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T H E M E

IFRSs: Emerging Opportunities and 
Challenges for India

It is perceived that the 
adoption of International 
Accounting Standards 

(IASs) or “International Fi-
nancial Reporting Standards” 
(IFRS) by the corporate bod-
ies in the developing countries 
is not only imperative, but also 
gives an opportunity to have 
access in the capital markets 

at global level.  It is an inter-
national trend, which is recog-
nized as ‘best practice’ around 
the world.  More and more 
companies the world over are 
speaking the same accounting 
language. Because the Accoun-
tancy and Financial Reporting 
activities play a pivotal role in 
the world of trade and com-
merce for smooth running of 
Industry and Business.  Capi-
tal markets are increasingly 
becoming competitive and 
hence the number of compa-
nies complying with IFRS is 
likely to grow in future.  Ac-
cording to Gernon & Wallace 
(1995) model, any account-
ing institutions and practices 
should be related to their re-
spective environment of that 
country.  Those five environ-
ments are of cultural as well 

as non-cultural factors such as 
1) Societal environment, 
2) Organizational environ-
ment, 3) Professional envi-
ronment, 4) Individual envi-
ronment and 5) Accounting 
environment, which are sepa-
rate but interacting slices, 
which together constitute the 
accounting ecology. The ac-

counting treatments basically 
differ on various economic, 
legal, social and cultural fac-
tors of that concerned country. 
Hence there are major coun-
tries that follow their own 
country-specific Generally 
Accepted Accounting Practic-
es (GAAP) standards rather 
than the IFRS.

On the other hand, the is-
sues that arise in implementa-
tion of International Account-
ing Standards (IASs) have 
been mulled over by various 
authors (Chand, 2001; Hove, 
1989; Perera, 1989).  These 
studies raise considerable is-
sues on technical problems 
and the inappropriateness of 
IASs especially to develop-
ing countries. Anyhow, the 
desirability of international 
accounting standards, rather 
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than purely local ones in the 
modern global village, is be-
ing increasingly perceived as a 
need.  Historically, a number 
of countries have made im-
portant contributions to the 
development of accounting 
and financial reporting.  In 
the 14th and 15th century, the 
Italian method of book keep-
ing by double entry spread 
first to the rest of Europe and 
eventually around the whole 
world. In the 19th century, the 
modern accounting profession 
developed first in Scotland and 
England.  As a result, English 
has become as the world’s 
language of accounting. Brit-
ain took the lead in account-
ing matters, and followed by 
United States. In the later part 
of nineties, cross border trad-
ing, investments and mergers 
had been on the rise and there 
was a remarkable increase in 
these activities.  

Objectives
Therefore the International 

Accounting Standards Board 
has created a set of standards to 
provide international guidance 
on the accounting and report-
ing standards.  Accounting 
bodies throughout the world 
are striving to achieve a rea-
sonable degree of uniformity 
in the accounting policies by 
prescribing certain accounting 
standard with respect to col-
lection and presentation of ac-
counting information. Because 
the availability of relevant and 
reliable financial information 
to support informed decision 
making and efficient alloca-
tion of resources in both the 
public and private sectors is 
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necessary for economic stabil-
ity and growth.

The objective of the finan-
cial statements is to provide 
information about the finan-
cial position, performance and 
changes in financial position 
of any entity to the stakehold-
ers. This information would be 
useful to a wide range of users 
for the purpose of making eco-
nomic decisions.  The modern 
international business depends 
upon well-established ac-
counting and financial report-
ing standards.  The landmark 
statements of International 
Accounting Standards issued 
by the Board of the Interna-
tional Accounting Standards 
Committee (IASC) between 
1973 and 2001 are designated 
as “International Accounting 
Standards”(IAS). The objec-
tives of the committee were to 
formulate, publish and to pro-
mote the use of the account-
ing standards worldwide. To 
work for the improvement and 
harmonization of regulations, 
accounting standards and pro-
cedures relating to financial 
statements, the International 
Accounting Standards Board 
(IASB) again announced in 
April 2001 that its accounting 
standards, which would be, 
designated “International Fi-
nancial Reporting Standards” 
(IFRS). Also in April 2001, 
the IASB announced that it 
would adopt all of the Interna-
tional Accounting Standards 
issued by the IASC. However, 
the Interpretations of Interna-
tional Accounting Standards 
issued by the International 
Financial Reporting Inter-
pretations Committee (IF-
RIC) (formerly, the “Standing 
Interpretations Committee” 
(SIC)) do not have the same 
status as IAS. 

International Financial 
Reporting Standards 
(IFRSs): 

It has been considered 

(Murphy, 1999) that compa-
nies listed on any foreign stock 
exchanges may find reporting 
their financial in IFRSs to be 
more advantageous to them 
than those companies which 
does not have listing on any 
foreign stock exchange.  The 
term International Financial 
Reporting Standards (IFRSs) 
has both a narrow and a broad 
meaning. Narrowly, the IFRSs 
refer to the new numbered se-
ries of pronouncements that 
the IASB is issuing, as dis-
tinct from the International 
Accounting Standards (IASs) 
series issued by its predecessor. 
More broadly, IFRSs refers 
to the entire body of IASB 
pronouncements, including 
standards and interpretations 
approved by the IASB and 
IASs and SIC interpretations 
approved by the predeces-
sor International Accounting 
Standards Committee.  IFRS 
are continually reviewed and 
updated to take account of the 
changing business environ-
ment and new challenges that 
emerge from time to time.  As 
of now (December, 2005), 
there are seven new IFRS 
- International Financial Re-
porting Standards developed 
by International Accounting 
Standards Board.  These are:  

IFRS 1   First-time Adop-
tion of International Financial 
Reporting Standards, June 
2005

IFRS 2   Share-based Pay-
ment, February 2004

IFRS 3   Business Combi-
nations, March 2004

IFRS 4   Insurance Con-
tracts, August 2005

IFRS 5   Non-current As-
sets Held for Sale and Dis-
continued Operations, March 
2004

IFRS 6 Explorations for 
and Evaluation of Mineral 
Assets, June 2005

IFRS 7 Financial Instru-
ments: Disclosures, August 
2005

Framework for the Prepa-
ration and Presentation

The IFRS 1 First-time 
Adoption of International Fi-
nancial Reporting Standards 
specifies how entities are to 
make the transition to IFRSs 
in an entity’s first IFRS finan-
cial statements. This is applied 
beginning on or after January 
2004. The Standards does not 
apply to entities that previ-
ously issued financial state-
ments. Under the latest IFRS 
2, share-based payment is a 
transaction in which an entity 
acquires goods and services ei-
ther as consideration for its eq-
uity or by incurring liabilities 
for amounts based on the price 
of its shares or equity. The en-
tity should recognize a corre-
sponding increase in the goods 
or services received in an eq-
uity-settled share-based pay-
ment transaction or a liability 
if the goods or services were 
acquired in a cash-based pay-
ment transaction.  The goods 
and services acquired in the 
share-based payment transac-
tion do not qualify as assets 
but as an expense. A number 
of disclosures also have to be 
made in the financial state-
ments. The nature and extent 
of the share-based payment 
system that existed during the 
period should be disclosed. 
How the fair value of the 
goods or services or the fair 
value of the equity was granted 
should also be disclosed.  The 
effect of share-based transac-
tions on the equity’s profit or 
loss for the period and on the 
company’s financial position 
should be disclosed as well.

IFRS 3 is applicable to the 
accounting for business com-
binations for which the agree-
ment date is on or after 31 
March 2004. An entity is per-
mitted to apply the require-
ments of IFRS 3 to goodwill 
existing at or acquired after, 
and to business combinations 
occurring from, any date before 
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the dates mentioned above. 
The other IFRS 2, 4 and 5 are 
required to be applied for an-
nual periods beginning on or 
after 1 January 2005.  IFRS 6 
permits an entity to develop 
an accounting policy for ex-
ploration and evaluation as-
sets without specifically con-
sidering the requirements of 
paragraphs 11 and 12 of IAS 8 
Accounting Policies. Thus, an 
entity adopting IFRS 6 may 
continue to use the accounting 
policies applied immediately 
before adopting the IFRS. 
This includes continuing to 
use recognition and measure-
ment practices that are part of 
those accounting policies. It 
is effective for annual periods 
beginning on or after 1 Janu-
ary 2006. Earlier application is 
encouraged. 

IFRS 7 adds certain new 
disclosures about financial in-
struments to those currently 
required by IAS 32; and re-
places the disclosures now 
required by IAS 30; it puts all 
of those financial instruments 
disclosures together in a new 
standard on Financial Instru-
ments: Disclosures. The re-
maining parts of IAS 32 deal 
only with financial instru-
ments presentation matters.  
An entity must group its fi-
nancial instruments into class-
es of similar instruments and, 
when disclosures are required, 
make disclosures by class. The 
two main categories of disclo-
sures required by IFRS 7 are; 
firstly the Information about 
the significance of financial 
instruments and secondly the 
Information about the nature 
and extent of risks arising from 
financial instruments. 

Whether to value assets at 
cost or at fair market value on 
the balance sheet is controver-
sial. There tends to be a mixed 
model. Some assets are valued 
at historical cost while others 
are valued at market cost or 
fair value. Generally, historical 

costs are used for non-mon-
etary items, although in many 
countries real estate and certain 
fixed assets are periodically re-
viewed.  Standards for report-
ing on intangible assets vary 
significantly among regions. 
But under IFRS, companies 
can capitalize more intangible 
assets on the balance sheet, 
generally on a cost basis, than 
would be permitted. However, 
under no current standards 
can intangibles such as intel-
lectual capital, know-how and 
customer loyalty appear on the 
balance sheet. These items do 
not meet the accounting defi-
nition of an asset, because the 
company does not have unilat-
eral control over them.

Another change under the 
current IFRS is that the unit-
ing of interest’s method for the 
treatment of business combi-
nations is now prohibited. All 
unidentifiable assets, liabilities 
and contingent liabilities ac-
quired are recognized at 100 
percent of fair value.  Goodwill 
is not amortized but tested for 
impairment and is expected to 
be recorded as an asset. Nega-
tive goodwill is recognized in 
the profit and loss statement 
immediately. Restructuring 
cost is only recognized to the 
extent that a liability exists at 
the acquisition date.  Stan-
dards must keep pace with the 
world as it changes and those 
standards that no longer serve 
a purpose have to be revised 
or discarded and replaced by 
better ones based on better 
principles.  Therefore, there 
will always be changes in stan-
dards. ICAI should endeavour 
to promote awareness of these 
changes and to take the action 
needed to ensure that they are 
understood and applied lo-
cally. 

Extensible Business 
Reporting Language 

The International Ac-
counting Standards Board a 

founding member of eXten-
sible Business Reporting Lan-
guage (XBRL) is developing 
a taxonomy, which reflects 
IFRS. It will thus be available 
to enable those reporting un-
der IFRS in different countries 
to use XBRL package.   It is a 
standard format or language 
designed for business func-
tions or financial reporting, 
which allows members of the 
financial community and their 
technology. 

It is the electronic version 
of business information based 
on the use and flexibility of the 
eXtensible Mark-up language 
for data integration process. 
It helps to exchange informa-
tion between applications and 
to meet the needs of different 
users.  It is said that XBRL 
will be accounting base in the 
corporate world. In few years 
time, it will change the very 
way of business reporting is 
being done today. XBRL al-
lows better analysis of business 
reports, investors and regula-
tors will be assisted by com-
puters. It is an open meta-data 
standard that provides a for-
mat for tagging financial in-
formation and allows users to 
extract, exchange, analyze and 
display financial information.  
XBRL benefits comparabil-
ity by helping to identify data, 
which is genuinely alike and 
distinguishing information, 
which is not comparable. It 
allows very efficient handling 
of business data by computer 
software for search, select, ex-
change, view etc., 

XBRL now exists in two 
forms— for financial reporting 
and for General Ledger (GL) 
that can import and export 
transaction data to any other 
that supports XBRL. The im-
pact of adoption of XBRL on 
the business-reporting world 
is real time reporting. It ben-
efits to all the stakeholders as 
a vehicle for transparency and 
it reduce costs, faster and in-
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crease efficiency, more reliable 
and accurate handling of data 
for decision making.   

Along with IFRS, the sys-
tem of XBRL package has 
also proved its capabilities by 
the success of streamlining 
the integration of business 
reports and automates the 
corresponding financial and 
business analysis across the 
globe.  Whatever the language 
of the country concerned, it 
solves the problems through 
efficient preparation of   fi-
nancial statements in many 
forms and reliable extraction 
of specific detailed informa-
tion from different forms of 
financial statements. Micro-
soft became the first corpo-
ration to publish its financial 
statements on the Internet 
using XBRL framework in 
2002.  The Tokyo Stock Ex-
change accepts filings by 
companies in XBRL format. 
Morgan Stanley filed XBRL 
coded documents with Secu-
rities Exchange Commission 
(SEC) in 2002.   In India, 
Satyam Computers Services 
Limited has become India’s 
first direct participant mem-
ber at the XBRL internation-
al consortium in May 2005. 
It will approach accounting 
bodies and academic insti-
tutes to evaluate adoption of 
this standard and to contrib-
ute towards developing it in 
India.   

Indian Perspective     
In India, the accounting 

and legal systems have been 
developed on British pattern. 
However, the Companies Act 
and other related statutes to 
the industry and Commerce 
were amended a number 
of times to meet country’s 
changing requirements.  At 
present after the deregulation 
of the economy in 1991, it is 
trying to bring its account-
ing standards closer to the 
IFRSs, subject to applicable 

local laws, customs and busi-
ness norms. The increase in 
FDI in India has further ne-
cessitated the use of interna-
tionally accepted accounting 
practices and led to a rapid 
adaptation of the IFRSs. In 
India, the regulatory frame-
work governing corporate 
disclosure includes the Com-
panies Act 1956 and Securi-
ties and Exchange Board of 
India 1992. The annual ac-
counts are prepared according 
to section 211 and schedule 
VI of the Companies Act. 
Presently, Indian accounting 
standards are of good quality 
in most instances, in fact are 
practically the same as IAS. 
A switch to IAS would be a 
more in form than substance. 

Anyhow, adopting IAS 
will be of tremendous help 
in attracting foreign capital 
and thereby lowering cost of 
capital to Indian companies. 
It is suggested that the cost 
of capital is lowered for firms 
that adopt international ac-
counting standards.  A num-
ber of leading companies like 
Infosys and Bharathi Tele 
Ventures among them have 
voluntarily adopted IAS or 
US GAAP.  It is significant to 
note that India has ceded its 
power of policy formulation, 
which is actually in the hands 
of the WTO, IMF and the 
World Bank (Thapar, 2001). 
The survey of a sample of an-
nual reports of Indian listed 
companies suggests the fact 
that Indian companies do 
not voluntarily follow IFRSs 
(Bikram, 2005). This implies 
that, most likely, the com-
panies do not perceive these 
standards to be very suitable 
to them.   The comparison 
of Indian Accounting Stan-
dards with the IASs reveals 
that the Indian standards 
require more disclosure than 
the International Standards 
in cases of Accounting for 
leases; Earning per share; 

Consolidated financial state-
ments; Accounting for invest-
ments in associates; Financial 
reporting of interests in joint 
ventures etc. 

Emerging Opportunities 
and Challenges for India

Prior to 1991, the global 
flow of information, technolo-
gy, capital, goods, services and 
people has never been great-
er. Late 90s, unprecedented 
growth is being witnessed in 
the developing world. These 
are just several challenges and 
opportunities businesses face 
today. Think globally, act lo-
cally is imperative for survival 
and growth in the economy. 
In an increasingly competi-
tive global marketplace, the 
ability to operate profitably in 
diverse geographic markets, 
and to shift operations flex-
ibly between countries may 
be essential to the success of 
any business. It also creates 
vast opportunities for Indian 
management professionals all 
over the world. But operat-
ing globally generates a wide 
variety of practical, legal, and 
HR and finance issues. Mul-
tinational firms must comply 
with host countries’ laws on 
tax, pensions, business prac-
tices and human resources. 
One country’s entrepreneur 
may be another’s antitrust 
violator.  Hence, continuous 
improving performance has 
become a persistent need for 
companies striving to remain 
competitive and effective in 
this fast changing environ-
ment. The country’s low-cost, 
high-quality human resources 
afford Indian companies a 
unique competitive advan-
tage. But to fully leverage 
this advantage, they need to 
attract more foreign capital 
from global financial markets. 

Reporting corporate per-
formance in a way that com-
plies with all the complex 
corporate reporting regula-
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tions and laws of each coun-
try in which you operate has 
never been easy. And now, 
new regulations and standards 
such as IFRS have made the 
task even more challenging. 
Meeting these new reporting 
standards will — at least over 
the short-term — almost cer-
tainly add to your company’s 
headaches. High quality cor-
porate reporting is too impor-
tant to be determined solely 
by the shape of externally im-
posed regulation. To stake its 
own claim to reporting excel-
lence and public trust — your 
company must foster a culture 
that views reporting transpar-
ency as a worthy end in itself, 
independent of rules and reg-
ulations. In recent times there 
has been a paradigm shift in 
many economies in the way 
that corporate governance, 
business ethics and compli-
ance are approached. It is 
a shift that continues to be 
driven by demanding perfor-
mance expectations, increas-
ing stakeholder demands and 
growing public scrutiny af-
ter some spectacular failures 
around the globe. Potentially, 
this is a highly positive devel-
opment. 

Summary and 
Conclusions

Much has been heard 
about the financial scandals 
and corporate frauds that 
have shaken the financial 
world in the past especially 
in Europe and the United 
States. Such failures are caus-
ing regulators, governments 
and stakeholders. This will 
have serious impact on cor-
porates worldwide. In order 
to prevent such repetitions, 
to rebuild public confidence 
in financial reporting, there 
has been a major overhaul of 
a number of accounting and 
auditing standards in recent 
years. 

The face of liberalisation, 
privatization and globaliza-
tion of economies have wid-
ened the horizon of trade, 
commerce and industry 
worldwide. General Agree-
ment on Trade in Services 
(GATS) and World Trade 
Organization (WTO) has 
mandated to achieve greater 
degree of liberalization in all 
the service sectors. Powerful 
new technologies and com-
munications devises have 
opened the world for an ex-
plosion in cross-border com-
merce and capital creation.  
Many economies are con-
verging towards globally in-
tegrated system. Therefore, it 
is very clear that the adoption 
of IFRS could have a huge 
positive impact on the Indian 
economy by affording more 
Indian companies access to 
foreign capital and lowering 
the cost of capital generally. 

The growth rate in respect 
of trade and commercial ser-
vices in Asian countries is 
above the global average and 
service segment has become 
the single largest contributor 
to GDP ahead of agriculture 
and industry. The emerging 
regime for global financial 
regulation is likely to continue 
to be regulated in the future.  
Hence the Manufacturers, 
service providers will have to 
interact with the global level 
market-hub.  In India too, the 
service sector has emerged as 
the new engine of economic 
growth as has been witnessed 
in developed countries like 
USA and UK.  But it is ar-
gued that the culture of India 
is characterized by high pow-
er distance, the country has a 
high preference for uniform 
accounting standards. Hence, 
IFRSs may not be suitable 
to the Indian environment 
(Chand, 2001). 

China has already become 
the safest area for investment 

with the best prospect for re-
turn on investment. For many 
MNCs it is a global produc-
tion base and manufacturing 
centre. Devid Wu of Pricewa-
terhouseCoopers and Com-
pany based in Beijing says 
that what is hot in China is 
IFRS. Because over the past 
25 years, China has moved 
from a socialist planned 
economy to a market econo-
my. Hence its sound financial 
rules are absolutely funda-
mental. Thousands of compa-
nies in China are using IFRS 
today to woo global investors. 
That’s why it has attracted 
huge FDI and able to achieve 
8 to 10 percent GDP growth 
over the last two decades.   
Under such circumstances, 
why cannot India achieve? 
Therefore India should re-
define its objectives by mak-
ing radical structural reforms 
in the democratic economy. 
Investors also want compa-
nies to report on a broad set 
of non-financial measures, 
which, combined with finan-
cial reporting might provide a 
better basis for judging cor-
porate performance. The In-
ternational Accounting Stan-
dards Board and the Financial 
Accounting Standards Board 
have agreed to collaborate. In 
the context of the emerging 
global economy such conver-
gence is imperative. There-
fore a desire for a new single 
set of accounting standards 
has been expressed frequently 
worldwide as Globally Ac-
cepted Accounting Princi-
ples. While adapting IFRSs 
in Indian context, it should 
get sufficient participation 
from industries, accounting 
academics, voluntary organi-
zations of academics, envi-
ronmentalists, ecologists and 
humanists. And the ICAI 
should carefully consider the 
suitability of the IFRSs in In-
dian context further. r
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