
Section 212 of the Companies Act, 1956 and IFRS – An analysis 
  
Section 212 (1) of the Companies Act, 1956 requires that there shall be attached to the 
balance sheet of holding company having a subsidiary or subsidiaries at the end of the 
financial year as at which the holding company’s balance sheet is made out, the 
following documents in respect of such subsidiary or of each such subsidiary, as the 
case may be:- 
 
        (a) a copy of the balance sheet of the subsidiary; 
        (b) a copy of its profit and loss account; 
        (c) a copy of the report of its Board of directors; 
        (d) a copy of the report of its auditors; 
        (e) a statement of the holding company’s interest in the subsidiary; 
        (f) the statement referred to in sub-section (5), if any; and 
        (g) report referred to in sub-section (6), if any. 
 
The Indian Companies would not have any difficulty in complying with the provisions of 
this Section if the terms “Subsidiary” or “Subsidiaries” include only Indian Companies. 
But the terms are defined to include foreign subsidiaries also.  Section 212(2) also 
requires that the balance sheet, profit and loss account and the reports of the Board of 
directors and of the auditors shall be made out in accordance with the requirements of 
this Act. Since the accounting practices, applicable legislations, accounting standards, 
etc. vary from country to country the financials of the foreign subsidiaries may have to 
be redrafted/restated as per the requirement of the provisions of the Schedule VI of the 
Companies Act, 1956. This exercise involves considerable amount of time and cost.  
 

The Section was introduced on the day when the Companies Act, 1956 came into force. 
But until 1991, Indian Companies were not allowed to set up subsidiaries abroad. 
Accordingly till then there was no difficulty in complying with the provisions of Section 
212. But due to Liberalization, Privatization & Globalization of Indian economy during 
the ‘90s, Indian Companies started setting up subsidiaries abroad.  
 
Some of the critics are of the view that at the time when the Section was introduced (i.e 
during 1956) the legislators had not thought of foreign subsidiaries and hence the 
intention was to include only Indian Subsidiaries. But I do not understand when the 
intention of the Section is fair disclosure, why should we exclude foreign subsidiaries 
from the ambit of the Section? Is it just to escape from the complications of compliance? 
Though there is a provision for getting exemption from the applicability of this section, 
the powers are with the Central Government which is discretionary. Again it is a long 
drawn process. No doubt, so many Companies have applied and got the exemption 
from the applicability of the Section. 
 
Now we are in the phase of transition to IFRS (International Financial Reporting 
Standards). Though the talks are on from a very long time, we hope IFRS will be 
implemented in India very soon to replace Indian Accounting Standards.  
 



India has consciously taken the policy decision of ‘convergence’ (and not ‘adoption’) of 
Indian Accounting Standards with IFRS which would allow it to consider local economic 
conditions and environment while preparing converged accounting standards, thus duly 
and adequately  safeguarding the interests of Indian companies/enterprises. The 
convergence with IFRS would not only provide reliable and comparable financial 
information to investors globally but also lower compliance costs for Indian Companies 
since the need for restatement of accounts would be obviated. 
 
Once the IFRS is implemented the Indian Companies may not have any difficulty in 
complying with the provisions of the Section 212 provided the necessary amendments 
are carried out in the Companies Act, 1956.  On the one hand intention behind the 
Section (fair disclosure) will be met without much difficulty; on the other hand the 
restatement of the financials of foreign subsidiaries may not be required as it would be 
in line with International standards.  
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