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EXECUTIVE SUMMARY

The going concern assumption is the bedrock of financial reporting. When an entity reaches what regulators and standard-
setters describe as the ‘point of no return,’ financial statements must be prepared on a fundamentally different basis. Yet,
the Indian accounting framework provides extremely limited guidance on what that alternate basis should look like.

This edition of The Standard Stance carefully analyses global standards (IFRS, US GAAP) with the Indian legal framework
under the Insolvency and Bankruptcy Code, 2016 (IBC), as described in the Research Paper on Liquidation Accounting, as
issued by the Institute of Chartered Accountants of India (ICAl), to offer preparers, auditors, and advisors a clear framework
for action. As India’s insolvency ecosystem continues to mature, and as global standard-setters move toward greater
prescriptiveness, ICAl’s Research Paper on Liquidation Accounting leads the way in establishing robust, consistent practice in
this critically important area.

Key findings of the Research Paper are:

= The decision to abandon going concern is binary and irreversible within a reporting period — once the 'point of no return’
is reached, alternate basis accounting applies immediately and prospectively.

= Qut of many, three possible approaches for alternate basis preparation were discussed; only two — the Ind AS-consistent
liquidation basis and the net realisable value basis — may be acceptable under the Indian accounting framework.

= Transition adjustments can be material and far-reaching, spanning asset impairments, deferred tax write-offs, and
reclassification of borrowings.

= Global standard-setters — including the IASB — are actively working to reduce the current diversity in practice, signalling
that more prescriptive requirements are forthcoming.

Why This Matters Now

India’s insolvency ecosystem has matured rapidly since the IBC's enactment in 2016. With over 7,000 CIRPs
admitted and a rising proportion resulting in liquidation orders, the accounting implications of non-going concern
are no longer a theoretical concern — they are an everyday professional challenge.

THE GOING CONCERN SPECTRUM: WHEN DOES IT BREAK?

Most entities exist comfortably within the going concern assumption — the expectation that they will continue operations for
the foreseeable future, typically interpreted as at least 12 months from the balance sheet date. Financial statements
prepared on this basis assume the entity can realise its assets and discharge its liabilities in the normal course of business.

However, financial distress introduces a spectrum of scenarios, from manageable uncertainty to inevitable cessation.
Understanding where an entity sits on this spectrum determines the accounting basis — and the disclosure obligations — that
apply.

INDICATORS OF DETERIORATING GOING CONCERN
There is a range of financial and operational signals that should prompt a heightened going concern assessment:

Signals of deteriorating Other pressures

Declining revenue and shrinking margins Rising leverage and worsening debt ratios
Reduction in capital expenditure and headcount Increased risk of debt covenant defaults
Credit rating downgrades Regulatory embargo

Negative operating cash flows Intensifying stakeholder and creditor pressure
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THE 'POINT OF NO RETURN’

The critical threshold is reached when management determines that the entity will liquidate or cease trading. The
management’s intent to liquidate the entity or to cease trading (or has no realistic alternative but to do so) indicates a
‘point of no return’ in which the entity shifts its goal from attempting to return to resume operations (i.e. a going concern)
to ending the business (i.e. no longer a going concern).

This is not a matter of degree: it is a binary inflection point.

Importantly, several activities can occur in the vicinity of this threshold without necessarily crossing it. Restructuring, asset
sales, or operational curtailments undertaken to avoid liquidation do not, in themselves, indicate that a going concern is
inappropriate. The critical question is whether there exists any realistic alternative to cessation.

Critical Distinction: Solvency vs. Going Concern

An entity can be solvent — capable of meeting its financial obligations as they fall due — yet still not be a going
concern. If the management has decided, or has no alternative but, to wind up operations, the going concern
basis is inappropriate regardless of current liquidity. A fund with adequate resources to pay all creditors but a
firm intention to dissolve upon conclusion of litigation is not a going concern.

GLOBAL STANDARDS: A PATCHWORK OF GUIDANCE

The international accounting community has long acknowledged the inadequacy of guidance on non-going concern financial
reporting. The result is a diversity of practice that makes comparability difficult and user understanding challenging.

IFRS: LIMITED GUIDANCE

IAS 1 (Presentation of Financial Statements) requires management to make a going concern assessment, and IAS 10 (Events
after the Reporting Period) clarifies that a post-balance-sheet determination to liquidate, triggers a fundamental change in
basis — not merely an adjustment. However, IFRS provides no specification of what the alternate basis should entail.

The International Accounting Standards Board (IASB) has acknowledged that this gap leads to 'boilerplate’ disclosures and has
suggested the matter is better handled by local regulators. In practice, entities applying IFRS typically describe their basis as
‘liquidation basis' without a consistent definition of what that means.

US GAAP (ASC 205-30): THE MOST DEVELOPED FRAMEWORK

The Financial Accounting Standards Board (FASB) offers the most prescriptive guidance available. ASC 205-30 establishes a
clear trigger — liquidation is ‘imminent’ — and specifies both recognition/measurement requirements and minimum financial
statement presentation.

ASC 205-30 Requirement Practical Implication

Tri Liquidation is imminent (plan approved; reversal High but clear threshold; involuntary
rigger i
remote) bankruptcy qualifies
Asset Measurement Expected cash to be collected from disposal CA;[{J:G above or below GAAP carrying
Liability Measurement Per appl?cable standards; adjust for liquidation Covenant breaches and timing changes
assumptions reflected
New Asset Recognition Recognise preylousl¥ unrecognised assets (e.g., Internally generated intangibles may
trademarks), if sale is expected appear on balance sheet
Accrue all expected disposal costs and income Undiscounted; prospective accrual of
Cost Accruals L .
through liquidation end winding-up costs
Statement of Net Assets in Liquidation + Replaces traditional balance sheet and

Financial Statements Statement of Changes P&L
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SAUDI ARABIA: NOTABLE JURISDICTIONAL PRACTICE

The Kingdom of Saudi Arabia has taken a more prescriptive path, enacting a standalone Liquidation Basis Financial Reporting
Standard. Key features include measurement of assets at expected disposal proceeds, recognition of estimated costs from
disposal, and detailed minimum disclosure requirements, including a liquidation plan and expected completion date. This
represents the most comprehensive domestic standard globally and provides a useful benchmark for Indian standard-setters.

THE INDIAN CONTEXT: IBC AND THE ACCOUNTING GAP

India’s Insolvency and Bankruptcy Code, 2016 provides a sophisticated legal framework for insolvency resolution and
liquidation — but the accounting framework has not kept pace. Ind AS 1 and Ind AS 10 align with their IFRS counterparts in
requiring non-going concern financial statements where appropriate, but are equally silent on what those statements should
contain.

THE IBC LIFECYCLE AND ITS ACCOUNTING INFLECTION POINTS

The IBC process creates several distinct moments at which accounting judgements are required. Understanding the legal
stages is essential to determining when the alternate basis should be adopted.

IBC Stage Key Accounting Consideration

Assess going concern; moratorium begins. Financial statements still on going concern basis if

Ity s resolution is plausible.

Committee of Creditors Strong indicator that a going concern is no longer appropriate. If the 'point of no return’ has
votes to liquidate been reached, an alternate basis of accounting should be followed.

Liquidation Order passed Liquidator takes control; deconsolidation by the parent may be triggered.

Asset realisation and Alternate basis in full effect. Financial statements focus on net assets available and expected
distribution distributions.
Dissolution order Final accounts prepared; entity ceases to exist as a reporting entity.

Timing is Everything

A common misconception is that the alternate basis of accounting should be adopted only when the liquidation order
is passed. In fact, the obligation arises when management determines — or has no realistic alternative to determining
— that liquidation will occur. Events after the balance sheet date that confirm pre-existing conditions (such as a
liquidation order passed post year-end) may require the financial statements to be restated on an alternate basis even
for the prior period.

ACCEPTABLE APPROACHES TO NON-GOING CONCERN ACCOUNTING

In the absence of specific guidance, preparers have adopted a range of bases for non-going concern financial statements.
The lack of guidance has resulted in proliferation of various alternate basis of preparation of financial statements for a non-
going concern entity. Some entities prepare financial statements on a realisation basis, liquidation basis, an orderly
realisation basis, cessation basis, or a break-up basis - though these concepts have neither been defined nor mentioned.
Depending on the facts and circumstances, there may be other ways of preparing non-going-concern based financial
statements. These can be distilled into three broad approaches, of which only two may be acceptable.

APPROACH I: IND AS-CONSISTENT LIQUIDATION BASIS (RECOMMENDED)

This approach retains the recognition and measurement requirements of Ind AS but modifies them to reflect the absence of
a going concern. This approach is further supported by the fact that there is no general dispensation from the Ind AS when a
liquidation basis of preparation is followed. Ind AS or the Conceptual Framework do not specifically state that the
recognition, measurement, and disclosure requirements do not apply when a liquidation basis of accounting is followed.
Under this approach, the entity continues to apply Ind AS 36 (Impairment), Ind AS 2 (Inventories), Ind AS 109 (Financial
Instruments) and other standards, but through the lens of anticipated disposal and cessation.

= Assets are measured at recoverable amount, reflecting that cash-generating units will be sold or abandoned rather than
operated.

= Fair values are assessed critically — Ind AS 113 presupposes orderly transactions, which may not reflect forced-sale
realities, requiring significant judgement.

= Liabilities remain on the balance sheet until extinguished, cancelled, or expired — anticipated forgiveness cannot be
anticipated.

= An explicit and unreserved statement of compliance with Ind AS is permissible under this approach.
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APPROACH II: NET REALISABLE VALUE BASIS (ASC 205-30 ALIGNED)

Where the primary objective shifts to informing users, financial statements in their assessment of the amount of the cash/
other assets reasonably expected to be realised on completion of liquidation, an entity may consider drawing on ASC 205-30
as a permitted reference under Ind AS 8 (Accounting Policies).

= Assets — including previously unrecognised intangibles such as trademarks — are recognised if they are expected to be sold.

= Assets may be written up above their Ind AS carrying value (e.g., a building at INR 100 crore carrying value may be restated
to INR 120 crore based on estimated sale proceeds).

= Depreciation and amortisation may cease; impairment methodologies become irrelevant.
= Liabilities are measured at the amounts required by Ind AS applicable to entities that are going concerns.
= All expected winding-up costs and income through the end of liquidation are accrued on an undiscounted basis.

= Compliance with Ind AS should be carefully described; specific departures must be disclosed.

APPROACH llI: BREAK-UP BASIS (MAY NOT BE ACCEPTABLE)

The break-up basis — which treats financial statements as a forecast of future realisations rather than a record of transactions
— departs fundamentally from the accrual principle and the requirement to reflect conditions at the reporting date. While used
in some jurisdictions, it is not consistent with Ind AS and an explicit statement on compliance with Ind AS cannot be made.

Approach | is preferable where the entity's auditors and preparers believe that compliance with Ind AS continues to be
critical. Though Approach Il is permissible, this approach is not followed in practice.

KEY TRANSITION ADJUSTMENTS: WHAT CHANGES?

The shift to alternate basis accounting is not merely a disclosure change — it triggers a cascade of recognition,
measurement, and classification adjustments across the financial statements. The following table summarises the most
significant treatments and impacts.

Going Concern Treatment | Possible alternate basis Impact

Property, Plant & Depreciated cost; VIU-based Written down to fair value less costs of disposal; likely
Equipment impairment significant impairments

NRV reassessed for distressed-sale conditions; discounts and

Inventories Lower of cost and NRV . .
disposal costs factored in

Recognised if future taxable

Deferred Tax Assets profit probable

Written off — future profitability no longer expected

Higher loss allowances; counterparty reluctance to settle

Trade Receivables Expected credit loss model . .
increases default risk
Borrowings Current/non-current per Covenant breaches typically require reclassification to current;
Classification contractual terms cross-default clauses scrutinised
Leases Right-of-use asset; lease Lease modifications and terminations trigger remeasurement;
liability onerous provisions may be required
- Only present obligations at Termination benefits, onerous contracts, and winding-up costs
Provisions . A .
reporting date accrue when the obligation crystallises
Subsidiaries Deconsolidation likely when a subsidiary enters liquidation, and

(Consolidation) Consolidate if control exists control passes to the liquidator
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DISCLOSURE: THE CRITICAL DIFFERENTIATOR

When a going concern is abandoned, disclosure quality becomes the primary mechanism through which users understand the
financial statements. Ind AS itself provides limited specific requirements; preparers must exercise significant judgement to
provide disclosures that are complete, clear, and internally consistent.

The following minimum disclosures should be considered:

= Aclear statement that the financial statements are not prepared on a going concern basis, with the facts and
circumstances that led to this determination.

= The basis actually used — liquidation basis, net realisable value basis, or another described approach — including policies
for recognition and measurement of each class of assets and liabilities.

= The entity's plan for liquidation, including how assets will be disposed of, how liabilities will be settled, and the expected
completion date.

= Key judgements and estimates, including significant assumptions underlying asset valuations and liability measurements.

= Confirmation that comparative information has not been restated (the alternate basis applies prospectively from the
point it becomes appropriate).

= Areview of other disclosures — capital commitments, long-term loan balances, deferred tax disclosures, going concern
language in the Board's report — to ensure consistency with the alternate basis.

A Common Pitfall

Entities transitioning to alternate basis accounting often update the primary financial statements but fail to revise other
notes and accompanying information. References to future investment plans, multi-year operating lease commitments,
or growth projections in the Directors' Report become inconsistent with — and potentially misleading alongside —
financial statements prepared on a liquidation basis. A holistic review of all user-facing documents is essential.

LOOKING AHEAD: THE REGULATORY HORIZON

The current diversity in practice is unlikely to persist. The IASB's Financial Instruments with Characteristics of Equity project
— for which an Exposure Draft was published in November 2023 — includes proposals that directly touch on liquidation
accounting, including a formal definition of 'liquidation’ as the process that begins after an entity has permanently ceased
operations. This would provide the conceptual grounding currently absent from IAS 32 and, by extension, Ind AS 32.

Additional IFRS 7 disclosure requirements proposed in the same Exposure Draft would require entities to provide granular
information about priority on liquidation for instruments with both debt and equity characteristics. While focused on
financial instruments, these proposals signal the IASB's recognition that liquidation-specific information is material to users.
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foster an environment where diversity thrives, growth is nurtured, and continuous learning drives lasting progress for a

sustainable future.
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impactful, client-centric solutions. The team in India comprises over 11,000* professionals, led by more than 350 Partners
and Directors, operating out of 20 offices across 14 key cities.

*Includes employees from BDO RISE and BDO EDGE

CONTACT US

For any content related queries, you may please write to the service line experts at accountingadvisory@bdo.in

For any other queries or feedback, kindly write to us at marketing@bdo.in

BDO INDIA OFFICES

Ahmedabad

BDO India LLP

Westgate Business Bay, Block - A,

Level-6, Opp. Nirvana Party Plot,

S.G. Highway, Ahmedabad - 380051, INDIA

Bhopal
Floor 3, Pradhan Business Center

Ansal Pradhan Enclave, E 8 Arera
Colony Near Dana Pani Square,
Bhopal 462026, INDIA

Coimbatore

Pacom Square, Floor 3, 104/1, Sakthi
Main Road, Bharathi Nagar, Ganapathy
Coimbatore 641006, INDIA

Goa
BIZ - Nest, Floor 7

A Wing, Sunteck Corporate Park
Opp. Shram Shakti Bhavan, Patto
Panaji, Goa 403001, INDIA

Kolkata

Floor 4, Duckback House
41, Shakespeare Sarani
Kolkata 700017, INDIA

Mumbai - Office 3

Floor 20, 2001 & 2002 - A Wing, 2001-

F Wing Lotus Corporate Park, Western
Express Highway, Ram Mandir Fatak Road,
Goregaon (E) Mumbai 400063, INDIA

Pune - Office 2

Floor 2 & 4, Mantri Sterling, Deep Bunglow
Chowk, Model Colony, Shivaji Nagar

Pune 411016, INDIA

Bengaluru - Office 1
Prestige Nebula, Floor 3

Infantry Road
Bengaluru 560001, INDIA

Chandigarh

Plot no. 55, Floor 5

Industrial & Business Park

Phase 1, Chandigarh 160002, INDIA

Delhi NCR - Office 1

Magnum Global Park, Floor 21, Archview
Drive, Sector 58, Golf Course Extn Road
Gurugram 122011, INDIA

Hyderabad

1101/B, Manjeera Trinity Corporate
JNTU-Hitech City Road, Kukatpally
Hyderabad 500072, INDIA

Mumbai - Office 1

The Ruby, Level 9, North West &
South East Wings, Senapati Bapat Marg
Dadar (W), Mumbai 400028, INDIA

Mumbai - Office 4

2nd floor, Empire Complex
414 , Senapati Bapat Marg
Lower Parel West,

Mumbai 400013, INDIA

Vadodara

1008, Floor 10, "OCEAN", Sarabhai
Compound, Nr. Centre Square Mall,
Dr. Vikram Sarabhai Marg Vadodara
390023, INDIA

Bengaluru - Office 2
SV Tower, No. 27, Floor 3 & 4

80 Feet Road, 6th Block, Koramangala
Bengaluru 560095, INDIA

Chennai

Olympia Cyberspace, Floor 10, Module 4

No: 4/22 Arulayiammanpet, SIDCO Industrial
Estate Guindy, Chennai 600032, INDIA

Delhi NCR - Office 2
Windsor IT Park, Plot No: A-1
Floor 2, Tower B, Sector 125
Noida 201301, INDIA

Kochi

XL/215 A, Krishna Kripa
Layam Road, Ernakulam
Kochi 682011, INDIA

Mumbai - Office 2

601, Floor 6, Raheja Titanium, Western
Express Highway, Geetanjali Railway
Colony, Ram Nagar Goregaon (E),
Mumbai 400063, INDIA

Pune - Office 1

Floor 6, Building No. 1

Cerebrum IT Park, Kalyani Nagar

Pune 411014, INDIA

Ahmedabad‘ Bengaluru Bhopal ‘Chandigarh‘ Chennai ‘Coimbatore‘ Delhi ‘ Goa ‘Hyderabad‘ Kochi ‘ Kolkata ‘ Mumbai ‘ Pune ‘ Vadodara

This publication has been carefully prepared, but it has been written in general terms and should be seen as containing broad statements only. This publication should not be used or relied upon to cover
specific situations and you should not act, or refrain from acting, upon the information contained in this publication without obtaining specific professional advice. Please contact BDO India Services Private
Limited to discuss these matters in the context of your particular circumstances. BDO India Services Private Limited, its directors, promoters, employees and agents do not accept or assume any
responsibility or duty of care in respect of any use of or reliance on this publication, and will deny any liability for any loss arising from any action taken or not taken or decision made by anyone in reliance
on this publication or any part of it. Any use of this publication or reliance on it for any purpose or in any context is therefore at your own risk, without any right of recourse against BDO India Services
Private Limited or any of its directors, promoters, employees or agents.

BDO India Services Private Limited, a private limited company incorporated in India, is a member of BDO International Limited, a UK company limited by guarantee, and forms part of the
international BDO network of independent member entities.

BDO is the brand name for the BDO network and for each of the BDO Member Entities
Copyright © 2026 BDO India Services Private Limited. All rights reserved. Published in India.
Visit us at www.bdo.in

00006


mailto:accountingadvisory@bdo.in
mailto:marketing@bdo.in
https://www.bdo.in/en-gb/locations/hyderabad-kukatpally
https://www.bdo.in/en-gb/locations/kochi-ernakulam
https://www.bdo.in/en-gb/locations/goa-panaji
https://www.bdo.in/en-gb/locations/delhi-ncr-noida
https://www.bdo.in/en-gb/locations/delhi-ncr-noida
https://www.bdo.in/en-gb/locations/delhi-ncr-noida
https://www.bdo.in/en-gb/locations/coimbatore-bharti-nagar
https://www.bdo.in/en-gb/locations/delhi-ncr-gurugram
https://www.bdo.in/en-gb/locations/delhi-ncr-gurugram
https://www.bdo.in/en-gb/locations/delhi-ncr-gurugram
https://www.bdo.in/en-gb/locations/mumbai-dadar-office-1
https://www.bdo.in/en-gb/locations/mumbai-dadar-office-1
https://www.bdo.in/en-gb/locations/mumbai-dadar-office-1
https://www.bdo.in/en-gb/locations/kolkata-shakespear-sarani
https://www.bdo.in/en-gb/locations/mumbai-dadar-goregaon
https://www.bdo.in/en-gb/locations/mumbai-dadar-goregaon
https://www.bdo.in/en-gb/locations/mumbai-dadar-goregaon
https://www.bdo.in/en-gb/locations/ahmedabad-makarba
https://www.bdo.in/en-gb/locations/bengaluru-shivaji-nagar
https://www.bdo.in/en-gb/locations/bengaluru-shivaji-nagar
https://www.bdo.in/en-gb/locations/bengaluru-shivaji-nagar
https://www.bdo.in/en-gb/locations/bengaluru-koramangala
https://www.bdo.in/en-gb/locations/bengaluru-koramangala
https://www.bdo.in/en-gb/locations/bengaluru-koramangala
https://www.bdo.in/en-gb/locations/pune-shivaji-nagar
https://www.bdo.in/en-gb/locations/pune-shivaji-nagar
https://www.bdo.in/en-gb/locations/pune-shivaji-nagar
https://www.bdo.in/en-gb/locations/chandigarh-industrial-business-park
https://www.bdo.in/en-gb/locations/bhopal-ansal-pradhan-enclave
https://www.bdo.in/en-gb/locations/chennai-olympia-cyberspace
https://www.bdo.in/en-gb/locations/vadodara-centre-square-mall
https://www.bdo.in/en-gb/locations/pune-kalyani-nagar
https://www.bdo.in/en-gb/locations/pune-kalyani-nagar
https://www.bdo.in/en-gb/locations/pune-kalyani-nagar
https://www.bdo.in/en-gb/locations/mumbai-rammandir
https://www.bdo.in/en-gb/locations/mumbai-rammandir
https://www.bdo.in/en-gb/locations/mumbai-rammandir
https://www.bdo.in/en-gb/locations/mumbai-lower-parel
https://www.bdo.in/en-gb/locations/mumbai-lower-parel
https://www.bdo.in/en-gb/locations/mumbai-lower-parel
https://www.instagram.com/bdoindia_official/?hl=en
http://www.linkedin.com/company/bdo-in-india
http://www.youtube.com/user/BDOIndia
http://www.twitter.com/bdoind
https://www.whatsapp.com/channel/0029Vb6D29b4Crfe5NLZWR1X/
http://www.bdo.in/

	PRESENTATION
	Slide 1
	Slide 2
	Slide 3
	Slide 4
	Slide 5
	Slide 6
	Slide 7


