
The US SEC also recently 
indicated that it will likely re-
lax accounting reconciliation 
standards for firms reporting 
under IAS. 

IAS is also receiving sup-
port from individual com-
panies in countries that have 
not yet adopted the standard. 
More than one hundred com-
panies in China have adopted 
IAS and a number of leading 
Indian companies, Infosys and 
Bharti Tele Ventures among 
them, have voluntarily ad-

opted IAS or 
US GAAP or 
chosen to list 

outside of 
India. Al-

though 
these ac-
tions by 
innovative 
companies 
are to be ap-
plauded, re-
cent academ-
ic research 

suggests that 
absent better 

local en-
forcement 

only some of the 

benefits of adopting IAS or 
US GAAP are likely to be 
realized. Part of this enforce-
ment involves having audi-
tors and oversight agencies 
that are familiar with IAS, 
a goal most effectively reached 
if IAS is the standard for 
a country.

The case for ICAI adopting IAS
Current 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 
switch more in form than sub-
stance. Yet many foreign inves-
tors are not aware that Indian 
accounting standards and IAS 
are practically the same. This 
is one of those rare instances in 
which form is as important as 
substance. Adopting IAS will 
be of tremendous help in 
attracting foreign capi-
tal and thereby 
lowe r ing t h e 
cost of capital to 

I n d i a n 
companies, 

but with lim-
ited changes to these 

companies’ financial re-
porting requirements. In-

dia can reap a huge benefit 
without incurring all the costs 
that will have to be borne by 
countries that have accounting 
standards that differ substan-
tially from IAS. Companies 
reporting fully under IAS will, 
for example, be able to list on 
European exchanges with lit-
tle or no additional accounting 
information and, given recent 
statements by the US SEC, 
also on U.S. exchanges in the 
near future.

Adoption of IAS by ICAI 
will create immense job op-
portunities for Indian char-

tered accountants the world 
over. Already reputed to be 
well trained, Indian chartered 
accountants well versed with 
IAS are more likely to be hired 
by employers and businesses 
worldwide and more account-
ing work be readily outsourced 
to Indian chartered account-
ing firms.

ICAI’s adoption of IAS 
now will enable India to shape 
the standard in the future. Al-
ready there is a proposal that 
Europe, by virtue of having 
adopted IAS first, should have 
more say in setting future IAS. 
If India, too, is an early adopter 
it will have a more legitimate 
claim to shape future IAS. In 
fact, many experts argue that if 
IAS is to be credible as a true 

“international” stan-
dard it will need to 
expand its board to 

include more 
non-European 
and non-

American board 
members. By adopting IAS 
now India will have a strong 
claim on a greatly increased 
role in standards setting. The 
current disarray in the Euro-
pean Union suggests a poten-
tial for an even greater role 
for non-European leadership. 
Once IAS is established as the 
primary global standard it will 
be much more difficult for late 

Accounting standards and the globalisation of 
Indian businesses

F irms are increasingly 
raising capital and at-
tracting major inves-

tors from outside their home 
countries. A handful of firms 
in India are participating in 
this trend, raising capital in 
North American and Euro-
pean markets and attracting 
foreign institutional inves-
tors to India. But India has 
by no means realised its full 
potential with respect to at-
tracting foreign capital. The 
country’s low-cost, high-qual-
ity human resources afford 
Indian companies a unique 
competitive advantage. But to 
fully leverage this advantage 
they need to attract more for-
eign capital from the global 
financial markets.

Accounting standards are 
crucial to effective participa-
tion in the global market. Aca-
demic research has shown that 
foreign investors are attracted 
to firms that use accounting 
standards with which the in-
vestor is familiar. Foreign in-
vestors evaluating Indian com-
panies as investment choices 
are thus likely to exhibit a 
strong preference in this direc-
tion. A broader investor base 
attracted by familiarity with 
indigenous firms’ accounting 
information will lower the 
cost of capital for Indian firms, 
even more so when these firms 
adopt an entire set of account-
ing standards. This is consis-
tent with recent research that 
suggests the cost of capital is 

lowered for firms that adopt 
international accounting stan-
dards (IAS)*.

Accounting standards 
around the world are converg-
ing. This had been occurring 
slowly, but the process has 
speeded up dramatically over 
the last few years in response 
to the European Union’s de-
cision to require IAS for all 
firms in its jurisdiction. This 
decision also seems to have 
placed IAS firmly in the driv-
er’s seat as the eventual global 
standard. Canada, Australia, 

and a number of other coun-
tries have announced inten-
tions to adopt IAS. Even the 
United States, which has long 
shown a preference for main-

taining its independent stan-
dards setting body, is evidenc-
ing interest in recognising a 
set of international standards. 
The International Account-
ing Standards Board and U.S. 
Financial Accounting Stan-
dards Board are working to-
gether to harmonise the IAS 
and US GAAP.

That globalisation is a crucial force in the world econ-
omy today is evident in firms’ operations. Companies 
are outsourcing their back office operations and soft-
ware development to India, setting up large manufac-
turing facilities in East Asia, recruiting talented manag-
ers from a global human resource pool, and marketing 
their products the world over. This change in opera-
tions is mirrored by an equally dramatic globalisation 
of financial markets. 
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A broader investor base 
attracted by familiarity 
with indigenous firms’ 
accounting information 
will lower the cost of 
capital for Indian firms, 
even more so when 
these firms adopt an 
entire set of accounting 
standards.

The International Ac-
counting Standards 
Board has created a set 
of standards to provide 
international guidance. 
Originally known as In-
ternational Accounting 
Standards (IAS), more re-
cently created standards 
are referred to as Interna-
tional Financial Reporting 
Standards (IFRS).

*The International Accounting Standards Board has created a set 
of standards to provide international guidance. Originally known 
as International Accounting Standards (IAS), more recently created 
standards are referred to as International Financial Reporting Stan-
dards (IFRS). Throughout this discussion we use IAS to refer to the 
body of standards that includes both IAS and IFRS.



adopting countries to influence 
the standards setting process. 
ICAI needs to take advantage 
of the window of opportunity 
that exists today.

The ICAI is in a unique 
position as it is in charge of 
setting accounting standards, 
training chartered accountants 
who will prepare the state-
ments according to those stan-
dards, and enforcing the adop-
tion of accounting standards as 
part of the attesting function 
of external auditors. In many 
countries these functions are 
split over several different en-
tities, often with incentives 
and institutions that make co-
ordination difficult. Academic 
research having documented 
the importance of the enforce-
ment of accounting standards, 
immense benefits might ac-
crue to India from ICAI’s 
adoption of IAS that other 
countries might find difficult 
to replicate.

India’s adoption of IAS is 
inevitable. When the whole 
world is adopting one lan-
guage it will not be possible to 
hold out for too long. The case 
is clear: India needs foreign 
capital; foreign capital pro-
viders demand IAS. Sooner, 
voluntary adoption by ICAI 
is better than later, mandated 

adoption. Far better that ICAI 
voluntarily adopt IAS than 
be mandated to do so by the 
Ministry of Finance or SEBI. 
Voluntary adoption will af-
ford ICAI more flexibility. 
An analogy might be made 
to the adoption of pollution 
standards by the automobile 
industry in India. If they had 
voluntarily adopted emission 
standards Indian automobile 
manufacturers could have pre-
empted the imposition of Euro 
norms by India’s judiciary.

ICAI’s voluntary adoption 
of IAS would, for exam-
ple, afford it 
the flex-

ibility 
to de-
clare that In-
dia will adopt IAS 
but the ICAI retain the 
power to deviate from the 
standard on rare occasions if a 
different accounting standard 
will suit India’s situation bet-
ter (a similar option has been 
retained within the European 
Union). The ICAI thus retains 
its role in the adoption of ac-
counting standards by Indian 
companies. Of course, care 
must be taken that deviations 
are, indeed, rare and justified 
by the particular situation 

faced by Indian companies.
The ICAI might also use 

the flexibility afforded by vol-

untary adoption to manage the 
transition to IAS in a smooth 

manner. ICAI could mandate, 
for instance, that only 

companies that exceed 
a specified size need 

adopt IAS initially 
and provide smaller 
companies more 

time to make 
the switch.

Conclusion
The ICAI 

finds itself with a rare 
opportunity to shape 

the financial destiny of 
India. It does not need 

governmental approval and 
can act expeditiously on its 
own to adopt IAS. Such adop-
tion could have a huge positive 
impact on the Indian econo-
my by affording more Indian 
companies access to foreign 
capital and lowering the cost 
of capital to Indian companies 
generally. It will also create 
vast opportunities for Indian 
chartered accountants all over 
the world. Finally, it could en-
able India to play a crucial role 
in creating future IAS. 

Will the ICAI rise to this 
challenge? 

ICAI’s voluntary adoption 
of IAS would, for exam-
ple, afford it the flexibility 
to declare that India will 
adopt IAS, but the ICAI 
retain the power to devi-
ate from the standard on 
rare occasions if a differ-
ent accounting standard 
will suit India’s situation 
better (a similar option 
has been retained within 
the European Union).

India’s adoption of IAS 
is inevitable. When the 
whole world is adopting 
one language it will not 
be possible to hold out 
for too long. The case is 
clear: India needs foreign 
capital; foreign capital 
providers demand IAS. 
Sooner, voluntary adop-
tion by ICAI is better than 
later, mandated adoption.


