rightof return and options granting 
a material right. In such a scenario, it will be critical 
forcompanies to clearly understand the effects of 
the new standard, provide earlycommunication to 
stakeholders and undertake advanced planning

4. Business combinations (Ind AS 103)

Under existing Indian GAAP, there is no comprehensive 
standard for business combinations.There are 
separate standards that deal with amalgamation, 
consolidation and assetsacquisition. Ind AS 103 
will apply to all business combinations, including 
amalgamations.Once Ind AS 103 is effective, all assets 
and liabilities acquired will be recognized at fairvalue. 
Additionally, contingent liabilities and intangible 
assets not recorded in the acquiree’sbalance sheet 
are likely to be recorded in the acquirer’s balance 
sheet on acquisition date.Goodwill on acquisition 
will not be amortized, but may only be tested for 
impairment.
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Is Ind AS the same as the IFRS issued by IASB?

Ind AS is not the same as IFRS. It is a separate accounting framework based on IFRS, as created bythe MCA 
and has certain carve-outs to accommodate Indian business nuances.Following are some of the key carve-
outs (exclusions) in Ind AS vis-à-vis IFRS as issued by IASB:

AreasInd AS
Fixed Assets, Intangible assets and Investment 

property (Ind AS -101)
Provides an entity option to use carrying values of 
all such assets as on the date of transition to Ind AS, 
in accordance with previous GAAP as an acceptable 

starting point under Ind AS.
Leases 

(Ind AS - 17)
Provides that where the escalation of lease rentals 
is in line with the expected general inflation so as 
to compensate the lessor for expected inflationary 
cost, the increases in the rentals shall not be straight 

lined.
Exchange differences (Ind AS -21)A first time adopter may continue the policy 

(capitalization) adopted for accounting for exchange 
differences arising from translation of long-term 
foreign currency monetary items recognized in 
the financial statements for the period ending 
immediately before the beginning of the first Ind AS 
financial reporting period, as per the previous GAAP.

Debt vs Equity (Ind AS – 32)Equity conversion option embedded in a convertible 
bond denominated in foreign currency to acquire a 
fixed number of entity’s own equity instruments is 

considered an equity instrument.
Bargain Purchase Gain (Ind AS -103)Bargain purchase gain arising on business 

combinationcannot be recognized in P&L. It should 
be taken to capital reserves.

Material breach of provision of long term loan
 ( Ind AS – 1 )

nd AS 1 has been modified to clarify that long term 
loan arrangement need not be classified as current 
on account of breach of a material provision, for 
which the lender has agreed to waive before the 

approval of financial statements for issue.

More details on each carve-out:

• Ind AS 101 - Property, plant and equipment: 

Ind AS permits (subject to limited exceptions around change in functional currency) an entity to use carrying 
values of all property, plant and equipment as on the date of transition to Ind AS, in accordance with the 
previous GAAP, as an acceptable starting point under Ind AS. IFRS does not provide a similar option on first-
time adoption.

• Ind AS - 17 - Straight lining of lease rentals: 

Keeping in mind the Indian inflationary situation, Ind AS states that the straight lining of lease rentals may not 
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be required in cases where periodic rent escalation is due to inflation. IFRS does not provide an exception to 
straight lining of lease rentals where rent escalation is due to inflation.

• Ind AS – 21 - Foreign exchange fluctuations:

Ind AS provides an option to continue with the policy (capitalization ) adopted for accounting for exchange 
differences arising from the translation of long-term foreign currency monetary items recognized in the 
financial statements for the period ending immediately before the beginning of the first Ind AS financial 
reporting period as per the previous GAAP. Under IFRS, such exchange difference is charged to the income 
statement.

• Ind AS – 32 - Foreign currency convertible bonds (FCCB): 

Ind AS states that where the exercise price for the conversion of the FCCB is fixed, irrespective of any currency, 
it is to be classified as equity rather than as an embedded derivative. IFRS on the other hand, requires that 
where the conversion of bond into equity shares is fixed, but the exercise price for such conversion is defined 
in currency other than the functional currency of the entity, the conversion aspect is to be accounted as 
embedded derivative.

• Ind AS -103 : IFRS 3 requires bargain purchase gain arising on business combination to be recognized in 
profit or loss. Ind AS 103 requires the same to be recognized as other comprehensive income and accumulated 
in equity as capital reserve, unless there is no clear evidence for classifying the business combination as a 
bargain purchase. In this case, it is to be recognized directly in equity as capital reserve.

• Ind AS – 1 : Consequent to the changes made in Ind AS 1, it has been provided in the definition of‘Events 
after the reporting period’ that in case of breach of a material provision of a longtermloan arrangement on 
or before the end of the reporting period, with the effect that theliability becomes payable on demand on 
the reporting date, if the lender, before theapproval of the financial statements for issue, agrees to waive 
the breach, it shall beconsidered as an adjusting event. Under IFRS, these breaches will result in classification 
ofloan as current instead of non current.

• IFRS 1 defines the previous GAAP as the basis of accounting that a first-time adopter used immediately 
before adopting IFRS. However, Ind AS 101 defines the previous GAAP as the basis of accounting that a first-
time adopter used for its reporting requirement in India immediately before adopting Ind AS. The change 
makes it mandatory for Indian entities to consider the financial statements prepared in accordance with 
existing notified Indian accounting standards as was applicable to them as previous GAAP when it transitions 
to Ind AS.

Curtailment of Options 

Ind AS Areas
Ind AS 1Ind AS 1 allows only single statement approach

• Classification of expenses – Functional classification is not permissible
• SOCIE – As a part of Balance sheet

Ind AS 7Does not give option to present as Operating Cash Flows 
• Interest Paid and Interest and dividend received
• Dividend Paid
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Ind AS 23Measurement of exchange differences – adjustment to interest costs – cumulative 
method prescribed

Ind AS 19Discount rate based upon reference to market yields on government bonds

Ind AS 20• Measurement of grants in form of non-monetary assets only at fair value
• Presentation of grant related assets – only by setting up deferred income

Ind AS 40Use of fair value model – Not permissible in Ind AS

Transition to Ind AS is not just an “accounting change”

Considering the potential wide-ranging effects of the transition, the implementation effort wouldimpact 
functions outside of the finance department, including IT, legal, sales, marketing, humanresources, investor 
relations and senior management.A number of related workstreams should be considered in this effort, 
including:

•  Accounting and financial reporting
•  Tax
•  Business processes and systems
•  Change management, communication and training

In addition, it is critical to have strong project management skills to coordinate the roles of thevarious business 
functions and to keep the workstreams running smoothly and on schedule.

Leveraging from global experience ofconversion to IFRS and Ind ASconversion process

Global experience of conversion to IFRS

Currently, there are more than 100 countries across the world where entities are required or permittedto 
speak a common financial accounting language, such as, IFRS. India will join the list of such countriesalbeit 
with the convergence model. Adopting IFRS in the financial statements increases comparability ofentities 
within the country as well as with their global counterparts. IFRS is also looked upon as a reliableframework by 
users of financial statements. It helps entities gain cross-border capital listing and it alsohelps management, 
who may be based in another country, to follow uniform systems of reporting acrossthe group in entities with 
worldwide presence.Most countries in the EU adopted IFRS for accounting periods beginning on, or after 1 
January 2005. Allthese entities have undergone the conversion exercise from their local GAAP to IFRS. 




