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INTRODUCTION

The International Accounting Standards Board (IASB) is a standalone privately funded accounting standard setting
body established to develop global standards of financial reporting. It is the successor to the International Accounting
Standard Committee (IASC), which was created in 1973 to develop International Accounting Standards (IAS). In
2001, IASB assumed the responsibility of setting accounting standards from [ASC. Since then, the accounting
standards that the IASB develops and approves have been known as International Financial Reporting Standards
(IFRS).

IFRS, with world-wide acceptance of principles based reporting standards, has become the new 'principle’
management mantra. Management defines success as being nonconformist and, that is, what IFRS focuses on. [FRS
implementing body is also clear that there are multiple ways of challenging the status quo. Thus, different countries
who have adopted IFRS in different ways, often embed local cultures. Therefore, there are no standard rules; only
broad principles which define the outer boundary of accounting.

However, the way companies and accounting firms work to overcome the issues that will surface with time is a matter
of'concern. This will portray the adaptability rate and convenience in adoption of IFRS in India. A lot of ground is yet to
be covered to align and harmonize legislative changes with various enactments, and the major challenge is differences
in the underlying conceptual framework, and lack of trained people. Hence, the pace of regulatory changes has to gain
momentum to address these challenges, and move ahead with a phased implementation of IFRS and convergence. In
an era of globalization, wherever companies operate globally, the expectations of the capital providers are multiple
and faceted. They increasingly expect financial information to be presented in a comprehensive, transparent and
commonly understood format.

Currently, more than 100 countries require or allow the adoption of IFRS. For instance, all the listed European
companies adopted IFRS in the year 2005. Pakistan is already reporting as per IFRS principles. Canada adopted IFRS
by January 2011; Japan will converge by 2016; United States by 2014 and India was to converge by April 1, 2011, but
deferred for one-year, vide its press release dated February 25, 2011. In 2011, the number of countries requiring or
permitting IFRS was expected to reach 150, and at present, the focus of [FRS Implementation in most developed
countries is on listed companies. The IASB cooperates with national accounting standards to achieve convergence in
accounting standards around the world.

HISTORY OF IFRSIMPLEMENTATION

The need for a global set of high-quality financial reporting standards has long been apparent. The process of
international convergence towards a global set of standards started in 1973, when 16 professional accountancy bodies
from Australia, Canada, France, Germany, Japan, Mexico, the Netherlands, the United Kingdom and the United States
of America agreed to form the International Accounting Standards Committee (IASC), which in 2001 was reorganized
into the International Accounting Standards Board (IASB). The IASB develops global standards and related
interpretations that are collectively known as International Financial Reporting Standards (IFRS). The process gained
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momentum when the International Organization of Securities Commissions (IOSCO) endorsed the IASC standards
for international listings in May 2000. It was further facilitated by a regulation approved in the European Union in
2002, requiring the preparation of consolidated (group) accounts of listed companies domiciled in the European Union
in accordance with endorsed IFRS. Since then, many more countries have announced their plans to transition to IFRS,
in some instances, extending the scope of application beyond group accounts to legal entities, and incorporating IFRS
into their national regulatory frameworks.

INDIA'S ROADMAP TO CONVERGENCE

In line with the global trend, the Institute of Chartered Accountants of India (ICAI) has plans for convergence with
IFRS of certain entities (listed companies, banks and insurance companies and certain large-sized organizations) with
effect from the accounting period commencing on or after April 1, 2011 (currently deferred vide press release dated
February 25,2011). Small and medium-sized entities (SMEs) still have some relaxations. The proposed standards by
ICAl represent a simplified set of standards for SMEs with disclosure requirements reduced, methods for recognition
and measurement simplified and topics not relevant to SMEs eliminated. The setting of accounting standards is
directly or indirectly influenced by various regulatory bodies like National Advisory Committee on Accounting
Standards (NACAS), Reserve Bank of India (RBI), Securities and Exchange Board of India (SEBI) and Insurance
Regulatory and Development Authority (IRDA). An overview of IFRS roadmap exhibits that there will be two
separate sets of Accounting Standards under Section 211(3C) of the Companies Act, 1956, which are as follows:

& The first set would comprise of the Indian Accounting Standards, which are fully convergent with IFRS and, which
are to be applied by specified companies.

& The second set would comprise of the existing Indian Accounting Standards, which are not fully convergent with
IFRS and would be applicable to other companies, including small and medium-sized companies (SMC). As per the
roadmap, to achieve the convergence in a time-bound manner, it was agreed that the convergence of all the accounting
standards with [FRS will be completed by the I[CAI by March 31, 2010. National Advisory Committee on Accounting
Standards (NACAS) was to submit its final recommendations to the MCA by April 30, 2010. Consequently, I[CAI
issued 25 exposure drafts of converged accounting standards.

As apart of its convergence strategy, the ICAI has classified IFRS into the following broad categories, which are listed
inTable 1.

Table 1: Broad Categories of IFRS Classification According To ICAI

Category | Category Il Category lll Category IV
IFRS which can be adopted IFRS which may require some IFRS which have conceptual IFRS, the adoption of which
immediately or in the time to reach a level of technical differences with the would require changes in laws/
immediate future in view of no preparedness by the industry | corresponding Indian Accounting| regulations because compliance
or minor differences. and professionals, keeping in Standards, and where further with such IFRS is not possible

view the existing economic dialogue and discussions until the regulations/laws

environment and other factors. | with the IASB may be required. are amended.
(For example, (For example, share based (For example, consolidation, (For example, accounting
construction contracts, payments, retirement benefits.) associates, joint ventures, policies and errors, property
borrowing costs, inventories.) provisions and contingent and equipment, first-time
liabilities.) adoption of IFRS.)

(Source: www.icai.org)

BENEFITS OFIFRSIMPLEMENTATION

& Comparability: IFRS enhances the comparability of entities among the various sectors, companies and countries.
The statements prepared in accordance with IFRS cut across borders, thereby helping in increased comparability of
performance and the compatibility among the financial statements of Indian companies with their global counterparts.
Italso improves investors' confidence and initiates new relationships with customers and suppliers across the globe.

& Proximity To Economic Value: IFRS replaces historical cost with fair values for the various balance sheet items,
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thereby, helping the firm to know its true worth. For example, all the investment properties and financial instruments
will be shown at their fair values, which will reflect a more accurate measure of the current value of the net assets of the
company.

& Better Access To Global Markets And Reduction In Cost: Companies that desire to raise capital from global
exchanges, such as the London Stock Exchange, are required to convert their statements to IFRS for meeting the
regulatory requirements. In such a case, a previously adopted IFRS would help a company to cut the costs arising out
of'delays and due to a dual set of financial statements.

% Improves International Mergers And Acquisitions: IFRS provides comparable and transparent financial
information, thus enabling cross-border partnerships and alliances and reducing post-acquisition financial integration
efforts and costs.

# Avoids Multiple Reporting And Improves Consistency Of Information: Currently, a dual set of financial statements
may be prepared by different entities residing in different jurisdictions for the purpose of external reporting. In such a
case, group wise adoption of IFRS will eliminate the need for dual reporting.

% Economic Growth And Employment Opportunities: Convergence to IFRS will result in improved international
trade, capital flows and economic growth. Indian professionals with IFRS skills will be benefitted in the global
marketplace.

IFRS CONVERSION CHALLENGES

The Institute of Chartered Accountants of India (ICAI) had proposed a plan for the large-sized entities (entities with a
turnover of more than ¥ 1 billion or borrowings more than ¥ 250 million) and certain other defined entities through the
issue of a concept paper on “Convergence with IFRS in India” in late 2007, to be followed with effect from 1st April
2011.

United Nations Conference on Trade and Development (UNCTAD) has an Intergovernmental Working Group of
Experts on International Standards of Accounting and Reporting (ISAR), that had recognized the growing number of
member States that are introducing International Financial Reporting Standards (IFRS) as the basis for the preparation
of corporate financial reports by enterprises in their respective jurisdictions. According to the UNCTAD Report
published in 2008, the practical challenges faced by the developing countries can be grouped into three:

1) Institutional Challenges: When IFRS are introduced in a given jurisdiction, they form a part of the pre-existing laws
and regulations in the country guiding the governance of business entities. Often, the laws and regulations overlap or
become inconsistent with each other, especially when the roles and responsibilities of different institutions are not
clearly defined, and coordination mechanisms are not in place. Lack of coherence in the regulatory system becomes a
cause for serious misunderstandings and inefficiency in the implementation of [FRS:

& Most of the laws and regulations pertaining to corporate reporting were enacted several decades before the
introduction of IFRS. For example, The Indian Companies Act passed into a law in 1956. It requires the relevant laws
to be amended - including the Reserve Bank of India (RBI), Securities and Exchange Board of India (SEBI) and the
Insurance Regulatory and Development Authority (IRDA) before IFRS can be implemented successfully.

& ICAI may restrict the available accounting alternatives because the alternative accounting choices that are
permitted in [IFRS may be incompatible with the local requirements within specific sectors or industries, for example,
when the ICAI issued an accounting standard on leasing, based on the equivalent IAS, the Association of Leasing
Companies approached the courts to seek relief from the standard, arguing that it was onerous for the leasing
companies.

2) Enforcement Challenges: A rigorous and systematic enforcement of the IFRS standards is of paramount
importance for its successful implementation. The responsibility of enforcing IFRS rests with a number of parties.
Institutions such as SEBI, RBI and IRDA play important roles in enforcing financial reporting requirements like IFRS.
The lack of clarity on the status of authoritative and non-authoritative accounting guidance, for example, the guidance
notes issued by ICAI, subsequent to the stated convergence is another enforcement challenge. In cases where the
Indian Accounting Standard are in full conformity with the equivalent IFRS, the interpretive guidance provided in
India may be inconsistent with the interpretive guidance in other countries that are fully compliant with IFRS.
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3) Technical Challenges: Practical implementation of IFRS necessitates adequate capacity among preparers, users,
auditors and regulatory bodies. Companies in UK, Ireland and Italy that have already converted to IFRS, faced the
biggest challenge in understanding [FRS, in training, in assimilating requirements, and also faced major challenges in
IT (Brown & Pike, 2011). A variety of capacity challenges are faced by the countries that implement IFRS, which are
as follows:

& Shortage of accountants and auditors, who are technically competent in implementing IFRS.

# Limited availability of training materials and experts on IFRS atan affordable cost.

# Difficulty in coping with the rapid frequency and volume of changes made by the IASB to existing IFRS, as well as
keeping pace with new standards. For Example: In India, IASB decided to amend 13 standards, as part of its
improvement project, and as a result, more than 20 standards were affected because of the consequential amendments
that were made. Repeated amendments on IFRS place a strain on available technical capacity, which in many cases
was already insufficient.

& Fair-value measurement requirements in I[FRS pose yet another significant technical implementation challenge .
For Example: In India, where trading volume is low and capital markets are not sufficiently liquid, obtaining reliable
fair value for [FRS measurement purposes becomes difficult.

IS INDIA READY FORIFRS?

India, in recent years, has experienced strong economic growth, rising foreign exchange reserves and global
acceptance of its technological competence. As the largest democracy in the world, India is well respected around the
globe and the commitment to the G20 and the European Union to adopt IFRS with effect from April 1,2011 (deferred
for a year vide press release dated February 25, 2011) shows India's determination towards being a part of those
countries availing the global benefits of implementing IFRS.

India follows the accounting standards issued by the Institute of Chartered Accountants of India (ICAI) based on
International Financial Reporting Standards (IFRS). Departures from IFRS are made with a view to the prevailing
legal position and customs and usages in the country. The Companies Act was introduced in the mid 1900s, giving the
accounting profession a start in India. Substantial efforts have been made since then to align the Indian standards to the
internationally accepted standards. The regulatory framework of India, with respect to enforcement of accounting and
reporting standards can be discussed as follows:

1) Accounting Standards Issued By The ICAl Under The Companies Act (1956): The basic requirements for financial
reporting of all the companies in India are provided by the Companies Act (1956). The Act requires the preparation,
presentation, publication, and disclosure of financial statements, as well as an audit of all companies by a member-in-
practice certified by the Institute of Chartered Accountants of India (ICAI). Under the Act, the Central Government
has the power, by notification in the Official Gazette, to constitute the National Advisory Committee on Accounting
Standards to advise the Central Government on the formulation and laying down of the accounting standards for
adoption by companies or class of companies. For this purpose, the Act requires the committee to consider accounting
standards issued by ICAI when recommending accounting standards to the Government. While, as stated earlier, [CAI
bases its accounting standards on the corresponding IAS/IFRS, the committee also specifically considers any
deviations from - and reasons, if any, for them - the corresponding IAS/IFRS when reviewing ICAI accounting
standards. When the committee is not satisfied by any deviation, it requests ICAI to amend the standard to comply with
IFRS. ICAI generally deviates from the corresponding IAS/IFRS because of the following factors:

# Economic environment within the country;

& Legal and regulatory environment prevailing in the country;

& Alternatives permitted in IFRS would lead to incomparable financial information;

& Level of preparedness of the industry.

2) Accounting Standards By Other Regulators:

i) Securities and Exchange Board of India (SEBI): The Securities and Exchange Board of India acts as a regulator of the
securities' market and the listed companies of India are required to comply with the requirements prescribed in the
1992 Act of the Board and the Securities Contracts (Regulation) Act of 1956. To protect investor interests, the board
has issued a listing agreement, which specifies disclosures applicable to listed companies, in addition to other
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applicable auditing and accounting requirements. In particular, it requires compliance with the accounting standards
issued by I[CAL

ii) Reserve Bank of India: The Reserve Bank of India (RBI) is empowered by the Banking Regulation Act (1949) to
regulate financial reporting of the financial sector, including banks and financial institutions. One of the schedules to
the Banking Regulation Act prescribes formats for general-purpose financial statements (e.g. balance sheets and profit
and loss accounts) and other disclosure requirements. Banks are also required to comply with the requirements of the
Companies Act (1956), provided that they are consistent with the Banking Regulation Act. The Reserve Bank has
issued circulars requiring banks to comply with the accounting standards issued by ICAL

iii) Insurance Regulatory and Development Authority : The Insurance Regulatory and Development Authority
regulates the financial reporting practices of insurance companies under the Insurance Regulatory and Development
Authority Act (1999). The authority's regulations require compliance with the accounting standards issued by ICAL

iv) The Institute of Chartered Accountants of India As A Regulator : ICAl requires its members to ensure compliance
with all the accounting standards that it issues while discharging their attesting function. Recently, extensive changes
have been introduced into the Act through the Chartered Accountants (Amendment) Act (2006), which has made the
ICAT's disciplinary mechanism more stringent. ICAI, with a view to further improve and strengthen the financial
reporting practices in India, has also constituted the Financial Reporting Review Board. The board reviews general-
purpose financial statements of certain selected enterprises, with a view to ensuring compliance with, inter alia, the
accounting standards. In cases, where non-compliance is observed, appropriate action is taken by ICAI and/or the case
is referred to an appropriate authority for the action. This step definitely helps to improve the quality of financial
reporting in the country.

CHALLENGES AND IMPLEMENTATION ISSUES INVOLVED IN ADOPTION
OFIFRSININDIA

India faces several challenges in the path towards convergence to IFRS, which can be discussed as follows:

1) Legal And Regulatory Considerations: The first and most would be from the differences between Indian GAAP and
IFRS. The differences are wide and very deep routed, to say a few - financial instruments accounting, effects of
changes in foreign exchange rates, both being not dealt under the Indian GAAP. The lack of clarity on issues such as
whether the financial statements have to be prepared as per the IFRS model or Schedule VI of the Companies Act,
FICCI had raised questions on the ability of Indian companies to incur substantial IT and manpower training cost
required to initiate the change to the present IFRS (FICCI Press Release, December 2010). A more rational approach,
for this issue raised by FICCI, was already answered in the roadmap as with effect from April 1, 2011; only the large
entities are required for the compliance with complete convergence, which would provide guidance and direction for
the other companies.

2) Economic Environment: The economic environment and trade customs and practices existing in India, in a few
cases, may not be conducive for adoption of an approach prescribed in an IFRS. For example, in a country whose
markets do not have adequate depth and breadth for reliable determination of fair values, such as India, it may not be
advisable to follow a fair value-based approach prescribed in certain IFRS. Certain IAS/IFRS assume an economic
environment with mature markets.

3) Level Of Preparedness: Adopting [FRS, in certain cases, may cause hardship to certain industries. There are also a
few conceptual differences between Indian Accounting Standards and IFRS, for example, IAS 37 deals with
constructive obligation in the context of creation of a provision. The effect of recognizing the provision on the basis of
constructive obligation is that, in some cases, the provision will need to be recognized at an early stage. Majority of the
companies rely heavily on their auditors to advise them, but even the audit firms should agree on the treatment of
certain items to ease out the complications.

4) Capacity And Training Issues: Convergence to [FRS requires India to be equipped with adequate technical capacity
in terms of training of employees, trained professionals and chartered accountants, number of actuaries available, and
modification of the IT system. The impact of [FRS on IT and financial systems can vary depending on the firm's size,
complexity, capabilities, internal control structure and other attributes (Brown & Pike, 2011).
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MEASURES TAKEN TOADDRESS THE CHALLENGES

1) Measures for Institutional Challenges:

a) For changes required on IRDA rules and regulations, draft recommendations have been placed before Accounting
Standard Board (ASB).

b) For changes required in The Companies Act 1956, draft recommendations had been sent to the Ministry in May
2009.

c) For changes required in RBI/Banking Regulations Act, draft recommendations have been placed before the ASB.
2) Measures To Build Capacity And Improve Preparedness:

The ICALI has taken proactive steps to ensure effective implementation of the process of convergence, which are as
follows:

a) The ICAl issued 30 interpretations of accounting standards, with a view to resolve various intricate interpretational
issues arising in the implementation of new accounting standards that have already been issued.

b) Guidance notes have been issued by ICAI for providing immediate guidance on accounting issues arising as a result
of the issuance of new accounting standards, and to provide immediate guidance on new accounting issues arising
because of changes in legal or economic environment and/or other developments.

c) To facilitate discussions at seminars, workshops, etc., ICAI has issued background material on newly issued
accounting standards.

d) ICALI is often presented with certain delicate situations while performing attesting functions, where an authentic
view is required. For the purpose of assisting its members, the ICAI council has formed an expert advisory committee
to answer queries from its members.

CONCLUSION

India holds the reputation of being a potential global leader among the various countries, and its commitment to G20
and the European Union regarding the convergence to IFRS - portrays its dedication to make the country's accounting
system consistent with the global standards to improve investors' confidence, better governance, capital flows and the
rate of economic growth. The measures taken by the Institute of Chartered Accountants of India and the other
regulatory bodies to facilitate the smooth convergence to IFRS is commendable and gives the positive idea that the
country is ready for convergence. There are several critical questions that the corporates and auditors have to address
to achieve a successful IFRS implementation. This implementation should be integrated with IT and internal controls
in order to meet or exceed regulatory requirements. With the recent press release, India's adoption to IFRS has become
unclear.

The need is to have a systematic approach to make the organizations and the investors ready for the change and the
standards ready for renovation. Undoubtedly, the convergence is an arduous task, but what is required for India is to
accept the change and then try to fix it by the process of gradual improvement. If India wants a real leadership role, the
way is to get in the IFRS system, be ready for the system and stay in the system.
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