AlJRAVol. VII Issue | www.ijcms2015.co ISSN 2455-5967

Navigating The Complexities Challenges and Solutions in
Implementing IFRS in India’s Financial Landscape
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ABSTRACT

Globalization has set the stage for all nations to assess their financial information with the help of
universal accounting standards. The global financial reporting landscape has undergone a sea change
in the last few years, the most important one being the gradual implementation of IFRS
worldwide. More than a hundred countries have adopted the IFRS either as their official standard or
as a consequence of convergence. International Financial Reporting Standards (IFRS), accepted
worldwide by the International Accounting Standards Board (IASB), are a globally accepted set of
standards and interpretations. India, a developing country in the international financial arena, is
adopting the International Financial Reporting Standards (IFRS). The Indian Institute of Chartered
Accountants (ICAI) will implement IFRS in April 2011. This essay examines the process of the
adoption of IFRS in India, the benefits of it, the barriers and problems faced by the participants, and
the overall outcome of the adoption for India. Finally, the study ends with several practical steps for
these issues.
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INTRODUCTION

The International Accounting Standards Board (IASB) issued International Financial Accounting
Standards (IFRS), which were previously called International Accounting Standards (IAS). The board
of the IASC (International Accounting Standards Committee) came up with IAS in 1973 and 2001. On
April 1, 2001, the International Accounting Standards Board (IASB) replaced the International
Accounting Standards Committee (IASC). Since then, it has never stopped to produce and implement
the new standards known as IFRS. It is a rich pool of many standards of global reporting and
accounting, which will enable investors to get more accurate and consistent reports, increase
accounting transparency, and unify business financial records.

The outcome of globalization was that the closed economy transformed into an open economy. The
contemporary national economy is developing trade and shaping business outside its own borders in
order to converge with the global market, which belongs to other countries.

The international transactions being performed in global business, such as foreign direct
investments, foreign institutional investors, mergers and acquisitions, franchising, and business
outsourcing, will be discussed. As business language has emerged in response to the changing global
business landscape, it is now up to companies to standardize their accounting practices in every
country to ensure the proper functioning of operations. Consequently, this led to the establishment of
the International Accounting Standard Committee by leading experts in accounting from various
countries in 1973. Now, 35 accounting standards have been notified by the Ministry of Corporate

Navigating The Complexities Challenges and Solutions in Implementing IFRS in
India’s Financial Landscape

Dr. Neelu Jain



AlJRAVol. VII Issue | www.ijcms2015.co ISSN 2455-5967

Affairs. The fundamental purpose of this committee is to establish international accounting
standards. The International Accounting Standards Board took over the role of the International
Accounting Standards Committee, which was established in 2001. Nowadays, the board issues
International Financial Reporting Standards (since the previous international accounting standards
have been replaced by them).

Accounting principles for an internationally integrated market are known to provide a couple
compelling benefits. 'Global accounting rules' are a common language for comparability and
economic data transparency. Moreover, it makes the process of preparing financial statements
inexpensive. The even application of accounting standards makes it possible for them to use high-
quality data in their investment choices, which improves their decisions. Besides, the assets enable
the company to access low-cost capital and consequently allocate funds in the market more rationally.

IFRS CONCEPT

In the Indian context, for external participants in the global capital market and for other users who
need economic information for decision-making, [FRS is defined as a harmonized set of high-quality,
comprehensible, and enforceable accounting standards that require high-quality, transparent, and
comparable disclosures in the financial statements and other financial statements. Today, the
Accounting Standards Board (ASB) prepares and publishes accounting standards in India. The ASB's
verdict was made considering the adoption of the IFRS in accordance with an ICAI (Institute of
Chartered Accountants of India) opinion of May 2006. The group in charge of IFRSs was established
to have a road map of the road to convergence, and it took the decision to switch to IFRS beginning
with the accounting period that started on the 1st } day of April of 2011. In line with the G-20
requirement, the Ministry of Corporate Affairs in charge of the implementation of Indian Accounting
Standards has been overseeing the alignment with IFRS, following extensive consultations with
various stakeholders. As a result of this, 35 IND AS were converted into IFRS (also known as IND AS).

Despite the fact that Indian companies will be required to undergo a major change, they will also
most likely face some benefits as a result. The transition to IFRS benefits EU countries in several
areas. The 2007 ICAEW Report on Implementing of IFRS and the Fair Value Directive claims it is
believed by a large majority of investors, financial report preparers, and auditors that IFRS improves
the quality of financial statements and is therefore an indicator of the progress of financial reporting
in the European Union. In addition, more than one hundred nations all over the Asia-Pacific, African,
EU, and Asian areas have the ability to enlarge or allow the application of IFRS. The Institute of
Chartered Accountants in India (ICAI) has prepared a convergence note at the moment to meet the
International Financial Reporting Standards (IFRS) in India. It contains details about how IFRS is
being applied in India, beginning on April 1, 2011. In addition, the Ministry of Corporate Affairs has
affirmed if and when it will be adopted by India in 2011. The USA is still immersed in the argument
between US GAAP. and IFRS.

IFRS - INTERNATIONAL

There is a combination of globalization and liberalization that, in turn, has led to the fact that the
world now has the size of a tiny village. Due to the advent of e-commerce and the globalization of
commercial entities and organizations, as well as the laws that facilitate their existence, there has
emerged a single financial reporting system that makes sense to everyone everywhere. Currently,
there is a continually growing trend of worldwide transnational corporations investing in various
countries. These firms achieve this objective by listing their shares on international stock exchanges,
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which allow them access to the international market for capital fund provision. In this way, the
financial markets are intimately associated with this trend across the globe. Various countries follow
different accounting standards, which may result in the showing of common economic events in
different dimensions that create problems in financial statement reporting. Global financial markets
are less functional and becoming more efficient because of these issues and misfires.

Hence, the concept of one excellent accounting standard was created because financial markets
became more multilateral and corporate operations became more regulated. Good financial reporting
practices guarantee investor confidence. Several countries are determined to implement the
convergence of their national accounting standards with I[FRS due to today's necessity of a unified set
of internationally accepted reporting standards.

IFRS - INDIA

In view of the high level of changes in the economic structure of the country over the past 10 years,
accounting standards have drawn more attention to prevent fraud and provide a true and transparent
picture of the financial state of business companies. In the front line of accounting in the country, ICAI
created ASB, which has now grown to over 25 years to meet both national and international
standards. ICAI refers to the Indian Chartered Accountants Institute, and its accounting rules have
been developed to keep up with the present time. Being the national organization responsible for
setting rules for account debiting, the ICAI has always been trying to create accounting standards of
the highest quality, and it has fully succeeded. The standards for accounting that were provided by
the institution have undergone a process of evolution throughout the years. The subject of
convergence in international financial reporting standards and national accounting standards of
individual countries is on the rise, driven by the ongoing process of globalization. International
Financial Reporting Standards are the backbone of accounting standards, which are now set by the
Accounting Standard Board of the Institute of Chartered Accountants of India. Despite this
globalization, they are still attentive to domestic affairs related to legal and business regulations.
Likewise, the technical accounting standards issued by ICAI diverge from the corresponding
International Financial Reporting Standards in this way to adjust them to the particularities of the
Indian legal and economic system.

India’s procedure for adopting the IFRS

The Union government set up the Institute of Chartered Accountants of India in 1949 under the ICAI
Act of 1949 in order for chartered accounts to become a profession that would unanimously apply
accounting procedures throughout the country. With the goal of unifying the varied accounting
techniques and regulations in India, the ICAI set up the Accounting Standards Board in 1977.
undefined

Step 1: The first phase addresses the impact evaluation of IFRS. IFRS effects on businesses will be
assessed in terms of their impact on businesses’ core business, processes, and systems, as well as
their accounting and reporting. After that, with the help of the schedule for IFRS training that is built
in, the company will define the essential dates for the conversion. The training strategy would
demand the organization consider the most relevant international financial reporting standards and
the differences between the IFRS and the financial reporting standards it is currently using.

Step 2: Moving ahead with the adoption of IFRS It is the second step of the conversion process that
IFRS conversion will have as the end product. After that, the organization will become specialized in
internal reporting procedures and systems. One of the most common questions we get related to the
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IFRS is about its adoption procedure and the procedures for adoptions.

Step 3: Take into effect: Next, I would like to elaborate on the procedure that involves the application
of IFRS. The first step in aligning with IFRS is opening the balance sheet statement on the first day of
the conversion period. One has to consider the consequences that country results in when measuring
India AS to IFRS overall. This will come true when IFRS is fully implemented in the Chicago set.
Despite the fact that we will face such difficulties in the process as training and technological barriers,
such a situation will improve the financial reporting of the company. The successful transition of IFRS,
including the timely and frequent staff training as well as the problem-solving for implementation,
occurred during the process.

BENEFICIARIES OF CONVERGENCE WITH IFRS

In addition to financial reporting, academia has brought some elements into the convergence of IFRS
and Indian Generally Accepted Accounting Principles (GAAP). Some are depicted here, while the
others can be found below.

1. Investors: The disclosure of accounting information using the same accounting principles with
respect to the country can eliminate the difficulties of investing in a country other than India. The
harmony of Indian Accounting Standards with IFRS results in a presentation of accounting
information of consistent quality, which produces financial statements that are more relevant, up-to-
date and comparable across different legal and economic governing environments. Furthermore, it
will enhance the understandability of financial statements globally, thereby enlarging the confidence
of investors in a country.

2. The Industry: The industry, as another significant unit of a beneficiary that the researchers have
found, is another important group. For a long list of fundamental reasons, industries will be one of
them that will profit from the convergence of IFRS. In addition to attracting international investors, it
will boost their confidence in the country's real economy.

3. Burden of financial reporting: Preparing personal and group financial statements will be much
simpler compared to a situation when you use different sets of accounting standards, and that will be
our final and most weighty point: this should considerably decrease the expenses that you will spend
on making such statements. Thus, it reduces the work involved in financial reporting, making it easier
for the different parties concerned.

4. Accounting Professionals: Convergence with IFRS is, unquestionably, going to be favorable for
those working in the profession, and, as a result, a good deal of education and training, among others,
will be needed in order to be able to use all those skills and knowledge worldwide from now on.

5. The corporate sector: By synchronizing with international accounting standards, further coherence
between the Indian business community and overseas banking institutions will be achieved and their
existing positions strengthened.

Besides this, there are yet other reasons India will gain from it too. Global competition will start to
become fiercer for corporations, who will be compared to international peers more often; two, it will
significantly increase the risk rating by maintaining a higher level of consistency between external
and internal reports; and three, it will grant corporations better access to global financial markets.

6. The Economy: As discussed in earlier paragraphs, the country's businesses would profit from the
merger with IFRS, which in turn enables the economic sector's growth and results in producing
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highly standardized internal and external accounting reports. Apart from that, the risk level of the
nation for foreign investors would also increase accordingly. Moreover, the capital and industrial
areas of the country are introduced to the world through a one-stop-shop economy, which enhances
the national economy:.

IFRS'S DIFFICULTIES AND CHALLENGES

The International Accounting Standards Board (IASB) is the one that develops the International
Financial Reporting Standards (IFRS). This merging of IFRSs overall, not of local government
authorities and the societies of accounting and official regulation, such as the ICAI of India, Therefore,
to guarantee IFRS compliance, ICAI warrants the needed infrastructure investment. India may have a
number of challenges, such as the real-world problems of utilizing and adopting IFRS. For instance,
laws and rules concerning financial accounts and reports (FARE) in India must be amended.
Information could be presented in financial statements through legal means. Considering the case in
hand, the Companies Act may be a framework, but it may not tally with the accounting framework
standards provided by IFRS. The next test is the business consolidation, which deals with the
secondary profit of the merger or acquisition parties. As per the Indian GAAP [generally accepted
accounting principles], acquisitions are recorded at the book value of the net assets of the company
or purchasing company. Since the excess net book value of the acquisition exceeds any sum, it is
recorded as an element of goodwill. These practices occur in accordance with IFRS, and the values
account for all assets, both visible and hidden. IFRS was literally adopted while depreciating this
resource, which would lower the future income statement in which the assets were continued to be
accounted for at their relative value. On the one hand, a significant loss of domain knowledge would
be due to a deficiency of qualified professionals with actual IFRS conversion experience; as a result,
Indian companies will have to depend on expensive external legal advisors and auditors.

The possibility of Indian GAAP being set up through IFRS key aspects can be argued as an issue
because it may show the differences between IFRS and the Indian one. In conclusion, a number of
adopted GAAP principles need to be changed, added, or removed. For example, one of the IFRS
principles states that companies should not use the pooling approach in accounting for business
combinations. It is therefore incorrect to apply Indian GAAP.

Consequently, the implementation of IFRS faces a number of challenges, which will only increase its
complexity. These are the following:

The differences between IFRS and GAAP: This adoption will punch a hole in the financial statements
by rewriting the entire disclosure. Discrimination is the most critical and engrained issue that is still
persistent today. Getting familiar with I[FRS for FS users will be the toughest part.

GAAP Reconciliation: The Commission of Securities Exchange (SEC) in its proposal had two options:
the first was to require the reconciliation of the financial statements for the for the first-time
adoption of IFRS, and the second option was an additional ongoing, unaudited reconciliation of the
financial report of US GAAP to IFRS. The latter alternative is definitely not only the sweetest but also
the most expensive option for businesses and investors.

Education and Training: India will also have to address the scarcity of IFRS academic teaching and
training units. IFRS and implementation training and framing are of great priority.

Legal and regulatory considerations: At the moment, several Indian authorities oversee the reporting
obligations, and their rules supersede those of other laws. IFRS does not acknowledge this
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superseding legislation. India's legal and regulatory standards would be difficult to comply with
unless the appropriate regulatory bodies handled them.

Taxation: A big part of the financial statement items could be affected after the adoption of the IFRS
standard, which would also reign in changes to the tax considerations. Technology that will deal with
the conclusion of tax assessments upon completion of using Indian GAAP to IFRS standards shall be
specifically required within the tax statutes.

Fair value measurement: The vast majority of accounts and values of financial statement items are
measured using fair value, which is the valuation approach employed by IFRS. In contrast, the use of
fair value accounting may result in instability and inaccuracy. To do so, which is no less than the fair
one, the appropriated undertaker must be put in place and its specialists must be consulted.

Contract Re-negotiation: That would require updated talks with all the parties involved and heavily
amending the agreements. This will be a result, probably, of the circumstances that financial
statements reported using IFRS will likely be very different from those that are reported at Indian
GAAP.

Reporting systems: To do so, organizations need to support the reports' model transformation with
regard to IFRS specifications. It is appropriate that systems of information be developed that can
accommodate the increasing requirements of fixed assets, related parties, segment disclosures, and
SO on.

MEASURES TAKEN TO ADDRESS THE CHALLENGES

The Accounting Standards Board is having a consensus meeting on a potential deadline for changes
to the regulations of different functioning regulatory institutions.

The ICAI had issued extensive interpretative guidance to understand and address the many complex
aspects of the adaptation of new accounting norms.

The ICAI published confirmation notes that offered immediate help in financial statement-related
issues.

One of the ways ICAI has brought to life seminars, workshops, and other information sessions is to
release background information on recently released accounting standards.

The Council of the ICAI formed a group of specialists to guide council members on the issues that
they are raising in a bid to give them the necessary support.

Our struggle to eliminate the barrier further will be enhanced by taking additional tangible steps.
Likewise, we can fund training sessions for Indian CFOs to take part in the crypto projects in India
and hence be conversant with IFRS in their respective Indian companies. For these objectives, studies
of the influence of IFRS adoption in different countries may be performed, and a short summary of
IFRS may be included in professional courses’ educational materials as examples of the most recent
global implementations.

CONCLUSION

It is clear that the transition from Indian GAAP to IFRS will be obstinate; however, taking into account
the advantages that come with the integration, it is recommended to move towards IFRS collation.
The actions of the IFRS and other regulators to ensure the harmonious adoption of IFRS are highly
commendable and give the impression that the country is ready to converge with the rest of the
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world. Understanding that IFRS is mainly a rules-based system with little implementation and
application guidance, therefore all preparers and users of the financial statements are part of the
convergence process. This necessitates a systematic way to plan for the organization's and investors’
adaptation. Furthermore, they will have to accept updates as well as initial adoption processes. This
means that changes may periodically occur upon universal adoption and facilitate the development of
the international accounting standards of tomorrow. In this pursuit to gain cohesion and congruity
with global standards, frequent learning is indeed necessary, and it can be attained through mutual
understanding between nations concerning their business goals and the ratings associated with
them. The fixed requirements for accounting methods brought about the fact that top management at
so many companies now consider IFRS a finance priority; however, the Indian corporate world, which
has been preparing its financial statements on a historical cost basis, may face some challenges in
transitioning to fair value accounting.
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