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Abstract
Globalization has laid down a way for all the countries to adopt a single set of accounting standards. Recent years have seen
major changes in financial reporting worldwide under which the most obvious is the continuing adoption of IFRS worldwide.
More than 100 countries have converged or recognized the police of convergence with the IFRS. IFRS are the globally
accepted accounting standards and interpretations adopted by the IASB. An upcoming economy on world economic map,
India, too, decided to converge to International Financial Reporting Sandards (IFRS). In India, ICAI has decided to adopt
the IFRS by April 2011. This paper discusses the IFRS adoption procedure in India and the utility for India in adopting IFRS,
the problems and challenges faced by the stakeholders and itsimpact on India. Lastly, paper concludes with the ways through
which these problems can be addressed. An upcoming economy on world economic map, India, too, decided to converge to
IFRS. This study tries to analyze the information available on IFRS adoption process in India. It also discusses the IFRS
adoption procedure in India and the utility for India in adopting IFRS. The paper discuss the problems faced by the
stakeholders (Regulators, Accountants, Firms etc) in the process of adoption of IFRS in India. In conclusion part, Paper
brings out the ways through which these problems can be addressed.
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INTRODUCTION

Globalization has changed the close economy into open economy. Now a day's national economy is integrating in
international market with other countries by spreading their trade and business outside their own country. Foreign Direct
Investments, Foreign Institutional Investors, Merger and Acquisition, Franchising and Business Outsourcing are some
example of international transaction in global business. For the integrity of different county's business together in the world
market it was necessary for the business to adopt a common set of accounting standard, since accounting is the language of a
business.

Therefore in 1973, international professionals from different countries established the International Accounting Standard
Committee. Main objective to this committee is to issue International Accounting Standards, at this present time Ministry of
Corporate Affairs notified 35 Accounting Standards. In 2001 International Accounting Standard Committee are superseded
as International Accounting Standard Board. Now the board issues the International Financial Reporting Standard formerly
known as International Accounting Standards. Accounting Standards were prepared for some benefits in global market which
are compelling. The use of common set of accounting standards throughout the world provides an easy way of comparability
and transparency of financial information. It also reduces the cost of preparing financial statements. A constant use of
accounting standards provide higher quality information which enables the investors to make a better decision, indirectly
fund will allocate in more efficient manner in the market and the company can reduce its overall cost of capital.

Researchers have given various opinions on the utility of adoption of IFRSs across the globe as a single set of Reporting
Standards. Existing literature supports this view of researchers that adoption of IFRS as single set of reporting standards
improves the quality of financial information and also ensures timely loss recognition. Summarily, adopting single set of
Financial Reporting Standards bring many benefits to reporting entities, Investors, Bankers and other interested parties as in
this period of international boundaries getting eliminated, they will not have to refer to Reporting Statements prepared on the
basis of different Reporting standards.

WHAT ISIFRS?

“A single set of high quality, understandable and enforceable globa accounting standards that require high quality,
transparent and comparable information in financial statements and other financial reporting to help participants in the
world’s capital markets and other users make economic decisions”

IFRS in Indian context at present, Accounting Standards Board (ASB) formulates and issues accounting standards in India
which are more or less in line with IFRS except for a few instances where departure is necessary to comply with the legal,
regulatory and economic environment. Council of the Institute of Chartered Accountants of India (ICAI) opined in May
2006 that adopting IFRS was considered and supported by the ASB. IFRS task force was set up to provide a road map for
convergence and it decided to converge with IFRS from the accounting period commencing on or after 1 April 2011. In
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India, Ministry of Corporate Affairs carried out the process of convergence of Indian Accounting Standards with IFRS after
a wide range of consultative process with all the stakeholders in pursuance of G-20 commitment and as result thirty five
Indian Accounting Standards converged with International Financial Reporting Standards (henceforth called IND AS).

Adopting IFRS in India is going to be very chalenging by Indian Corporate but at the same time Indian Corporate are
likely to obtain significant benefits from adopting IFRS. The European Union addresses many benefits as a result of
adopting IFRS. Overall most investors, financial statement prepares and auditors concern that |FRS improve the quality of
financial statements and implementation of IFRS was a positive sign for development for European Union financial
reporting (2007 ICAEW Report on EU Implementation of IFRS and the Fair VValue Directive).At the present time IFRS are
harmonizing as a financial reporting language across the globe. Over a 100 counties in the Europe Union, Africa, Most-
Asia and Asia-Pacific region either require or permit the use of IFRS. In India recently ICAI released a concept paper on
convergence with IFRS in Indig; it includes the detail of strategy for adoption of IFRS in India with effect from April 1
2011. Ministry of Corporate Affairs had also confirmed the agenda for convergence with IFRS in India by 2011. In the US
replacing the IFRS in place of US GAAP, is till an ongoing debate.

KEY STUDY ON CONVERGENCE WITH IFRSIN INDIA

Adoption of IFRS has become a vital issue of discussion and debate in the different country. Due to the variation in different
country's GAAP of an individual country, a threat is always sustain on the harmonization of accounting standards. IFRS is
one of the best financial reporting systems, which does not include any country with variation of accounting policies. Now a
single set of financial reporting is final statement to present across the world at a reduced cost and more reliable, transparent
and fair reporting of an entity. These benefits are attracting each country to set mandatory for adopting IFRS in their country.
India has also mandate the IFRS for financia reporting statement from 1st April 2011 but still India have been not succeeded
to resolve its issues relating to conversion with IFRS such as taxation. Corporate Affairs Minister Salman Khurshid said on
the sidelines of an Assocham seminar on International Financial Reporting Standards (IFRS) here “We are still working on
fair value concepts and other issues like depreciation, but | can assure you that we will stick to the roadmap laid for the
convergence of Indian standards with the IFRS”.

After enactment of Companies Act 2013 the ministry of corporate affairs has focus to implement IFRS from April 1 2011.
According to the draft plan the ministry announce to implement IFRS in the companies having turnover over Rs. 1000 crore
from April 1 2015 and from April 1 2016 for those whose turnover is between Rs. 500 crore to Rs. 1000 crore but the
professionals are still having difference on how to get fair value of assets and liabilities.

Therefore India needs to develop its conference regarding to IFRS convergence. Also need to develop some training
programs for IFRS policies. For the purpose of successful conversion of IFRS with Indian Corporate, India needs to have
efficient professionals to operate in this field. Apart from this, IFRS require the fair market value applications in financial
reporting this may create significant differences in financial information currently presented in financial reports. This may
result in the reduction in earnings of the company. Therefore Indian companies will have to create awareness amongst its
customers, investors and stakeholders as well as they need to make clear themselves to explain the reason for this changes
and maintain understanding, transparency and reliability of their financial statements. Due to the lack of availability of
professionals with adequate valuation skills to stimulate Indian Corporate to get fair value estimate, India has not gain
benefits of IFRS. But those companies are talking the challenging of convergence of IFRS effectively have succeed to get
more earning in the last year like IT companies have gain benefits from the convergence with IFRS.

Azim Premji, Chairman of Wipro, commenting on the results said — "There are positive indicators on the global economy.
Client confidence is on the uptick and we see it reflected in our results.”

The study is primarily qualitative in nature and do not use any quantitative tool to analyze the data. It has been conducted
mainly on the basis of literature survey and secondary Information. Various journals, newspaper and magazines articles have
been referred to in writing this paper.

GLOBALIZATION AND FINANCIAL REPORTING IN INDIA

In recent past, India has seen a sea change in its way of financial reporting. The process of changes started in the late 1980s
with the initiation of economic reforms and globalization process in India. Since independence in 1947 to mid-1980s, Indian
industries were in complete control of the state. Price and quantity restrictions were in place and any entrepreneur interested
in starting a new business venture (or, expansion of its existing capacity) had to take multiple permissions from various
government departments. Rent seeking activity and excess capacity used to be the normal feature of the then Indian
industries. Foreign Investment was negligible and funding for business was coming mainly in the form of loan from public
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sector commercial banks and financial ingtitutions (e.g., IDBI)." In the aftermath of liberalization program initiated in 1991,
India faced severe Balance of Payments crisis and had to pledge its gold reserve to the Bank of England to overcome the
crisis. The then Congress Government took some revolutionary steps with regard to opening up of Indian economy to foreign
competition and inviting foreign investments in various industrial sectors. Both the industrial and financial sectors were
deregulated and rupee was made convertible on Current Account.” Capital Markets were made more accessible for Indian
companies. Corporate houses were allowed to tap the foreign financial markets for their fund requirement. Insurance,
banking, telecom, retail, and software, among many others were opened for foreign investments. These developments have
encouraged foreign companies to invest in India These increasing investment trends in India from abroad demand a
corporate financial reporting system fully harmonized with the one being used worldwide. The demand is further supported
by the Indian companies which were either buying foreign companies or entering into joint ventures with foreign companies.
Goldman Sachs (2003) also supported this phenomenon through a study on BRIC (Brazil, Russia, India & China) in which it
suggested that these countries will become among the four most dominant economies by the year 2050.

Currently, Indian Companies are reporting their financial statements based on Indian Accounting Standards prepared by
Institute of Chartered Accountants of India (ICAl).These Standards are quite similar to IFRS. Till date, ICAI has issued 32
Accounting Standards covering many areas.

LITERATURE REVIEW
As mentioned earlier, the available literature on IFRS and its implementation covers the data from European Union. Few
studies have been carried out analysing the data from other countries.

Zhou et a (2009) in one such study of Chinese firms’ data that the firms adopting IFRS are less likely to smooth earnings in
the post IFRS adoption period. Their findings also pointed out the need for a stricter enforcement mechanism of financial
reporting standards in emerging markets.

Working on the data of European firms, Armstrong et a (2010) found out a positive reaction to IFRS adoption events for
firms with high quality pre adoption information, consistent with investors expecting net convergence benefits from IFRS
adoption. In his study of 1084 European Union firms during the period of (1995-2006), Sigi Li (2010) concluded that on
average, the IFRS mandate significantly reduces the cost of equity for mandatory adopters.

He also suggested in his research that this reduction is present only in countries with strong legal enforcement and that
increased disclosures and enhanced information comparability are two mechanisms behind the cost of equity reduction.

Cai & Wong (2010) in their study of global capital markets summarized that the capital markets of the countries that have
adopted IFRS have higher degree of integration among them after their IFRS adoption as compared to the period before the
adoption.

Paananen & Lin (2009) gave a contrary view to prior research that IFRS adoption ensures better quality of accounting
information. Their analysis of German companies reporting showed that accounting information quality has worsened with
the adoption of IFRS over time. They also suggested that this development is less likely to be driven by new adopters of
IFRS but is driven by the changes of standards.

latridis (2010) concluded, on the basis of data of firms listed on London stock exchange, that the IFRS implementation has
favorably affected the financial performance (measured by profitability and growth potential) of firms. The study also
demonstrated that following the fair value orientation of IFRS, the transition to IFRS appears to introduce volatility in
Income statement figures.

Lantto & Sahlstrom (2009) in their study of key financia ratios of companies of Finland found that the adoption of IFRS
changes the magnitude of the key accounting ratios. The study also showed that the adoption of Fair Value Accounting rules
and stricter requirements on certain Accounting issues are the reasons for the changes observed in Accounting Figures and
financial ratios.

Chand & White (2007) in their paper on convergence of Domestic Accounting Standards and IFRS, demonstrated that the
influence of Multinational Enterprises and large international accounting firms can lead to transfer of economic resources in
their favour, wherein the public interests are usually ignored. The study carried out by Callao et a (2007) on financial data of
Spanish firms revealed that local comparability is adversely affected if both IFRS and local Accounting Standards are applied
in the same country at the same time. The study, therefore calls for an urgent convergence of local Accounting Standards
with that of IFRS. Barth et al (2008) in their study of financia data of firms from 21 countries examined whether application

of IAS/IFRS is associated with higher accounting quality. The findings of the study confirmed that firms applying IASIFRS
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evidence less earnings management, more timely loss recognition and more relevance of accounting numbers. The study also
found out that the Firms applying IAS/IFRS experienced an improvement in accounting quality between the pre-adoption and
post adoption period.

THE OBJECTIVESOF THISSTUDY CAN BE LISTED DOWN ASBELOW
1. Todiscussthe IFRS adoption procedurein India;
2. Todiscussthe utility for Indiain adopting IFRS;
3. Todiscuss the problems faced by the stakeholders in the process of adoption of IFRS in India; and
4. To discuss the ways through which these problems can be addressed.

Since EU was the first to adopt IFRS across the globe, most of the research has been carried out on IFRS analyzing the data
from member countries of EU. Comparatively fewer numbers of studies have been carried out on data from other countries.
This paper makes an attempt to bridge this gap and tries to study the Indian data with reference to IFRS adoption, utility of
IFRS adoption for India, obstacles faced by the stakeholders in the process of adoption of IFRS in India and the ways to
remove these obstacles.

IFRS adoption procedurein India

To rationalize accounting practices in the country, the Indian government in 1949, established Institute of Chartered
Accountants of India by passing ICAI Act, 1949. Accounting Standard Board was congtituted by ICAI in 1977 in order
to create harmony among the diversified accounting policies and practicesin India. Three steps process was laid down by
the accounting professionalsin India which are summarized as follows:

Step 1 - IFRS Impact Assessment: Thisisthe first step. In this step the firm will assess the impact of IFRS adoption on
Accounting and Reporting issues, on procedures and systems, and on core business of the entities. Then the firm will find
the key conversion dates according to IFRS training plan has laid down. As and when the training plan is in place, the
firm will have to identify the important Financial Reporting Standards which will apply to the firm and also the variations
among the present financial reporting standards being followed by the firm and IFRS both.

Step 2 — Preparations for IFRS Implementation: This is the second step of the process, which will carry out such
activities required for IFRS implementation process. Then the firm will reform the internal reporting systems and
processes. IFRS first deals with the adoption and implementation of first time adoption process.

Step 3 - Implementation: Thisisthe final step of the process which deals with the actual implementation of IFRS. The
initial phase of this step is to prepare an opening Balance Sheet at the date of transition to IFRS. To understand the actual
impact of the transition from the Indian Accounting Standards to IFRS is to be developed. This will follow the full
application of IFRS as and when it isrequired. At the initial stage of implementation of IFRS requires lot of training and
various technical difficulties may be experienced. The smooth implementation of the transition from Indian Accounting
Standards to IFRS, regular training to personals and identify the problems while carrying out the implementation.

BENEFICIARIES OF CONVERGENCE WITH IFRS
The researchers have pointed out several beneficiaries to the convergence of Indian Generally Accepted Accounting
Principles (GAAP) with IFRS. Some of them are discussed here below.

1.ThelInvestors: Convergence of Indian Accounting Standards with IFRS makes accounting information more reliable,
relevant, timely and comparable across different legal and economic frameworks and requirements since it would then
be prepared by using a common set of accounting standards which will facilitate the investors who willing to invest in
the countries apart from India. It will aso develop better understanding of financial statements worldwide which
increase the confidence among the people as investors.

2.The Industry: The other important set of beneficiary the researchers came across is the industry which in the event of
convergence with |FRS will be benefited because of some basic reasons. Firstly it will enhance confidence in the minds of
the foreign investors, secondly, it decreases the burden of financial reporting, thirdly, it would make the process of
preparing the individual and group financial statements easier and simplest, and the last and important one is that this will
reduce cost of preparing the financial statements using different sets of accounting standards.

3. Accounting Professionals: However, there would be initially many problems but convergence with IFRS would
surely benefit the accounting professionals and it will be helpful them to sell their talent and expertise across the
globe.
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4. The corporate world: Convergence with IFRS would build the reputation and long lasting relationship of the Indian
corporate world with the international financial entities. Moreover, the corporate entities back in India would be
benefited because of several reasons. The higher level of consistency will be maintained between external and internal
reporting, two, because of better access to global financial markets, three, it will improve the risk rating and makes the
corporate world more and more competitive globally as their comparability with the global competitors will increase.

The Economy: All the discussions made above explains how convergence with IFRS would help industry grow and is
beneficial to the corporate entities in the country as this would make the internal and external highly consisted, and it will
report improvement in the risk rating among the foreign investors. Moreover, the international comparability is aso
benefiting the industrial and capital markets in the country which leadto better economy across the country.

PROBLEMSAND CHALLENGES

IFRS are formulated by International Accounting Standard Board. However, the responsibility of convergence with IFRS
vests with local government and accounting and regulatory bodies, such as the ICAI in India. Thus ICAI need to invest in
infrastructure to ensure compliance with IFRS. India has several constraints and practical challenges to adoption and
compliance with IFRS. So there is a need to change some laws and regulations governing financial accounting and reporting
in India. There are some legal requirements which determine the manner in which financial information are presented in
financial statements. For example...The Companies Act provides the format for preparation of financial statement but this
may be different from the requirement under IFRS. One more exam is related to Business Combination-under Indian GAAP,
acquisitions are accounted at book values of identifiable assets and liabilities of the acquire, with the excess of consideration
over the net book value recognized as goodwill.

Under IFRS, accounting is done for all assets including hidden intangibles at fair value. As the assets are recognized at fair
value, amortization of these assets will reduce future year profits under IFRS. Other problem is there is lack of adequate
professionals with practical experience of IFRS conversion; therefore Indian Companies have to rely upon external advisors
and auditors which are costly. Another issue is Indian GAAP should have been formulated on the basis of the principles of
IFRS which may shows differences between Indian GAAP and IFRS. At the end some principles need to be amended,
implements or remove in the Indian GAAP. For example, use of pooling of interests method in accounting for business
combination is not available in the principles of IFRS. Thus it should be eliminated from Indian GAAP.

THEREFORE THERE ARE SEVERAL CHALLENGES THAT WILL BE FACED ON THE WAY OF IFRS

CONVERGENCE. THESE ARE
1. Differencein GAAP and IFRS: Adoption of IFRS means that the entire set of financial statements will be required
to undergo a drastic change. The differences are wide and very deep routed. It would be a challenge to bring about
awareness of IFRS and its impact among the users of financial statements.
2.1ssue of GAAP Reconciliation: The Securities Exchange Commission(SEC) laid out two options in its proposal-one
calling for the traditional IFRS first-time adoption reconciliation, the other requiring that step plus an on-going unaudited
reconciliation of the financial statements from IFRS to U.S. GAAP which is clearly more costly approach for companies
and for investors.
3. Training and Education: Lack of training facilities and academic courses on IFRS will also pose challenge in
India. Thereisaneed to impart education and training on IFRS and its application.
4. Legal and Regulatory considerations: Currently, the reporting requirements are governed by various regulators in
India and their provisions override other laws. IFRS does not recognize such overriding laws. The regulatory and legal
requirementsin Indiawill pose a challenge unless the same is been addressed by respective regulatory.
5. Taxation: IFRS convergence would affect most of the items in the financial statements and consequently the tax
liabilities would also undergo a change. Thus the taxation laws should address the treatment of tax liabilities arising on
convergence from Indian GAAP to IFRS.
6. Fair value M easurement: IFRS uses fair value as a measurement base for valuing most of the items of financial
statements. The use of fair value accounting can bring a lot of instability and prejudice to the financial statements. It
also involves alot of hard work in arriving at the fair value and valuation experts have to be used.
7. Re-negotiation of Contract: The contracts would have to be re-negotiated which is also a big chalenge. This is
because the financial results under IFRS are likely to be very different from those under the Indian GAAP.
8. Reporting systems: Companies would have to ensure that the existing business reporting model is amended to suit the
reporting requirements of IFRS. The information systems should be designed to capture new requirements related to
fixed assets, segment disclosures, related party transactions, etc.
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MEASURESTAKEN TO ADDRESSTHE CHALLENGES

1. For changes required in rules and regulations of various regulatory bodies, draft recommendations have
been placed before Accounting Standard Board.

2. 2.ThelCAl issued 30 interpretations of accounting standards, with a view to resolve various intricate interpretational
issues arising in the implementation of new accounting standards.

3. Guidance notes have been issued by ICAI for providing immediate guidance on accounting issues. 4. To
facilitate discussions at seminar, workshops, etc.,ICAl has issued background material on newly issued
accounting standards.

4. For the purpose of assisting its members, the ICAI council has formed an expert advisory committee to answer
queries from its members.

Moreover to face the challenges we need to take more effective steps like we should build adequate IFRS skills professionals
by investing in training processes for Indian accounting professionals to manage the conversion projects for Indian
corporate. This can be done by research on effect of IFRS conversion in different countries and brief knowledge of IFRS
should be added into the studies for professional courses with worldwide latest examples.

CONCLUSION

From the above debate it is very much clear that conversion from Indian GAAP to IFRS will face many difficulties but at the
same time looking at the advantages that this adoption will confer, the convergence with IFRS is strongly recommended
because the measures taken by ICAIl and the other regulatory bodies to facilitate the smooth convergence to IFRS are
creditable and give the positive idea that the country is ready for convergence. Keeping in mind the fact that IFRS is more a
principle based approach with limited implementation and application guidance all accountants whether practicing or non-
practicing have to participate and contribute effectively to the convergence process so the need is to have a systematic
approach to make the organization and the investors ready for the change and the standards ready for renovation. Moreover,
corporate need to gear themselves for constant updating and not only for the first time adoption. This would lead to
subsequent revisions from time to time arising from its globa implementation and would help in formulation of future
international accounting standards. A continuous research is in fact needed to harmonize and converge with the international
standards and this in fact can be achieved only through mutual international understanding both of corporate objectives and
rankings attached to it. However, senior management at many companies views IFRS as a Finance priority because of the
required changes in accounting practices but Indian Corporate World which has been preparing its Financial Statements on
Historical Cost Basis will have tough time while shifting to Fair Value Accounting.
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