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AboutlIfrs

IFRS stands for International Financial Re-
porting Standards, which are drafted and issued by a
body called the International Accounting Standards
Board(IASB). Historically, European Union (EU) coun-
tries such as Germany, the UK, France and Spain had
their ownnational GAAP (generally accepted account-
ing principles). Whenthe EU wasformed, itsmember-
states had to be brought under one financial reporting
framework. That led tothebirth of IFRS, whichall EU
countries adopted starting in 2005. Converging with
IFRSwill improvecomparability of financial informa-
tion and financial performance with global peersand
industry standards. Thiswill resultinmoretransparent
financial reporting of acompany'sactivitieswhichwill
benefit investors, customers and other key stakehold-
ersin India and oversess.

Inthebackdrop of globalisationand frequent
cross-border capital movements uniforminternational
accounting system has become the need of the hour.
IFRS can be agood unanimous solution. Many coun-
trieshavealready accepted and started executingthese
standards. India is no exception to these develop-
ments. In order to attract foreign investmentsin the
formof FDIsand Fllsour corporate culture needto be
internationally acceptable. Financial Statementsof the
companiesareamirrorimageof itsfinancial cultureand
discipline. Andthisforcestheissueinfavour of accep-
tance and implementation of International Financial
Reporting Standards.

Our government needsto be careful and cau-
tiousinitsapproach towardsimplementation of IFRS.
We have to analyse the present Indian GAAP and its
differences with these international standards, so that
it will not discourage the stakeholders of the compa-
nies, especially theinvestors, who may find thesignifi-
cant differenceintherealizable profitsof thecompany
after the adoption of IFRS. We haveto put up machin-
ery inplacefor proper guidanceand trainingfacilities,
inductionof | FRSinto theacademic curriculumat vari-
ous stages. Alongside government also requiresto do
proper enactments to strengthen the execution of this
IFRSpoalicy.

Aslndiaconvergeswith International Finan-
cial Reporting Standards(IFRS), therearecertainmat-
ters that company directors should be aware of. First

and foremost, Indiais converging with IFRS and not
adopting|FRS. Thelndian | FRSwill becalled Ind-AS,
whichwould divergefrom | FRS on some matters. The
level of acceptability of Ind-AS financial statements
outside of Indiawill be somewhat discounted asthose
will not be in compliance with IFRS as issued by the
International Accounting StandardsBoard (IASB). This
aspect could be somewhat mitigated by a reconcilia-
tionstatement between|FRSand Ind-ASinthelnd-AS
financial statements.

ChallengesinAdoptionof Ifrs

1. ThedifferencesbetweenIndian GAAPand IFRS are
wideandvery deeprouted, to say afew-Plant Property
and Equipment (PPE) accounting, Financial Instru-
ments accounting, Investment accounting, Business
combination, Share based payment, current and non-
current classification of asset and liabilities, presenta-
tion of financial statements, all are not dealt under
Indian GAAP.

2. Fair ValueMeasurement under | FRSrequiresappli-
cation of fair value in various situations. This would
increasethevolatility in reported earnings and rel ated
performancemeasuressuchasEPS, P/Eratio, etc. There
may beinterpretati onissuesof |FRSamong businesses
and accounting bodies. Variousadjustmentsto thefair
value may result in gains or losseswhich are reflected
in the income statements.

3. IFRS compliance would require changesright from
the grassroots level, beginning with academic inputs
and training. And thisis not going to be an easy task,
given thelimited time frame before the new standards
comeintoforce.

4. Thetransitionwill beatough challengefor the coun-
try asitreguiresashiftinthe academicapproach, along
with regulatory challenges.

5. Themajor problemthat industriesare likely to face
isatalent crunch since, even in the current scenario,
thereis ascarcity of qualified resources.

6. Thereisaneed to give accounting staff appropriate
training. Companiesneedto draw up detailed plansfor
migrating to IFRS as early as possible, to make the
transition smooth and flawless.

7. Accounting teams should be conversant not only
with new standards but al so with information technol-
ogy to support the new financial reporting architec-
ture.
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8. Thereisalack of adequate professionalswith prac-
tical IFRS conversion experience and therefore many
companies will have to rely on external advisers and
their auditors.

9. The potential tax impact areasunder the IFRS con-
verged reporting can be categorised under thefollow-
ing broad heads.

* Recognition Issues such as whether the imputed
interest on credit saleswould be considered assalesor
interest income? Whether tax withhol ding needsto be
done on imputed interest?

* Classification Issuesintermsof whether the payment
on redeemable preference shares / convertibles be
treated as dividend or interest?

* Point of recognition as to whether the services con-
tract would be taxed only upon completion or at the
point of accrual?

* Tax Base in terms of will the tax assessments and
MinimumAlternate Tax ComputationbebasedonIFRS
accountsor wouldthesamecontinueonIndian GAAP?
* |Indirect tax levies impact on account of IFRS

characterisation / point of recognition?
* Transition | ssuesonthetax treatment for theonetime
adjustments on IFRS convergence?
Addressing the above clearly requires a policy direc-
tive followed with amendmentsin existing tax laws.
10. Amendmentsin Regul ations A ccounting standard
arenot only issued by I CAIl but also issued by but also
by variousother regulatory bodies, suchas SEBI, RBI
and IRDA and National Advisory Committee on Ac-
counting Standards (NACAS) established by the Min-
istry of Corporate Affairs. Thereisacritical need that
all such regulatory bodies needs to be consistent.
11. Financial statementsmorecomplex under |IFRSand
thereby would pose challenge making useful decision.
Conclusion

To conclude, we have to say that successful
implementation of IFRSonedemandscomplete SWOT
analysis of our industry, proper research, vision and
planning. We have to maintain our speed with that of
the world in ensuring financial discipline and accep-
tance of IFRSisthe only answer.
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