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Abstract

Trust and transparency led to a discussion of the fundamental purpose of financial reporting. Consistent,

comparable and understandable financial information is the lifeblood of commerce and making investment. In

India the Institute of Chartered Accountants of India (ICAI) has decided to adapt IFRS for accounting periods
commencing on or after Aprill, 2011. This paper deals with the issues and Challenges faced in the process of
convergence in Indian perspective and measures taken to address the challenges.

Introduction

International Financiol Reporting Stondords (IFRS)
are o set of accounting stondords developed by the
International Accounting Stondords Boord (IASB)
that is becoming the global stondord for the
preporation financial statements of public
componies. The mission of [ASB is to develop, in the
public interest, understandability, reliobility,
relevonce, comporebility ond International Finonciol
Reporting Stondords (IFRS) for general purpose
finoncial statements. The present era of
globalization ond liberolizotion hos shrunk the
geogrophical barriers of commerce. The whole
world hos literally become flat. One con see the
cross-border economic activities hoppening [ o swift
way. The entities are listed on major stock exchonges
of the world. Copitol morkets have also spreod their
wings ocross the globe, leading to free flow of
domestic ond foreign direct investments to different
parts of the world.

Given these scenarios, oo common ond uniformly
accepted Finoncial Reporting System, supported by
strong governonce proctices ond o firm regulority
framework, strengthens the economic development
of ony country. As investors have olso become
global, finoncial statements of entities of different
countries should be comparoble on prescribed
common poarometers. A common set of finoncial
statement help investors better understond
investment opportunities worldwide os ogoinst
statement of different stondords unique to eoch
country.

Objectives of the Study

* To study the Problems and Challenges faced by
Indion Componies in the process of Convergence
to IFRS.

e To focus on the Meosures token to address the
Challenges.
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Methodology

For the purpose of the present study, moinly
literature survey ond secondory dota hos been used.
The required secondory doto wos collected from the
outhorized Annual Reports ond Officiol Website of
ICAI ond IFRS, vorious Journols ond Research
Popers, diognostic study reports ond newspoper
articles have been surveyed in moking this study.

IFRS —Indian Context

The parodigm shift in the economic environment in
India during lost few years hos led to increosing
aftention being devoted to accounting stondords os
meons towords ensuring potent ond tronsporent
finoncial reporting by any corporote.

ICAI, being o premier accounting body in the
country, took upon itself the leadership role by
estoblishing ASB, more thon twenty five yeors bock,
to foll in line with the international ond notionol
expectations. Today, accounting stondords issued by
the Institute have come along way. The ICAI os the
accounting stondord-setting body in the country has
always mode efforts to formulote high quolity
Accounting Stondords ond hos been successful in
doing so. Indion Accounting Stondords haove
withstood the test of time. As the world continues to
globalize, discussion on convergence of noationol
accounting stondords with Internotionol Finonciol
Reporting Standards (IFRS) hos increased
significantly. At present, the ASB of ICAI
formulates the AS bosed on IFRS. However, these
stondords remain sensitive to locol conditions,
including the legal ond economic environment.
Accordingly, AS issued by ICAI deport from
corresponding IFRS in order to ensure consistency
with legal, regulotory ond economic environment of
Indio. As the world continues to globalize,
discussion on convergence of Indion GAAP with
IFRS has increased significantly. A few
developments are set forth here under

* Formation of [FRS Tosk Force by the Council of
ICAI

Recommendation of the IFRS Tosk Force
submitted to the Council

Full odoption of IFRS from accounting period
commencing on or ofter Ist April, 2011

Proposed to be applicoble to listed entities ond
public interest entities such as bonks, insuronce
componies ond lorge sized entities

Involvement of various regulators (MCA, RBI,
IRDA, Tox cuthorities ond SEBI)

Draft Schedule VI ond Accounting Stondord 1
(Exposure Droft) consistent with IFRSs

Convergence Strotegy presented by Technical
Directorate of ICAI on 02.02.20009.

ICAI hos begun the process of issuing IFRS
equivalent AS with following proposed chonges:

. Removal of alternative treatments
2. Additional disclosures, where required

. As number will continue but [FRS number will
be given in poarenthesis 4. IFRICs will be issued
as appendices — I[CAI hos constituted o Group in
licison with government & regulatory cuthorities
ond this group hos constituted seporote core
groups to identify in consistencies between IFRS
ond various relevont acts.

Role of Indian Government

The central government of India prescribes
accounting stondords in consultation with the
Notional Advisory Committee on Accounting
Standords (NACAS) estoblished under the
Compony Act 1956. NACAS is a separate body of
expert including representative of various regulatory
bodies and government agencies, hos been engaged
in the exercise of examining Ac-counting stondords
prepared by ICAL In this exercise it has adapted the
Internationol norms estoblished by the IFRS is-used
by International Accounting Stondords Boord. The
centrol government notified 28 accounting stondords
(os 1to 7 ond as 9 to 29) in Dec. 2006, ofter receiving
recommendation of NACAS. In notifying the
Accounting Stondords, the government has adopted
apolicy of enabling disclosure of compony accounts
in tromsporent monner of per with widely accepted
international proctices, though o process of
convergence with the Internotionol Finonciol
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Reporting Stoandards (IFRS) issued by the
International Accounting Stondords Boord (IASB).
The initiative for hormonization of hormonizotion of
the Indion Accounting Stondords with IFRS, taken
up by NACAS in 2001 ond implemented through
notification of occounting stondord by the centrol
government in 2006. The process would be
continued by the government with the intention
hormonization with IFRS by 2011.Indion Ministry
of corporate Affoirs has also set up a high powered
group comprising various stokeholder under the
chairmonship of Shri Anurog Goel, Secretary of
Ministry of Corporate Affoirs, to discuss ond resolve
implementation challenges with regards to
convergence of Indion Accounting Stondords with
IFRS by April, 201

Rationale behind Adopting IFRS

Policy mokers all over the world are focusing their
oftention towords the implementotion of IFRS ond
are also looking for the onswers to the question os to
why they should implement it when they ore
successfully following GAAP for so mony yeors.
Magjor reosons advonced for implementing IFRS ore
enumeroted os:

Globalization of finance

The key benefit of implementing IFRS is . common
accounting system ond fromework which is
perceived as stoble, tronsparent and foir to the local
ond foreign investors which in turn lead to increased
compatibility ond comparobility among different
finoncial stotements ocross the globe. This will
eliminote multiple reporting ot the entity level ond
also at the consolidated level. Indion firms need to
globalize, ond for this they need funds ot cheoper
cost which is avoailoble in Americon, Europeon ond
Joponese Capitol Morkets. To meet the regulatory
requirements of these markets, Indion Componies
ore now mondated to report their finonciols os per
IFRS. This will lead to cross border listing of shares
ond securities in other parts of the world and in turn
couse globalization of finonce.
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Competitive advantage

Indion entities will be oble to initiote new
relationships with investors, customers ond
suppliers internationolly os IFRS provides a globally
accepted reporting platform which will ultimately
roise the reputation ond relotionship of the Indion
corporate ond give them competitive advantoge.
Componies ore olso in o race to goain on edge over
their competitors by trying to adopt IFRS ot the
earliest ond olso listing securities on stock exchonges
world-wide to build their Brand imaoge.
Convergence with IFRS improves the risk rating ond
mokes the corporate world more competitive
globally os their comparobility with the international
competitors’ increoses.

Professionalism

Service sector will get aboost os the implementation
of IFRS in the corporate would require troined
occountonts, oauditors, volues ond oactuaries.
Moreover, o single set of occounting stondords
worldwide would ensure thot ouditing firms
stondordize their troining ond quality of work is
mointoined globally which will move India towords
accounting services hub.

Statutory obligation

After the opening up of countries oand removal of
toriff barriers, it hoas been mode mondatory ond
obligatory to report using IFRS os majority of stock
exchonges require finonciol information presented
according to the IFRS. In case of joint ventures with
o venture portner operating in countries requiring
IFRS, they need to follow the some occounting
standords as their venture poartner. The
multinotionols seeking to enter new morkets ond
expond operations to o foreign country maoy need to
report using IFRS in order to obtain on operoting
license or to raise copital.

Economic growth

Ithas been observed from the above literoture review
that the number of countries ocross the world where
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IFRS is arecognized reporting framework continues
to grow by exploiting opportunities to generote
process ond cost efficiencies. It will potentiolly open
up opportunities to stondordize, simplify ond
centralize finoncial reporting processes ond
functions os the use of o single global stondord
enhonces the efficiency of copital allocation on a
global basis and help reduce the cost of capital.

Benefits of adopting IFRS

The adoption of IFRS is expected to have a
significont impoct on oll stokeholders, such as
regulators, professionals, prepores of finonciol
statements, onalysts, users of finonciol informotion
ond so on.

e The Economy: The convergence with IFRS
benefits the economy as o whole by accelerating
growth of international business. It strengthens
the economy with o strong ond efficient capitol
market, where cost of copitol becomes cheaper,
leading to inflow of international investment into
the country.

The Investors: Convergence with IFRS
focilitates those investors who wont to expond
their cross-border business operotions. For this
purpose, investors wont informoation thot is
relevont, relioble, timely ond comparoble across
locations. Convergence with international
stondords will meon o cleor understonding of
finoncial statements by investors.

The industry: Entities con raise copitol from
foreign markets ot lower cost only if they con
creote trust ond confidence in the minds of the
foreign investors through “True ond Foir”
presentation of their finoncial stotements by
adopting globally acceptable stondords.

The Accounting Professionals: Convergence
benefits accounting professionals who con offer
their services to different ports of the world. It
offers diverse opportunities to occounting
professionols in ony port of the globe, os the some
accounting proctices prevail throughout the
world.

Challenges in adopting IFRS

By now we are clear os to the advontoge of
universally accepted accounting principles but its
complete ond foir adoption is not free from
chollenges. Mojor challenges that Indion corporote
might foce;

Awareness of international practices

The entire set of finoncial reporting proctices needs
to undergo o drostic chonge ofter the adoption of
IFRS to overcome the number of differences
between the two GAAP’s. It would be achallenge to
bring obout awareness of [FRS ond its impact among
the users of financiol statements.

Training

The biggest hurdle for the professionals in
implementing IFRS is the lock of training focilities
ond acodemic courses on IFRS in Indic. IFRS hos
been implemented with effect from 2011; but it is
observed that there is ocute shortoge of trained [FRS
stoff. The Institute of Chortered Accountonts of India
(ICAIJ) hos started IFRS Training progrommes for its
members ond other interested parties. Yet there
exists o lorge gop between Troined Professionals
required ond trained professionals availoble.

Amendments to the existing law

A number of inconsistencies with the existing loaws
are other mojor challenges which are observed in the
Componies Act 1956, SEBI regulations, bonking
lows ond regulations ond the insuronce loaws ond
regulations. Currently, the reporting requirements
are governed by vorious regulators in Indio.ond their
provisions override other lows. IFRS does not
recognize such overriding lows.

Taxation

Currently, Indion Tox Lows do not recognize the
Accounting Stondords. Therefore, o complete
overhoul of Tox laws is the mojor chollenge foced by
the Indion Low Mokers immediately. In July 2009,
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a committee was formed by Ministry of Corporate
Affairs of Government of India, with o view to
identify the various legal ond regulatory chonges
required for convergence ond to prepare o roodmop
for achieving the same.

Fair value

IFRS which uses foir value as o meoasurement bose
for voluing most of the items of financial statements
con bring o lot of volatility ond subjectivity to the
finoncial statements. It olso involves o lot of hord
work in arriving ot the foir value ond services of
voluation experts have to be used. Moreover,
adjustments to foir value result in goins or losses
which are reflected in the income statements.
Whether this con be included in computing
distributable profit is also debated.

Management compensation plan

This is becouse the finoncial results under IFRS ore
likely to be very different from those under the
Indion GAAP. The controcts would have to be re-
negotioted by chonging terms ond conditions
relating to monogement compensation plons.

Reporting systems

The disclosure ond reporting requirements under
IFRS oare completely different from the Indion
reporting requirements. Componies would have to
ensure thot the existing business reporting model is
amended to suit the reporting requirements of IFRS.
The information systems should be designed to
copture new requirements reloted to fixed ossets,
segment disclosures, related porty tronsoctions, etc.
Existence of proper internal control ond minimizing
the risk of business disruption should be token core
of while modifying or chonging the information
systems.

Complexity in adoption

The researchers feel that the biggest risk in
converging Indion GAAP with IFRS is the foct thot
the oaccounting entities underestimate the
complexity involved in the process. Instead it should
be recognized well in odvonce thot teething
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problems would definitely creep in. Converting to
IFRS will increase the complexity with the
introduction of concepts such os present value ond
foir volue. In IFRS fromework, treotment of
expenses like premium payable on redemption of
debentures, discount allowed on issue of debentures,
underwriting commission paid on issue of
debentures etc is different thon the present method
used. This would bring obout o change in income
stotement leoding to enormous confusion ond
complexities.

Riskin adoption

Implementing IFRS hos increosed finoncial
reporting risk due to technical complexities, monuol
workorounds ond monogement time token up with
implementotion. Another risk involved is that the
IFRS do not recognize the adjustments thot ore
prescribed through court schemes ond consequently
all such items will be recorded through income
statement.

Time

95% of componies in Austrolio ond in the Europeon
Union took more thon o yeor to the complete IFRS
tromsition, with 40% toking more thon two years.
Looking ot the Indion scenario, we hove olreody
deloyed the process from the very beginning. In
other countries, regulators released final
interpretations two to three years in advonce of IFRS
deadline ond provided step-by-step tronsition rood
maps for componies. In India, ICAI took so long to
finolize the stondord—increosing the confusion
oround stondord interpretotion.

Cost

The IFRS tronsition is expected to cost Indion firms
between Rs. 30 lokh ond 1 crore, with on average of
16 internol ond three external full-time stoff
dedicated to the transition. Fifty percent of adopters
had to implement entirely new IT systems to
accommodaoate [FRS; only 20% of componies did not
implement systems chonges. Costs such os ouditor
fees, systems chonges, ond reporting costs tend to
overrun ot the lost minute.
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Key Divergences

The key divergences between Indion GAAP ond
IFRS have arisen due to: -

» Conceptual differences

* Legal ond regulatory requirements

e Presenteconomic conditions

* Level of preparedness

Implementation Phase in India

The oapplicability of International Finoncial
Reporting Stondords for convergence of Indion
entities would be in several phases as the issues
involved in one-shot adoption are complex. For
exomple, there ore issues to be addressed, which may
impoct tox revenue collection in the Indion scenario.
Also to be sorted is the applicobility of IFRS to Small
ond Medium Scole Enterprises, pending deliberation
by various outhorities. Hence, in the first phose,
ICAI hos submitted a suggested list of companies
listed with BSE/NSE Sensex, insuronce componies,
mutual funds, entities with o copital base of over 50
million dollars outside India, componies thot ore
publicly accountoble with on oggregote borrowing of
over Rs. 1,000 crores ond such others.

Measures Taken to Address the Challenges

* For chonges required in rules ond regulations of
various reguloatory bodies, draft
recommendations have been ploced before
Accounting Stondord Boord.
The ICAl issued 30 interpretotions of accounting
stondords, with o view to resolve various intricaote
interpretational issues arising in the
implementotion of new accounting stondords.
Guidonce notes have been issued by ICAI for
providing immediote guidonce on occounting issues.
To focilitate discussions ot seminar, workshops,
etc., ICAI hos issued boackground moteriol on
newly issued accounting stondords.
For the purpose of ossisting its members, the
ICAI council has formed on expert advisory
committee to onswer queries from its members

Training of IFRS

Indioa has o loarge number of occounting
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professionols. ICAI ohs alreody token the initiatives
for o comprehensive capocity building progromme
to prepore the CA profession for this tronsition. A
lorge number of professionols hove olready
undergone troining ond this process is being
accelerated by the ICAI. To summarize,
convergence is inevitable. The timeline is tight. The
need of the hour is co-ordinate ond continuous
efforts by all concerned to moke the process a grond
success.

Suggestions to beat Challenges

The solution to the problem of professionalization of
finonce is that that oll stokeholders in the
orgonizotion should be trained ond IFRS should be
introduced os o full time subject in the universities.
Timely steps should be taken to ensure amendments
in the existing laws to the extent they are inconsistent
with the provisions of [IFRS.

Conclusion

From the obove discussion it is very much clear that
tromsition from Indion GA AP to IFRS will foce mony
difficulties but ot the same time looking ot the
advontoges thot this odoption will confer, the
convergence with IFRS is strongly recommended.
We have olso seen that this tromsition is not without
difficulties os to the proper implementation process
which would require o complete chonge in formots
of accounts, accounting policies ond more extensive
disclosure requirements. Therefore, oll porties
concerned with financiol reporting also need to shore
the responsibility of international hormonizotion ond
convergence. Keeping in mind the foct thot [FRS is
more o principle based opproach with limited
implementation ond opplication guidonce ond
moves awoy from prescribing specific accounting
treatment, oll accountonts whether procticing or non-
procticing have to porticipate ond contribute
effectively to the convergence process. This would
lead to subsequent revisions from time to time
orising from its global implementation ond would
help in formulation of future internotional
accounting stondords. A continuous research is in
fact needed to hormonize ond converge with the
international stondords ond this in foct con be
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achieved only through mutual international
understonding both of corporate objectives ond
ronkings ottached to it. Though difficult, it is not
impossible for the Indion corporate to implement
IFRS in the prevailing conditions since the
fundomentols ore strong ond will feel the impoct of
the new rules the most os its operotions involve
multiple finonciol instruments thot foce the brunt of
the chongeover. Critical third-porty controcts, debt
covenonts, oand key leadership metrics will change
with the chonge in occounting policies. Senior
monogement ot mony componies views IFRS os a
Finonce priority becomse of the required changes in
accounting proctices. However, the impact of IFRS
is truly cross-functional, sponning divisions ond
business units. Indion Corporote World which hos
been preparing its Finoncial Statements on
Historical Cost Bosis will have tough time while
shifting to Foir Volue Accounting. The measures
token by ICAI ond the other regulatory bodies to
facilitate the smooth convergence to IFRS oare
commendoble and give the positive idea thot the
country is reody for convergence. The need is to have
a systematic opproach to moke the orgemization ond
the investors reody for the chonge ond the stondords
ready for renovation. Corporates need to geor
themselves for constont updation ond not only for the
first time odoption. Adopting of IFRS by Indion
corporate is going to be very challenging but ot the
some time could also be rewarding. Indion
Corporates ore likely to reop significont benefits
from adopting IFRS. Since the cost of complionce
with IFRS would be very high for medium size
industry. There are some challenges in implementing
IFRS like non-compatible legol ond regulatory
environment, concern over SMEs, economic
environment, level of preparedness, olternotive
treatments, education needs of ouditors, frequent
chonge to the IFRS ond tronslation issues. However,
severol importont motters need to be addressed
urgently if India hopes to ochieve the plonned
convergence.
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