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ABSTRACT 

The stakeholders of business enterprises are depending on the Financial Statements for the purpose of 

taking their decisions. These Financial Statements shall be prepared in accordance with the Accounting 

Regulations and Rules more so with the Accounting Standards. Due to the substantial improvement in the 

international contacts and dependence, the need for common set of Accounting Standards throughout the 

World called, International Financial Reporting Standards. India has made a beginning to converge its 

Accounting Standards with IFRSs. However, there are many challenges in the area of procedure of 

convergence. This paper makes an analysis of these issues together with other related aspects. 
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INTERNATIONAL FINANCIAL REPORTING 
STANDARDS-WHY? 

The uti l i ty of co rpora te f inanc ia l repor ts to the 

s t a k e h o l d e r s of b u s i n e s s e n t e r p r i s e s is we l l 

es tab l ished. Th is is b e c a u s e of the reason that 

t h e q u a l i t y of d e c i s i o n s t h a t i n f o r m e d or 

knowledgeab le s takeho lders take dif fers f rom that 

of a s i t u a t i o n w h e r e i n t he s t a k e h o l d e r s t ake 

dec is ion wi thout necessary in format ion. It may be 

noted here that the object ive of corporate f inancial 

r epo r t s is p r ima r i l y to p r o v i d e the n e c e s s a r y 

in format ion to the s takeho lde rs to enab le them to 

take appropr ia te dec is ions af ter j udg ing the pros 

and cons of each of a l te rnat ives . However , the 

format and contents of these reports are inf luenced 

more by the legal and regula tory prov is ions of the 

count ry of the company . As is known very wel l , 

these regulat ions normal ly dif fer f rom one country 

to another at least wi th respect to some aspects . 

As a r e s u l t , t h e f i n a n c i a l p e r f o r m a n c e a n d 

f i n a n c i a l pos i t i on of c o r p o r a t e e n t e r p r i s e s of 

d i f ferent count r ies lack comparab i l i ty . Th is is due 

to the fact that both f inanc ia l pe r fo rmance and 

f i nanc ia l pos i t i on are i n f l uenced on ly by the i r 

act iv i t ies and func t ions but also by the legal and 

r e g u l a t o r y p r o v i s i o n s of t he c o u n t r y . T h i s is 

hamper ing the international movement of funds and 

i n t e r n a t i o n a l b u s i n e s s w h i c h , in t he p r e s e n t 

g l o b a l i z e d e c o n o m y , is a n e c e s s i t y fo r a n y 

count ry for one reason or the other. Th is is t rue 

wi th respect to all count r ies - whe the r the count ry 

is a d e v e l o p e d e c o n o m y or leas t d e v e l o p e d 

economy . Hence , one can f ind the subs tan t ia l 

i n c r e a s e in t h e i n t e r n a t i o n a l c o n t a c t s a n d 

activit ies, and this is more so in the corporate wor ld 

in the forms of internat ional business, investments, 

transfer of technical know-how, labour mobility, etc. 

The increased international business and f inancial 

t ransact ions among the business enterpr ises wor ld 

over has resu l ted in subs tan t i a l c h a n g e s a n d 

d e v e l o p m e n t s in a c c o u n t i n g area. O n e of the 

outcomes of these developments is the realization 
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by different countr ies and their business enterprises 

of the need for common financial reporting procedure. 

To put it alternatively, today's business environment 

demands c o m m o n or uni form f inancial report ing 

p rac t i ces a n d p rocedu re as a p re- requ is i te for 

increased international business operat ions and the 

need to have a common report ing pract ices and 

procedure using common Account ing language is a 

drive to a large number of countries to move towards 

accep tance of In ternat ional F inancia l Repor t ing 

S tandards ( IFRSs) as the re levan t regu la t i ons 

g o v e r n i n g the p repara t i on and p resen ta t i on of 

annua l repor ts wh ich inc lude, a m o n g others , two 

important s tatements viz., Profit and Loss Account , 

and Ba lance Sheet . This is not only des i rab le but 

a l s o n e c e s s a r y as t h e d i v e r s e a c c o u n t i n g 

pract ices and p rocedure impair the comparab i l i t y 

f ea tu re of a c c o u n t i n g resu l ts of c o m p a n i e s of 

d i f ferent coun t r ies . It may be noted at this s tage 

that these IFRSs are cons idered , at present , as 

h igh qua l i t y g loba l accoun t i ng s tandards . Th is 

g loba l h a r m o n i z a t i o n of A c c o u n t i n g S tanda rds 

improves the qual i ty of f inanc ia l repor ts at the 

g l o b a l l e ve l . F u r t h e r , it is b e l i e v e d t h a t t h e 

a d o p t i o n of I F R S s i m p r o v e s t h e f i n a n c i a l 

pe r fo rmance of bus iness enti t ies. As a result of all 

these , now there is a shift t owards IFRSs and 

a l r e a d y m o r e t h a n 100 c o u n t r i e s h a v e m a d e 

t rans i t ion and many more, inc lud ing India, are in 

the movement. ' ' 

ALTERNATIVES 

There are two impor tant a l ternat ives ava i lab le to 

the count r ies and their compan ies to p repare and 

present thei r f inanc ia l s ta tements in acco rdance 

with the prov is ions of IFRSs. They are, 

01. Adop t i on , by a count ry , of IFRSs as they 

are in total i ty w i thout mod i f y ing any of the 

Provis ions, and 

02. Convergence of its Account ing Standards with 

IFRSs after mak ing necessary modi f ica t ions 

wh ich are des i rab le and/or necessary e i ther 

to make the repor ts more qual i ta t ive or to 

comp ly wi th the prov is ions of the law wh ich 

cannot be amended . 

And it may be noted here that the count r ies are 

f ree to opt for any one of these two a l te rna t ives . 

India has op ted for conve rgence of its accoun t i ng 

Standards wi th IFRSs ins tead of adop t ing IFRSs 

in toto. 

D E V E L O P M E N T S A N D P R O G R E S S IN INDIA 

In the year 2006 , the Un ion Gove rnmen t of India 

G o v e r n m e n t t o o k a d e c i s i o n to c o n v e r g e i ts 

Accoun t i ng S tandards wi th IFRSs and p roposed 

1®" Apr i l , 2011 as the date of imp lemen ta t i on for 

some spec i f ic ent i t ies. Th is dec is ion to conve rge 

the Ind ian Accoun t i ng S tandards wi th IFRSs is 

cons ide red to be an appropr ia te one as it enab les 

its bus iness en te rp r i ses to exp lore g loba l cap i ta l 

marke ts wi th less dif f iculty. Further, the dec is ion 

to conve rge rather than ful l adop t ion of IFRSs 

prov ides the s tandard set ters more avenues to 

mod i fy the s tandards to suit the count ry ' s local 

e c o n o m i c e n v i r o n m e n t w i t h o u t a l l o w i n g t h e 

qual i ty of f inanc ia l reports to impair.^ A l ign ing wi th 

IFRSs enab les Indian compan ies to enjoy severa l 

bene f i t s i nc lud ing the reduc t ion in the cos t of 

capi ta l , mak ing fore ign l ist ings easy and set t ing 

up of s u b s i d i a r i e s a n d jo in t v e n t u r e s a b r o a d 

easi ly. 

It m a y be n o t e d h e r e t h a t t h e I n s t i t u t e of 

Char te red Accoun tan ts of India ( ICAI) wh i ch is a 

member of the Internat ional Account ing Standards 

Board has set up on 21®'April, 1977 a separa te of 

board cal led. Accoun t ing Standards Board (ASB) . 

O n e of the impor tan t of func t ions of th is Board is 

to formulate Account ing Standards with a view to as-

sisting the Counci l of the ICAI in evolving and estab-

l ishing Account ing Standards in India. Further, the 

Board is required to examine how far the relevant 

In te rna t iona l Accoun t i ng S tandard / In te rna t i ona l 

Financial Report ing Standard can be adapted whi le 

formulat ing the Account ing Standard and to adapt 

the same. In ef fect , ICAI is respons ib le for se t t ing 

and issu ing Accoun t i ng Standards in India. Th is 

i n s t i t u t e h a s b e e n w o r k i n g c o n t i n u o u s l y to 

converge Indian Account ing Standards with IFRSs 

and a lso mak ing rev is ions to the ex is t ing Ind ian 

Account ing Standards f rom t ime to t ime. In its way 
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towards conve rgence , it has issued a concept 
paper on c o n v e r g e n c e of IFRSs in 2007 which 

he lped the in terested par i t ies to know more about 

the need for, and s t ra tegy of, c o n v e r g e n c e of 

Indian Accoun t ing Standards wi th IFRSs. 

I C A I , A S B of I C A I , t h e N a t i o n a l A d v i s o r y 

Commit tee on Account ing Standards (NACAS) and 

t h e M i n i s t r y of C o r p o r a t e A f f a i r s ( M C A ) of 

Government of India (Gol) have jo ined their hands 

in f inal izing the IFRS-converged Indian Account ing 

Standards.^ The new s tandards are t e rmed as 

Ind ian A c c o u n t i n g S t a n d a r d s ( Ind ASs) a n d 

have been not i f ied by the Minist ry of Corpora te 

Af fa i rs of India in February 2 0 1 1 / Based on the 

work of A S B of lACI, a l ready 35 Indian Account ing 

Standards ( ind ASs) c o n v e r g e d wi th IFRSs are 

being not i f ied and p laced on the webs i te of the 

minist ry. 

However , the e f fec t ive date of imp lementa t ion of 

Ind ASs has not yet been announced . It may be 

noted that as per the or ig ina l commi tmen t , the 

effective date for implementat ion of IFRS-converged 

Indian Accoun t i ng S tandards was 1®'April, 2 0 1 0 

and this has been pos tponed by a year to 1'' Apri l , 

2011 in phased manner . However , it may not be 

poss ib le for the count ry to fo l low even this date of 

imp lementa t ion . It is on accoun t of few impor tant 

r e a s o n s s u c h as t he f a i l u r e to c o m p l e t e the 

IFRS-converged Indian Account ing Standards. This 

may be a good news for the compan ies but it sends 

a wrong message about country 's capabi l i ty wh ich 

is recogn ized for its IT and Accoun t i ng ski l ls at 

the global level. 

C O N V E R G E N C E STRATEGY IN INDIA 

In India. Accoun t ing Standards, as a l ready stated, 

are fo rmu la ted by the A S B of ICAI. In this task of 

set t ing the Standards , the Board (i.e., ASB) g ives 

due c o n s i d e r a t i o n to l A S s ( i .e . , I n t e rna t i ona l 

Accoun t i ng S tanda rds ) / IFRSs i ssued by lASC/ 

lASB® a n d try to i n teg ra te t h e m , as m u c h as 

possible, to the condit ions prevai l ing in India. Many 

new Accoun t ing Standards and Exposure Draf ts 

were issued, and rev ised as per the requ i rements 

of l A S / I F R S in r e c e n t y e a r s . F u r t h e r , t h e 

account ing professionals were required to undergo 
t ra in ing p r o g r a m m e s and to possess t ho rough 
knowledge of IFRSs. 

Implementation of IFRS-converged Ind ASs requires 
some amendments to the relevant Provis ions of 
C o m p a n i e s Act, Income Tax Rules, etc. In this 
r e g a r d , t h e s t a t e m e n t , t h e g o v e r n m e n t is 
wil l ing to introduce new/ company legislation 
al igning Indian Account ing standard with IFRSs 
In t h e s a m e y e a r , t h e C o u n c i l of ICA I has 
announced a plan to converge Indian Account ing 
Standards with IFRSs. It also stressed the need to 
m a k e m o d i f i c a t i o n s to I F R S s to su i t to t he 
Indian condit ions and 1 April, 2011 was decided as 
t he e f f e c t i v e d a t e of i m p l e m e n t a t i o n of new 
Standards ICAI has decided that IFRSs should be 
adopted for the public interest entit ies such as listed 
companies, banks, insurance companies and large 
sized entit ies. 

Reserve Bank of India also set up a working group to 
address the issues pertaining to the implementat ion 
of I F R S s in t he s a m e year.® T h e M i n i s t r y of 
Corporate Affairs, Union Government of India has 
issued a roadmap to adopt IFRS-converged Indian 
A c c o u n t i n g S t a n d a r d s by B a n k s , I n s u r a n c e 
Companies and Non-Banking Financial Companies 
(NBFCs). 

ICAI p u b l i s h e d t he n e a r f i na l d ra f t of I nd ian 
A c c o u n t i n g S t a n d a r d s , in F e b r u a r y 2011 , the 
Ministry of Corporate Affairs of Union Government of 
India has issued 35 Indian Accounting Standards (Ind 
AS) that are converged with IFRSs.' It also announced 
their phased implementat ion, once cer ta in tax 
related and other issues have been resolved.® But it 
has not yet notif ied the date of implementat ion. 

PHASE-WISE APPLICABILITY 

For t h e p u r p o s e of i m p l e m e n t a t i o n of 
IFRS-converged Ind ASs, phase-wise Approach is 
proposed depending upon the category to which the 
companies be long to. The detai ls are as fol lows. 

01. Phase - 1: Opening Balance Sheet as at 1 
April, 2011: 

• Companies which are part of NSE Index 
Nifty 50 

Companies which are part of BSE 
Sensex BSE 30 
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a. Companies whose shares or other securities are 

listed on a stock exchange outside India 

b. Companies , whether l isted or not, having net 

worth of more than ' 1,000 crores 

02. P h a s e - 2 : Opening Balance Sheet as at April, 

2012: Compan ies not covered in Phase - 1 and 

having net worth exceeding ' 500 crores. 

03. Phase - 3: Opening Balance Sheet as at 1=' April, 

2014; L is ted compan ies not cove red in the 

earlier phases 

If the f inancial year of a company commences at a 

date other than Apri l , then it shall prepare its 

opening balance sheet at the commencement of 

immediately fol lowing f inancial year. 

MAJOR CARVE-OUTS BETWEEN IFRSS AND IND 
ASS 

For one reason or the other, the IFRSs adopted and/ 

or IFRS-conve rged count ry -spec i f i c Accoun t i ng 

Standards differ f rom the IFRSs f inal ized by lASB. 

This is due to many a number of reasons including 

conceptual , legal and practical issues. This is true 

even in the case of India and its IFRS-converged 

Account ing Standards. The country-specif ic IFRSs, 

therefore, deviate from the IFRSs and this departure 

is technical ly te rmed as carve-outs. A carve-out, 

therefore, represents a d ivergence of principles and 

pract ices of country-speci f ic Account ing Standards 

f rom that of IFRSs. Since India dec ided to converge 

its Account ing Standards with IFRSs, the country 

made many caPk'e-outs and these carve-outs are 

grouped under the fol lowing four heads.® 

01. Elimination of options provided under IFRSs, 

02. Addition of options not available under IFRSs, 

03. Inclusion of addit ional gu idance in Ind ASs 

which is not present in IFRSs, and 

04. Prescr ip t ion of account ing rules that are 

different from IFRSs. 

Some of the areas of carve-outs are real estate, 

b u s i n e s s c o m b i n a t i o n s , fa i r v a l u e l i ab i l i t i e s , 

investment property, first t ime adopt ion, employee 

benefits, unreal ized exchange dif ferences, etc. The 

can/e-outs may also fall into any of the fol lowing 

categories.'"' 

01. Mandatory dev ia t ions f rom IFRSs wh ich 

may af fect re lat ively a smal le r n u m b e r of 

compan ies . 

02. Opt iona l dev ia t ions f rom IFRSs wh ich 

can be avo ided if a c o m p a n y does not 

adopt the d i lu ted opt ions g i ven under Ind 

ASs . 

03. R e m o v a l of c h o i c e s g iven under IFRSs 

which do not result in non-compl iance with 

IFRSs. 

04. Others - Certain Account ing Standards that 

have not been issued under Ind ASs and 

m a y b e c o m e a p p l i c a b l e a t a d a t e 

subsequen t to the t rans i t ion date. 

I M P L E M E N T A T I O N O F I F R S S - F E W 
C H A L L E N G E S FOR INDIA 

Convergence of Indian Account ing Standards with 

IFRSs involves not only the technical exerc ise of 

conve rgence but a lso the shif t f r om one set of 

Account ing Standards to another set of Account ing 

Standards." It, therefore, calls for overall change. Even 

after the implementation of IFRS- converged Ind ASs, 

all those who are directly or indirectly associated 

with the compan ies such as accountants, auditors, 

b u s i n e s s e n t e r p r i s e s , g o v e r n m e n t s a n d the i r 

agencies, regulators, users of f inancial reports, tax 

authorit ies, etc., may face few more prob lems and/ 

or chal lenges. In this background, the experts at the 

Confederation of Indian Industries (CM) IFRS Summit 

2011 which was held in Mumba i p rov ided many 

suggest ions to face the si tuat ion in India. Both the 

challenges and suggestions are presented below very 
briefly.^2 

01. C o n s i d e r a t i o n of L e g a l a n d R e g u l a t o r y 
Issues: Accounting in India is governed not only 

by the Account ing Standards a lone but also by 

var ious legislat ions and govern ing bodies like 

Income Tax Act, Companies Act, Securi t ies Ex 

change Board of India (SEBI), Insurance Acts, 

R e s e r v e B a n k of Ind ia (RBI ) , M in i s t r y of 

Corporate Affairs (MCA), etc. In this regard, for 

e x a m p l e , it is n e c e s s a r y for t he i ssue of 

appropr ia te no t i f i ca t ions by the Min is t ry of 

Finance (MoF) as to how income tax including 

Minimum 
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Alternate Tax (MAT) shall be computed by those 

companies that fol low Ind ASs. 

02. It is a l s o n e c e s s a r y to r e s o l v e c e r t a i n 

i ncons i s tenc ies a n d conf l i c ts b e t w e e n the 

proposed Ind ASs and the relevant Provisions of 

the Ind ian C o m p a n i e s Act. For examp le , it 

requires the regulators to spell out about the 

manne r of de te rm in ing d is t r ibu tab le prof i ts 

subsequent to transi t ion to Ind ASs. 

03. The Banks, Insurance Companies and many 

other entit ies are regulated by the Provisions of 

respective Acts. It is, therefore, for the relevant 

indust ry regu la to rs to reso lve the conf l ic ts 

between Ind ASs and industry-specif ic f inancial 

report ing pr inciples. In this regard, both the 

R e s e r v e Bank of Ind ia and the I nsu rance 

Regulatory Development Authority (IRDA) have 

fo rmed work ing groups to assess the impact of 

Ind ASs convergence process on Banks and 

Insurance Companies. 

04. Management of carve-outs is another major 

issue in the convergence process. Ind ASs 

include certain deviat ions from IFRSs as issued 

by l A S B . C a r e s h a l l be e x e r c i s e d w h i l e 

dec id ing abou t the requ i red ca rve -ou t s or 

deviations as the excessive number of carve-outs 

may affect the credibil i ty and comparabi l i ty of 

f inancial statements. It may also depr ive the 

Indian compan ies of reaping the full fruits of 

t r a n s i t i o n t o I F R S s . T h e l A S B s t r o n g l y 

recommends for the 'adoption of IFRSs' approach 

rather than 'convergence with IFRSs' approach. 

It is, t h e r e f o r e , n e c e s s a r y to m a n a g e the 

c a r v e - o u t s in a s t r u c t u r e d m a n n e r a n d 

international s takeholders shall be reassured 

with India's s tandard sett ing process. 

05. Experts also recommend that Indian companies 

shall be provided f reedom either to adopt IFRSs 

in toto or to adopt the IFRS-converged Ind ASs. 

06. Under-est imat ion of the complexi ty involved in 

the implementat ion strategy by the corporate 

entities acts as a major challenge for the smooth 

transition f rom existing Account ing Standards to 

the proposed Ind ASs."^ Hence, the business 

enterpr ises should comprehend the problem 

properly and make necessary attempts promptly 

in the ini t ial years . In th is regard , exper ts 

suggest that the top management of business 

enterprises to devise a detai led strategy for this 

p u r p o s e a n d p r o v i d e c o n t i n u o u s suppo r t . 

C o m p a n i e s s h o u l d f i rs t u n d e r s t a n d t he i r 

ex i s t i ng f i nanc ia l repo r t i ng p r i nc ip les a n d 

policies. The staff of all the departments should 

be invo lved in this exerc ise eva lua t ing the 

complex i ty of t ransi t ion and ident i fy ing their 

capabil i t ies. Responsibi l i ty for implementat ion 

should be assigned to the concerned staff after 

providing all necessary assistance and support.^" 

If necessary, the companies may obtain the 

a s s i s t a n c e of e x t e r n a l e x p e r t s . F i nanc i a l 

repor t ing and aud i t i ng f r a m e w o r k shal l be 

rev iewed and necessa ry changes shal l be 

incorporated to Implement Ind ASs. Based on 

these preparat ions, draft f inancial s tatements 

may be prepared and the entire process shall 

be reviewed on cont inuous basis. And a flexible 

transit ion plan shall be devised to address any 

changes occurr ing in Ind ASs. 

The above aspects shall be kept in mind by the 

compan ies and make necessary prepara t ion to 

ensure easy and smooth transit ion from the existing 

set of Account ing Standards to Ind ASs. 

IFRS-CONVERGED IND ASS - AN EVALUATION 

As a l r e a d y s ta ted , t he c o u n t r y p r e f e r r e d the 

convergence process - converg ing the present 

Indian Account ing Standards with the IFRSs instead 

of a d o p t i n g I F R S s in t o t o . M a n y c h a r t e r e d 

accountants support this convergence approach as 

a c h i e v i n g c o n v e r g e n c e a n d i ts e f f e c t i v e 

implementat ion is reckoned as the first step towards 

IFRSs. However, if the deviations in Ind ASs from the 

IFRSs are many and substantial with material effect, 

the very purpose of transit ion may be defeated. And 

the country may not be able to reap the full benefits 

of IFRSs. Many experts in account ing profession 

s u p p o r t t h i s v i e w a n d t h e y a re a g a i n s t t he 

convergence strategy of India. For instance, Ernst 

and Young 's par tner Dolp ly D ' S o u z a opines,^® 
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( Ind A S f i n a n c i a l s t a t e m e n t s w o u l d not be 

accepted in cross border transactions. Further, 

he says, moving to Ind ASs is like moving from 

one set of Indian GAAP to another set of Indian 

G A A P and will not have much value. Either we 

accept IFRS in toto or stay with Indian GAAP. He 

a r g u e s tha t t h e o r i g i n a l i n c e n t i v e of I F R S s 

adopt ion of raising capital overseas would not 

be a c h i e v e d t h r o u g h c o n v e r g e n c e ) . S r i . 

Prabhakar Kalavacheria, lASB Board member, also 

strongly opposes India's approach to convergence 

with IFRSs. He calls for unmodi f ied IFRS opt ion in 

India. All the agencies in India which have assumed 

the responsibi l i ty of sett ing Standards should keep 

these observat ions and/or crit icisms. 

CONCLUSION 

IFRSs, if adopted by all the countr ies, ensure the 

availability of f inancial statements and reports which 

can be used for comparat ive evaluat ion and to take 

appropr ia te dec is ions by the in terested part ies. 

F u r t h e r , t h e y e n s u r e m a n y b e n e f i t s to t h e 

c o m p a n i e s a n d the c o u n t r i e s . H o w e v e r , the 

carve-outs should be kept at the min imum level as 

othenwise the very purpose will be defeated. 

T h e c o u n t r y is s t i l l in i ts w a y t o w a r d s IFRS 

convergence. Though Ministry of Corporate Affairs of 

Union Government of India has notified the converged 

Account ing Standards, it is yet to announce the date 

of effect ive implementat ion. Hence, it is necessary 

to complete the process at the earl iest and notify 

the date of implementat ion in advance so that the 

bus iness en te rp r i ses can p lan proper ly for the 

transit ion without much difficulty. 
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