
T
he change has not been

restricted to a select few

nations but has been across

the globe. The challenges have

been many - the fast growth of tech-

nology and Internet that has rede-

fined the way business is being

done, challenges faced by new

methods of commerce, the beating

that the profession took in the USA

following Enron, WorldCom and

host of other corporate failures and

the related backlash on the Audit

profession which was followed up

with stricter Corporate Gover-

nance measures and the Sarbanes

Oxley Act, 2002 in the USA.

Elsewhere, the Deadline for adop-

tion of International Financial

Reporting Standards (IFRS) by the

European Union (EU) has kept the

accountants busy and will continue

to do so for some time now.

Convergence of national account-

ing standards to IAS / IFRS which

is already underway and a possible

harmonisation of accounting stan-

dards across the globe in the years

to come. 

GLOBAL SCENARIO

Importance of IFRS 
A key moment in the move to

IAS/IFRS came on 6th June 2002

when the European Council of

Ministers approved the regulation

that would require all EU compa-

nies listed on a regulated market to

prepare accounts in accordance

with International Accounting

Standards for accounting periods

beginning on or after 1 January

2005.

European Capital Market:

The European Union (EU) is the

world’s second largest economic

power, the first one being USA.

The components necessary to

achieve a single capital market

were set out in the ‘Financial

Services Action Plan (FSAP)’,

published by the European

Commission (EC) in 1999. The

FSAP comprises of a five year leg-

islative process, ending this year

(2004). There are three important

objectives:

➤ A single EU wholesale securi-

ties market

➤ Open and secure retail markets

➤ State of art Prudential rules and

supervision

Uniform Financial Reporting

standards among the member states

were of paramount importance for

the single capital market. Let us

look at the Financial Reporting

requirements for the EU:.

The target date of 2005 has

been set for the adoption of

International Financial Reporting

Standards (IFRS). The EC’s IAS

regulation was passed in June

2002. This requires that all the EU
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incorporated companies that are

listed on EU regulated markets

prepare their first full consolidated

IFRS financial reports for 2005. In

order to produce their first IFRS

financial reports for 2005, compa-

nies will need to prepare compara-

tive information for 2004 and an

opening position under IFRS as at

1.1.2004. 

Companies with a December

year end will move to IFRS on 1

January 2004, given the IFRS

requirement for a one-year com-

parative period. Key to the com-

mencement of application of IFRS

will be the opening balance sheet,

compliant with IFRS, on that day.

This balance sheet doesn’t have to

be presented with the financial

statements but it must be recon-

ciled back to ‘old’ GAAP.

The first IFRS standard has

laid down the principles for the

first-time application of IAS. The

central concept of this standard

requires enterprises to apply IAS

retrospectively, as though it had

always been applied to the finan-

cial statements of the company.

The transition process prior to

2004 is complex and time-consum-

ing. So, for all practical purposes

the work starts much prior to 1

January 2005. 

IAS vs IFRS 
The term International Financial

Reporting Standards (IFRSs) has

both a narrow and a broad mean-

ing. Narrowly, IFRSs refers to the

new numbered series of pro-

nouncements that the International

Accounting Standards Board

(IASB) is issuing, as distinct from

the International Accounting

Standards (IASs) series issued by

its predecessor (IASC –

International Accounting

Standards Committee). More

broadly, IFRSs refers to the entire

body of IASB pronouncements,

including standards and interpreta-

tions approved by IASB and IASs

and SIC interpretations approved

by the predecessor International

Accounting Standards Committee. 

IFRS for EU Companies
At the moment, separate and in

some cases, radically different

national accounting standards pre-

vail. Currently, only Austria,

Belgium, Finland and Germany

allow their listed companies to

report under IAS instead of

national standards. But even these

companies must meet strict criteria

before opting for IAS alone.

From 2005, all listed compa-

nies (listed on an EU regulated

Stock Exchange) across the

European Union will have to pre-

pare their consolidated financial

statements based upon

International Financial Reporting

Standards (IFRS). They will no

longer be able to produce accounts

based upon local GAAP. The

requirement to adopt IFRS applies

only to those companies that are

active direct participants in the

capital market — in other words

those that have securities that are

publicly traded on recognized

stock markets. There are estimated

to be about 7,000 such companies.

Listed companies cannot pick and

choose which standards to adopt,

they must adopt all IFRS. Non

adoption of IFRS by listed compa-

nies could lead to delisting from

the stock exchange. For unlisted

companies, while an option to

comply with IFRS exists there is no

compulsion to do so. 

Change over to IFRS by EU

and all other countries that use

IFRS will require the following:
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From 2005, all listed companies (listed on an EU regulated
Stock Exchange) across the European Union will have to pre-
pare their consolidated financial statements based upon
International Financial Reporting Standards (IFRSs). They will
no longer be able to produce accounts based upon local GAAP.

The time frame for IFRS related reporting would look like this:
1 Jan 2004 – Beginning of IFRS record keeping. Opening position for

2004 comparatives.

1 Jan 2005 – IFRS Accounting year changeover date begins

30 June 2005 – First half year Interim Financial report under IFRS to be

published by 30th Aug 2005

31 Dec 2005 – First published annual Financial report under IFRS to be

published by 30th April 2006
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➤ Early in 2004 - companies will

need to understand the IAS

impact across all their business

systems.

➤ Implement changes so that com-

paratives for 2004 can be

drafted. This will include dual

accounting internally for 2004

and externally for 2005. 

➤ The next step will come up in

2005/06 when the full impact of

standards, some of which are

still under discussion, becomes

mandatory.

Reconciliations will continue to be

important since they are critical in

order to make certain that data is

consistent and accurate. It will be

necessary for companies to present

reconciliation between current

GAAP and IAS accounts in order to

explain how the reported perfor-

mance has changed under the new

regime.

IFRS for US Companies
The IFRS per se is not applica-

ble for companies in the United

States of America. But there could

be an implication for US compa-

nies in certain situations. The pos-

sible situations wherein an US

Company would be required to use

the IFRS would be when:

1. US Company which is

Subsidiary of an International

Parent: If a company that is head-

quartered outside US and that

reports on an IFRS basis and has

shares publicly traded on a

European exchange has a sub-

sidiary in the USA, the subsidiary

will have to prepare IFRS informa-

tion for inclusion in the parent’s

consolidated financial statements.

In some situations a US company’s

financial statements previously

may not have been consolidated

because its parent’s local version of

GAAP did not require it, but that is

not so under IFRS.

Consolidated IFRS financial

statements must be prepared using

uniform accounting policies, so the

subsidiary’s accounting policies

must conform to its parent’s for like

transactions and other similar

events.

2. US Company which has

Subsidiaries outside USA/in EU:

In a US headquartered corporation,

which has subsidiaries that are pub-

licly listed in the EU that

must comply with IFRS

beginning January 1,

2005 the following could

be the implication:

EU subsidiaries will sub-

mit IFRS statements to the

parent, which may have to

convert them to US GAAP

for inclusion in its consoli-

dated financial statements.

Accountants at the US par-

ent company should be aware of

IFRS reporting requirements and

identify and resolve any financial

reporting issues related to its consol-

idated financial statements. 

To ensure their counterparts at

subsidiaries are following IFRS

reporting requirements, practition-

ers at the parent company should

coordinate subsidiaries’ reporting

activities. 

3.  US Company having foreign

operations: In what could be a

trend in the near future, once IFRS

reporting requirements becomes

fully operational, US entities that

have or are seeking to establish

operations in other countries now

may be required by local regulators

or lenders to prepare IFRS-compli-

ant statements. 

Examples could be: (a) A US

company issuing debt or equity in a

foreign capital market may be

required to prepare IFRS state-

ments (b) A US company may be

required by the local government,

tax or banking regulator to provide

IFRS statements. (c) A US compa-

ny’s foreign customers, vendors or

lessors may require IFRS state-

ments.  (d) A US company acquired

by a foreign business may be

required to provide IFRS state-

ments to the acquirer or a govern-

ment regulator.

4.  US Company that has a for-

eign Investor: Another scenario

when a US company would need to

report under IFRS could be, if a

publicly traded EU company owns

20% to 50% of the US company

and previously accounted for its

investment using a form of equity

accounting under its local GAAP,

and now will be required, begin-

ning in 2005, to report under IFRS.

The fact is that many countries
outside EU are already moving to
IAS. In addition to the EU mem-
ber states, over 70 countries cur-
rently permit or require the use of
IFRS by some or all of their
domestic listed companies or
have announced plans to do so.
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Consequently, the US company

will have to prepare IFRS informa-

tion for purposes of its investor’s

equity accounting. (Cost account-

ing applies to ownership stakes

smaller than 20%; equity account-

ing is used for investments greater

than 20% but not more than 50%;

and ownership of more than 50%

constitutes control, making the

owned entity a subsidiary of its par-

ent.)

There also may be cases where

the foreign parent of a US company

has an investor that is required to

comply with IFRS. For example,

let’s assume that an Indian com-

pany is the sole owner of a US sub-

sidiary. The Indian parent company

reports its consolidated financial

statements using local GAAP,

while the subsidiary uses US

GAAP for its local reporting. Let’s

further assume that a publicly

traded investor based in Spain owns

20% to 50%, inclusive, of the

Indian company. Because that

investor will have to file IFRS state-

ments beginning January 1, 2005, it

will need IFRS information to

account for its investment in the

Indian company. Therefore, in

order to apply the equity method of

accounting in the Spanish

investor’s IFRS statements, the

Indian company and its US sub-

sidiary both would have to prepare

IFRS-based information.

Another form of investment—

joint ventures—also may have to be

accounted for on an IFRS basis if it

involves a foreign partner.

IFRS for other countries
The fact is that many countries out-

side EU are already moving to IAS.

In addition to the EU member

states, over 70 countries currently

permit or require the use of IFRS by

some or all of their domestic listed

companies or have announced

plans to do so. 

Australia and New Zealand has

already re-modeled many (almost

all) of its standards on IAS.

Singapore is now adopting them.

When Europe moves to IAS, it will

be far more difficult for others to

abstain. 

IFRS Implementation 
A changeover to IAS raises

important issues for regulators,

governments, companies and other

parties. It is clear that in future all

these groups must contribute to the

new International Accounting

Standards Board and be very active

in the process of testing proposed

standards against the circum-

stances in individual territories.

The potential issues in IFRS imple-

mentation would be:

➤ Resolving Sovereignty issues:

Falling in line with IAS / IFRS

would mean amending or relin-

quishing national accounting

principles. There can be cases of

unresolved issues that are spe-

cific to a particular country and

the nature of business therein

that requires a particular princi-

ple that needs to be adopted. 

➤ The above also raises the ques-

tion of ‘Enforcement’. At the

moment, there is no clearly

defined path to promote under-

standing of IAS among national

regulators. There are no rules set

forth for the enforcement and it

could be a puzzle for the regula-

tors.

➤ In the context of EU, the

Commission’s IAS mandate is,

at present, only a proposal, and

cannot take effect until consid-

ered by the EU’s Council of

Ministers and the European

Parliament. It is they who must

adopt the EC’s regulation, in the

knowledge that it will apply

directly to their own countries.

However, it is unlikely that the

EC would have issued a draft

regulation without widespread

support from national represen-

tatives.

What all this means?
If the convergence of accounting

standards across countries to IFRS

becomes a reality in the near future,

we have a scenario of achieving the

global set of standards. Indications

are that we are moving towards

the same. Only time will tell as to

what would happen. From the

above discussion we can sum-

marise as follows:

All the EU countries and most

of the other countries will either be

using IFRS or would have their
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There are clear strategic ben-
efits to using one language for
financial reporting. A single
global set of standards
removes the expense of pro-
ducing two or more sets of
accounts for different markets
and makes cross-border com-
parisons of financial data
valid and usable.
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national standards converged to

IFRS. We also have the US GAAP

which does have its share of differ-

ences with IFRS. Essentially we

would be looking at two set of

Financial reporting languages. The

IFRS and the US Gaap.

US GAAP & IFRS

Principles vs. Rules
In US, the legalistic and litigious

nature of the business environment

has led to a style of accounting stan-

dards and supporting guidance that

is rule-driven. A rule for almost

every circumstance. Even when the

standard is written in terms of broad

principles, interpretations are writ-

ten that have the effect of fencing in

the principles with rules. Some of

the problems at Enron and else-

where seem to have unleashed a

strong sentiment that there has been

an over-reliance on meeting the let-

ter of the standards whilst ignoring

their intention. Critics of this

approach say that if standards are

written as rules, they are easier to

circumvent. Put another way, there

is no accounting rule that a clever

accountant cannot beat!

The other tradition seen in

Australia, Canada, New Zealand,

the UK and IASB (and IASC) – is

often described as principle-based

standard-setting. Writing principle-

based standards is not easy. You

have to decide what the over-arch-

ing principles should be and how the

Board’s intentions flow from those

principles. In theory, if the principle

of a standard is appropriate and

stated clearly, it should be near

impossible to circumvent. There is

still a need for some detail and appli-

cation guidance, but this additional

material should always be read in the

context of the general principle.

Convergence & way ahead
In October 2002, the FASB and

the International Accounting

Standards Board (IASB)

announced the issuance of a memo-

randum of understanding

(“Norwalk Agreement”), marking

a significant

step toward

formalizing

their commit-

ment to the

convergence

of US and

international accounting standards.

The FASB has undertaken the

following six key initiatives to fur-

ther the goal of convergence of US

GAAP with International Financial

Reporting Standards (IFRS):

1. Joint projects being conducted

with the IASB in the areas of

Revenue Recognition, Business

Combinations and Financial

Performance Reporting by

Business Enterprises.

2. The short-term convergence

project

3. Liaison IASB member on site

at the FASB offices. 

4. FASB monitoring of IASB pro-

jects. 

5. The convergence research project.

6. Explicit consideration of con-

vergence potential in all Board

agenda decisions.

As a result of these and other ini-

tiatives, the FASB expects to make

significant progress toward interna-

tional convergence in the next few

years. However, because of the vol-

ume of differences and the complex

nature of some issues, the FASB

anticipates that many differences

between US and international stan-

dards will persist well beyond 2005.

There are clear strategic bene-

fits to using one language for finan-

cial reporting. A single global set of

standards removes the expense of

producing two or more sets of

accounts for different markets and

makes cross-border comparisons of

financial data valid and usable.

That, in turn, would permit compa-

nies to compete more effectively for

funds in the world’s capital markets.

Today the accounting world feels

that IAS should be that common

language, as it is the only set of stan-

dards that has been prepared

through wide international consul-

tation.

While a great many non-US

companies register securities with

SEC, currently less than 50 of these

registrants use IFRS for their pri-

mary financial statements. This

will change in 2005 and it is

expected that as many as five hun-

dred of those filings with SEC will

be using IFRS.

By 2005, the number of listed

companies in full compliance with

IAS will have grown exponentially.

And when many of the largest multi-

nationals in the Asia Pacific and all

of Europe’s big multinationals are

complying with IAS, ignoring these

standards simply won’t be an option

- analysts, investors, stakeholders

and companies everywhere will

need to understand them. 
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The IFRS per se is not
applicable for compa-
nies in the United
States of America. But
there could be an impli-
cation for US compa-
nies in certain situa-
tions.
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DEVELOPMENT OF STANDARDS
The history of international accounting standards really began in 1966 with proposal to establish an International

Study Group comprising ICAEW, AICPA and CICA. In February 1967 this resulted in foundation of Accountants

International Study Group (AISG), which began to publish papers on important topics every few months and cre-

ated an appetite for change. Many of these papers led the way for standards that followed, when in March 1973 it

was finally agreed to establish an international body writing accounting standards for international use.

In June 1973 the International Accounting Standards Committee (IASC) came into existence with the stated

intent that new international standards it released must ‘be capable of rapid acceptance and implementation

world-wide’. IASC survived for 27 years until 2001 when the organisation was renamed as International

Accounting Standards Board (IASB).

International Accounting Standards
Between 1973 and 2001, the International Accounting Standards Committee (IASC) released International

Accounting Standards. Between 1997 and 1999, the IASC restructured their organization, which resulted in

formation of International Accounting Standards Board (IASB). These changes came into effect on 1st April

2001. Subsequently IASB made a statement about current and future standards: IASB publishes its Standards

in a series of pronouncements called International Financial Reporting Standards (IFRS). It has also adopted

the body of Standards issued by the Board of the International Accounting Standards Committee. Those pro-

nouncements continue to be designated “International Accounting Standards” (IAS).

The IASB approved IASB Resolution on IASC Standards at their meeting in April 2001, which confirmed the

status of all IASC Standards and SIC Interpretations in effect as of 1 April 2001.

International Financial Reporting Standards
On its formation in April 2001 the IASB announced that the IASC Foundation Trustees agreed that accounting

standards issued by IASB would be designated “International Financial Reporting Standards” in a statement

dated 23rd April 2001.

On May 23rd 2002, IASB issued a press release announcing publication of the Preface to International Financial

Reporting Standards which Sir David Tweedie, the then IASB Chairman, said provided ‘a brief description of the

purpose and function of the main structures of the new arrangements for setting global standards’. The first IFRS

was published in June 2003 (IFRS 1, First-time Adoption of International Financial Reporting Standards).

Europe / Central Asia Americas Asia- Africa / 

Pacific Middle East

Requires Armenia, Austria, Bangladesh, Belgium, Bahamas, Barbados Australia Egypt

IFRS Bulgaria Croatia, Cyprus, Czech Republic, Costa Rica, Dominican Brunei Jordan

Denmark, Estonia, Finland, France, Georgia, Republic, Ecuador, Guyana Nepal Kenya

Germany, Greece, Hungary, Ireland, Italy, Haiti, Honduras Singapore Kuwait

Kyrgystan, Latvia, Lithuania, Luxembourg, Jamaica, Panama Taiwan Malawi

Macedonia, Malta, Netherlands, Norway, Papua New Guinea Mauritius

Portugal, Romania, Russia, Slovakia, Peru, Trinidad & Tobago Oman, Tunisia

Slovenia, Spain, Sweden, Switzerland, 

Tajikistan, Ukraine, United Kingdom

Conver- Moldova Argentina, Brazil, New Zealand Iran

ging with Uzbekistan Canada China / Hong Kong Israel

IFRS Cayman Islands India, Indonesia Pakistan

Chile, Guatemala Japan, South Korea South Africa

Mexico, Uruguay Malaysia Zimbabwe

Venezuela Philippines

United States Thailand

COUNTRIES THAT USE IFRS AND ARE CONVERGING


