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IMPLEMENTATION OF IFRS IN INDIA: OPPORTUNITIES AND CHALLENGES

H.RADHIKA
SR. ASST. PROFESSOR
DEPARTMENT OF BUSINESS MANAGEMENT
BADRUKA COLLEGE P.G. CENTRE
KACHIGUDA

ABSTRACT
The purpose of Accounting Standards is to standardize the diverse accounting policies and practices to eliminate the non-comparability of financial statements
and their reliability to the extent possible. As it is essential to provide financial information of a company to all its stakeholders in accordance with internationally
accepted financial norms. A number of multi-national companies are establishing their businesses in various countries and are increasingly accessing the global
markets to fulfill their capital needs by getting their securities listed on the stock exchanges outside their country in which India is one of them, and also decided
to converge to International Financial Reporting Standards in a phased manner with the suggestions of regulators, standard setters and law makers by the road
map. A wide section of the industry is already debating about the impact that they are going to have on transitioning to IFRS. This paper provides the information
regarding the adoption process of IFRS in India, the utility and challenges of adopting it. It also discussed the problems faced by the stakeholders in the process of
adoption of IFRS in India It was found from the study that regulatory bodies and laws related to various acts need to be amended , and there is a need to educate
and train various levels of employees and authorities in the organizations. Even at academic level to the students for their future careers. The result of
implementation of IFRS in India will be known only when it is implemented in full fledge.

KEYWORDS

Adoption process, benefits, challenges of implementation of IFRS, need for IFRS in India.

INTRODUCTION

rovision of essential financial information about a company to its shareholders and other stakeholders in accordance with internationally accepted

financial norms is considered as an integral and important part of good corporate governance. As number of multi-national companies are establishing

their businesses in various countries to expand their business. In the emerging economy most of the companies are accessing international markets for
capital requirements by getting their securities listed on the stock exchanges outside their country, even Indian companies are also being listed on overseas
stock exchanges. To take investment decisions investors need to compare the financial positions of various organizations established in the country as well
outside the country, to cater this need all the organizations across the world need to follow uniform standards and policies to prepare their financial statements.
Sound financial reporting structure is imperative for economic well-being and effective functioning of capital markets. To ensure this and to achieve a single set
of high quality global accounting standards, the Indian Government has taken a decision to achieve convergence of Indian Accounting Standards with IFRS in a
phased manner beginning with April, 2011. The policy of ‘convergence’ of Indian Accounting Standards with IFRS would provide reliable and comparable
financial information to investors globally. Such converged accounting standards also aim at bringing more transparency in financial matters, thus seek to
protect the interests of investors and improve standards of good corporate governance.

REVIEW OF LITERATURE

. Atul khurana(2014): In order to ensure transparency consistency, comparability, adequacy and reliability of financial reporting, it is essential to standardize
the accounting principles and policies, Accounting Standards provide framework and standard accounting polices so that the financial statements of
different enterprises become comparable.

. Atul khurana(2014): Objective of Accounting Standards is to standarize the diverse accounting policies and practices with a view to eliminate to the extent
possible the non-comparability of financial statements and the reliability to the financial statements.

. International Financial Reporting Standards (IFRS) are principle based standards as against the rule based standards currently in force; that establishes
recognition, measurement, presentation and disclosure requirements relating to transactions in the financial statements. IFRS was developed in the year
2001 by the International Accounting Standards Board (IASB) to provide a single set of high quality, understandable and uniform accounting standards.

. Dr Vidhi Bhargava (2013)IFRS adoption will not only open up a bundle of benefits to Indian Corporates but it will also open up a host of opportunities for
accounting professionals. As IFRS is principle based, it will provide cross border activities to professionals including accountants, valuers, auditors &
actuaries, which will boost the growth prospects for BPO/KPO segments in India. The mobility of accounting professionals in industry also increases in all
parts of the world.

. Pawan Jain(2011):The process of financial reporting of business activities was started in 2005 when European Union made it mandatory for publicly traded
companies to present consolidated financial statements in conformity with International Financial Reporting Standards (IFRS) starting from January 01,
2005. Earlier, since the late 1990s, companies in some European and Asian countries were allowed to use International Accounting Standards (IAS) as a
substitute for their respective domestic Accounting Standards. But IFRSs were adopted legally first time in 2005 by European Union. Other countries with
developed capital markets have adopted or in the process of adopting IFRS for reporting purposes.

India as a developing country is encouraging multinational companies to encourage foreign investments and even is allowing domestic companies to establish

their entities in other countries to grab the market by entering in their capital markets for which the companies need to

provide relevant data of financial statements to investors to take investment decision. This led to adoption of common accounting standards by the entire

companies world wide.

OBIJECTIVES OF STUDY

1. To study the need for adopting IFRS in India

2. To discuss the IFRS adoption procedure in India

3. To discuss the utility for India in adopting IFRS

4. To discuss the problems faced by the stakeholders in the process of adoption of IFRS in India

RESEARCH METHODOLOGY

The study is conceptual in nature and is qualitative. The data has been collected through secondary sources from journals, news papers, text books, and IFRS
website. As IFRS implementation procedure is yet to be completed in India. The paper, therefore, does not discuss the post IFRS implementation impact on
Indian corporate ate financial reporting system.
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HISTORY OF IAS/ IFRS

The developing accounting and corporate reporting led to the acceptance of Generally accepted accounting principles (GAAP) which refers to the guidelines for

financial accounting used in any given jurisdiction generally known as accounting standards.

The GAAP led to:

. Different countries started using their own accounting standards due to cultural differences.

. Accounting rules which were different in various countries though they followed a set of accounting standards established by accounting regulators to rule
and regulate the accounting profession. E.g. the UK had SSAP/FRS, USA had US GAAP, Canadian GAAP and Ghana had GNAS. Etc. These differences resulted
in lack of uniformity in financial statements prepared in different countries which failed to meet the quality of financial statements.

. Translations of companies’ financial statements into other countries GAAP has resulted in to losses.

. Due to different legislations and regulations for different countries, Working in different countries as accounting professional or auditor in those countries
became difficult

The International Accounting Standards Committee (IASC) was established in mid-1973 with mandated of developing new international standards, which would

be accepted and implemented globally. In April 2001 it got transformed in to IASB.A series of accounting standards, known as the International Accounting

Standards, were released by the IASC between 1973 and 2000. The series started with IAS 1, and concluded with the IAS 41, in December 2000. In April 2001,

when IASB become operational, they agreed to adopt the set of standards that were issued by the IASC, i.e. the IAS 1 to 41, but any standards to be published

after that would follow a series known as the International Financial Reporting Standards (IFRS).

Many countries recognized the need for adopting of accounting standards and are moving towards its implementation where others are more passive in their

approach.

The timeline for the governance of India with IFRS is given in the year 2010 was as follows.

TIME LINE FOR ADOPTION OF IFRS

Phase Target date for convergence to IRFS
I- India Companies with net worth of Rs. 1000 crore and those which are part of BSE sensex, NIFTY and April 2011
companies listed in overseas exchanges.
II- India All companies with a net worth between Rs. 500- 1000 Crore and banks & non banking finance April 2013
companies.
11- Listed entities with net worth of 500 crores or less April 2014

Sources: Knowledge for markets, Vol.1, No.3 April 5,2010

Following are the deadlines for Insurance, Banking, Non banking financial companies:

Class of companies Criteria for phased implementation Target date for
convergence to IRFS

Insurance companies | All insurance companies 1 April 2012
Banking companies v" All scheduled commercial banks and urban co-operative banks with networth in excess of Rs. 300 crores. 1 April 2013

v" Urban co-operative banks with net worth in excess of Rs. 200 crores but not exceeding Rs. 300 crores. 1Aptil 2014
Nonbanking financial v" NBFCs which are part of NSE- NIFTY 50 index. 1 April 2013
companies v" NBFCs which are part of BSE- SENSEX 30 index. 1 April 2014

v' Listed and unlistrd NBFCs with netwoth in excess of Rs. 1000 crores. 1 April 2014

v" Al listed NBFCs which do not fall under the above category.

v

Unlisted NBFCs which do not fall under the above category which have a net worth in excess of Rs. 500
crores .

Source: IJCEM International Journal of Computational Engineering & Management, Vol. 15 Issue 6, November 2012 ISSN (Online): 2230-789, www.|JCEM.org.

The Council of the ICAI, on March 20-22, 2014, has finalised the roadmap. The revised roadmap recommends Ind AS to be implemented for the preparation of
Consolidated Financial Statements of listed companies and unlisted companies having net worth in excess of Rupees 500 crore from the accounting year
beginning on or after 1st April, 2016, with previous year comparatives in Ind AS for the year 2015-16. The stand-alone financial statements will continue to be
prepared as per the existing notified Accounting Standards which would be upgraded over a period of time.
The Ministry of Corporate Affairs (MCA) had earlier notified Ind AS converged with IFRS in 2011, but the Ind AS were not notified, as per the Press Release issued
by the MCA, primarily due to tax implications. Since then the Parliament has passed the new Companies Act, 2013, which is in the process of notification by the
MCA. The new Act has introduced various new provisions, including requirement to prepare Consolidated Financial Statements, which would facilitate
implementation of Ind AS converged with IFRS.

IFRS ADOPTION PROCEDURE IN INDIA

To establish uniformity in accounting practices the Indian Government in 1949 established Institute of Charted Accountants of India (ICAl act 1949) for the same
reason ICAl constituted Accounting Standard Board (ASB). The objectives of the Board are: (i) conceive of and suggest new areas in which Accounting Standards
are needed, (ii) formulation of Accounting Standards, (iii) examine how far IAS and IFRS can be adopted while formulating the accounting standards and (iv)
review the existing Accounting Standards and revise them regularly based on the necessity. In 2006, a task force was set up by ICAI to prepare a road map for
the adoption of IFRS.

THE 3 STEP PROCESS WAS RECOMMENDED BY THE TASK FORCE FOR THE ADOPTION OF IFRS IN INDIA IS GIVEN BELOW:

Step 1 — IFRS Impact Assessment: In this step, the firm assess the impact of IFRS adoption on Accounting and Reporting Issues, on systems and processes, and
on Business of the firm then it will decide the key conversion dates and accordingly an IFRS training plan will be laid down. Once the training plan is in place, the
firm will have to identify the key Financial Reporting Standards that will be applied by the firm and also the differences among current financial reporting
standards which are followed by the firm and IFRS. The firm will also identify the loopholes in the existing systems and processes.

Step 2 - Preparations for IFRS Implementation: This step will carry out the activities required for IFRS implementation process. It will begin with documentation
of IFRS Accounting Manual. The firm will than revamp the internal reporting systems and processes. IFRS 1 will guide the first time IFRS adoption procedure. To
make the convergence process smooth, some exemptions are available under IFRS 1.These exemptions are identified and applied.

Step 3 — Implementation This step involves actual implementation of IFRS. The first activity carried out in this phase is to prepare an opening Balance Sheet at
the date of transition to IFRS. proper understanding of the impact of the transition from Indian Accounting Standards to IFRS is to be developed. This will follow
the complete application of IFRS as and when required. First time adaptation of IFRS requires to the training to the accounting practitioners and auditors, they
may experience some difficulties. To ensure a smooth transition from Indian Accounting Standards to IFRS, Continuous training to staff and addressing all the
difficulties that would be experienced while carrying out the implementation is also required.

UTILITIES FOR INDIA IN ADOPTING IFRS

As how companies in different countries are getting benefited by adopting IFRS .India being a developing country by adopting IFRS would get benefits to spread
in the global market.
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1. EASY ACCESS TO CROSS-BORDER CAPITAL MARKETS

Indian economy has emerged as strong economy during last decade. Indian companies are not only establishing plants in other countries but also acquiring
other entities across the world. To serve this purpose, the firm requires funds at cheaper cost which is available in American, European and Japanese Capital
Markets. To acquire the capital from these countries Indian need to meet the regulatory requirements of the above stated market by maintaining their financial
reports according to IFRS guidelines. Hence the adoption and implementation of IFRS will helps Indian firms in accessing global markets for the requirement of
funds and also makes available funds at cheaper cost.

2. COMPATIBILITY IN COMPARISON

The adoption of IFRS by Indian companies makes easy to compare one company with other. With this reporting process Investors, Bankers and Lenders and
prospective investors can easily compare the two financial statements as Indian firms have to provide financial results to interested parties while raising funds
from cross border capital markets. As major Indian business entities are operating European Capital markets by preparing and presenting financial statements
according to IFRS and the firms are getting easy accessibility to such markets.

3.  EASY LISTING OF COMPANIES IN GLOBAL MARKET

It will be easy for Indian companies to acquire capital from the global market by adopting IFRS in preparation of financial statements.This will help them in listing
in various stock markets by disclosing financial information in IFRS standards.

4. QUALITATIVE FINANCIAL REPORTING

Implementation of IFRS ensures better quality of financial reporting due to regular application of Accounting Principles and improves the reliability of financial
statements and accounting practices. As IFRS follows a concept of true/ fair value which will help Indian entities to reflect their true worth of Assets in the
financial statements.

5. ELIMINATION OF MULTIPLE REPORTING

Most of Indian companies are not only listed in Indian stock markets but also outside India in European and American capital markets. The corporate houses
registered in India are maintaining their accounts as per Indian Accounting Standards whereas the firms registered outside India, prepare their financial
statements as per the Accounting Standard of the respective country. By adopting IFRS, multiple financial reporting standards can be eliminated by such firms as
they are following common standard financial reporting.

CHALLENGES IN THE PROCESS OF ADOPTION OF IFRS IN INDIA

ICAI set up a task force in 2006 to study and suggest a path for adoption of IFRS in India. They have recommended a 3 phase programme which was discussed
above. Many professional explained about the benefits of adoption of IFRS, but some practical problems may arise while adopting the IFRS. Some of them have
been mentioned below

1. AWARENESS OF IFRS PRACTICES AMONG STAKEHOLDERS

Adoption of IFRS means a complete set of different reporting standards have to be implemented. Most of the stake holders like Firms, Banks, Stock Exchanges,
and Stock Exchanges etc. do not have awareness of adoption of IFRS. To bring a complete awareness of these standards among these parties is a difficult task.

2. TRAINING AND EDUCATION TO THE PROFESSIONALS

For successful implementation of IFRS, Accountants, Government officials, Chief Executive Officers, Chief Information officers should be well trained and
educated as they are responsible for a smooth adoption process and implementation of IFRS. India lack training facilities to train such a large group. It has been
observed that India does not have enough number of fully trained professionals to carry out this task of adoption of IFRS in India.

3. AMENDMENTS TO THE EXISTING LAWS

In India, Accounting Practices are governed mainly by Companies Act 1956 and Indian Generally Accepted Accounting Principles (GAAP). Existing laws such as
Securities Exchange Board of India regulations, Indian Banking Laws & Regulations, Foreign Exchange Management Act also provide some guidelines on
preparation of Financial Statements in India. But,IFRS does not recognize the presence of these laws so, accountants will have to follow the IFRS fully with no
overriding provisions from these laws. Indian Lawmakers will have to make necessary amendments to ensure a smooth transition to IFRS.

4. TAXATION

IFRS adoption will affect most of the items in the Financial Statements and consequently, the tax liabilities would also undergo a change. Currently, Indian Tax
Laws do not recognize the Accounting Standards. A complete change of Tax laws is the major challenge faced by the Indian Law Makers in this short tenure.
Enough changes are to be made in Tax laws is not a small task.

5. USE OF FAIR VALUE FOR VALUATION OF ASSETS AND LIABILITIES

Fair value means the amount at which the asset could be sold or bought in a transaction between two parties. Presently Indian companies valuing their assets
and liabilities at historical cost. According to IFRS companies need to value the assets at their fair value, which generates lot of volatility and subjectivity in
financial statements .Because of which the changes in gains and losses of assets and liabilities will have impact on income statement and the adjusted values of
the these assets and liabilities will show impact on the balance sheet. Therefore Indian Corporate World which has been preparing its Financial Statements on
Historical Cost Basis will have tough time while shifting to Fair Value Accounting.

6. FINANCIAL REPORTING SYSTEM

Indian corporations need to make changes in their reporting system which suits the reporting system of IFRS. The amended reporting system will take care of
various new requirements of IFRS. The above challenges can be overcome by bringing a proper Internal Control & Reporting system in place. Firms, Regulators
and Stock Exchanges in India should take some guidelines from the countries which have adopted the IFRS and have similar economic, political and social
conditions.

SUGGESTIONS

The solution to the problems arises while adopting of IFRS in India.

o All the stakeholders in the organization should be trained and educated about IFRS practices specially accountants, auditors in preparation of financial
statements.

. IFRS should be introduced as a full time subject in the universities.

o Timely steps should be taken to ensure amendments in the existing laws to the extent they are inconsistent with the provisions of IFRS.

. Taxation laws should make amendments in the treatment of tax liability as per IFRS

. Indian Firms will have to ensure that existing business reporting method is amended to suit the requirements of IFRS.

. All regulatory authorities like SEBI, RBI,IRDA, Companies act, Foreign Exchange Management Act, Tax laws need to come together and make required
amendments in their respective areas to smoothen the process of IFRS adoption.

. Adopting International Financial Reporting Standards is not enough. Each interested party, namely Top Management and Directors of the Firms,
Independent Auditors and Accountants and Regulators and Law Makers will have to come together and work as a team for a smooth adoption of IFRS
procedure.

. Indian banks and other institutions need to gear up the process of hiring consultants to train their employees in International Financial Reporting Standards
(IFRS).

. To ensure that all the Firms are complying with adoption procedure, Indian lawmakers and Accounting Body (ICAl) should have a Financial Reporting
Compliance Monitoring Board. Other than the internal monitoring department for every firm, the board can play the advisory role also for the firms on
IFRS Adoption Procedure.
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