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The Next Big Change – Ind AS…

In the current form, Ind AS is expected to bring 
in a plethora of key changes and align the financial 
reporting framework in India to global best  
practices. Further, while finalising the Ind AS, the 
Indian standard setters have examined individual 
IFRS and modified the requirements, wherever 
necessary, to suit Indian requirements. This 

Finance Minister Mr. Arun Jaitley in his budget speech on 10th July, 2014 emphasised on the ‘urgent 
need to converge Indian Accounting Standards (‘Ind AS’) with the International Financial Reporting 
Standards (IFRS).’ This has prompted many professionals, regulators and standard setters to go back 
to the drawing board and reassess many aspects like the education system, extent of convergence 
with IFRS, etc. But the most worried is Corporate India, as there are many questions that need to 
be clarified, analysts who need to be educated, transition provisions that need to be understood, 
IT capabilities that need to be redesigned, implication on taxes that need to be dealt with, etc. 
Irrespective of the worries, uncertainties and questions, Ind AS is a reality and Indian regulators 
seem to be serious about their intention of enhancing international acceptability, investor protection 
and corporate governance. The Companies Act, 2013, being the first step in this journey. Read on…

CA. Amit Somani
(The author is a member of the 
Institute. He can be reached at 
asomani.personal@gmail.com.)
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has resulted in differences between Ind AS and 
equivalent requirements under IFRS (referred to as 
‘carve outs’).

ICAI and Convergence
Recently, the Institute of Chartered Accountants 
of India submitted a roadmap for convergence of 
accounting standards to the Ministry of Corporate 
Affairs. The Finance Minister’s suggestions were in 
line with the recommendation given by the ICAI. As 
per the said roadmap:
a) Two sets of accounting standards:

a. Ind AS (converged with IFRS)
b. Existing notified accounting standards (AS)

b) Ind AS would be applicable for the preparation 
of consolidated financial statements (CFS) for 
financial years beginning on or after 1st April 
2016 along with comparatives for years ended  
31st March, 2016 or thereafter for:
a. Listed companies or companies which are  

in the process of listing on any stock 
exchange in India or outside India;

b. Companies not covered in (a) above, having 
a net worth in excess of R5 billion; and 

c. Holding, subsidiary, joint venture or 
associates of companies covered under (a) 
or (b) above

c) Other companies would have an option to adopt 
Ind AS. However, once adopted,such companies     
would    have   to  follow Ind AS even if  
they do not meet the eligibility criteria mentioned 
above.

d) AS should be applied for preparing individual 
financial statements of companies preparing CFS 
and for classes of companies not specified. 

e) Net worth – should be calculated as per the 
standalone audited balance sheet of the company 
as at 31st March, 2014.

f ) Net worth should be equal to the paid up share 
capital plus reserves and surplus less revaluation 
reserve. 

g) Option to voluntarily adopt Ind AS is available – 
which is irrevocable.

In his message in the August 2014 issue of the 
journal, the ICAI President, on behalf of Indian 
accountancy profession, has rightly welcomed 
the Finance Minister’s big bang announcement  
regarding implementation of Ind AS. The Finance 
Minister has proposed that the new Indian 
Accounting Standards (Ind AS) converged with 
IFRS shall be adopted by the Indian Companies  
from the financial year 2015-16 voluntarily and  
from the financial year 2016-17 on mandatory  
basis. 

To enable companies to voluntarily use Ind AS 
converged with IFRS from 2015-16, ICAI is ready 
with updated Ind AS corresponding to IFRS. “We 
feel that to reap the advantage of convergence, 
the latest IFRS should be used for the purpose 
of formulation of Ind AS as already done by the  
ICAI,” the ICAI President said.

The ICAI has always propagated the need 
to converge with IFRS at the earliest, to bring 
the financial reporting practices of the Indian  
corporates at par with the global standards. 
This would also enable India to fulfill its G-20 
commitments in this regard. Globally, more than  
130 countries have switched to IFRS. 

To allay any fears in this regard, the ICAI 
has also effectively communicated to IASB the 
Indian concerns relating to the Industry and other 
stakeholders, and IASB has already revised certain 
IFRS such as on ‘Agriculture’ to address India’s 
concerns. 

In the context of the above developments, this 
article has noted a few practical insights on the 
transition to Ind AS and what we believe should be 
the next steps for an effective and efficient way to 
adapt to Ind AS. Additionally, this article provides a 
brief insight into the differences between Ind AS and 
current accounting practices in select key financial 
statement captions.

1) Regulatory Constraints
 The Ministry of Corporate Affairs (MCA) may 

consider setting up a central accounting and 
advisory body constituting eminent personalities 
from Corporate India, Academicians and  
leaders in accounting to advise the government 
as well as companies on the nuances of Ind AS. 
Such a body should be made responsible for the 
following:
a) Provide guidance on the transition and 

implementation of Ind AS;

Recently, the Institute of Chartered Accountants 
of India submitted a roadmap for convergence of 

accounting standards to the Ministry of Corporate 
Affairs. The Finance Minister’s suggestions were in 

line with the recommendation given by the ICAI.
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b) Provide a separate roadmap for banks, 
NBFCs and insurance companies;

c) Identify, document and provide a basis for 
the deviations between Ind AS and IFRS;

d) To be in constant touch with Corporate 
India and be proactive to encourage new 
accounting pronouncements that Indian 
companies could adopt;

e) Liaise with other regulatory bodies like 
Income Tax authorities, the Reserve Bank 
of India and other bodies to ensure how Ind 
AS could be widely accepted.

 Such a body should be independent of 
Industry and Ministry so that it can function 
effectively to discharge its responsibilities in 
a timely manner. 

2) Refresh the Current Version of Ind AS
 Authorities need to ensure that the previously 

issued Ind AS are updated for subsequent 
changes in the underlying IFRS itself. This is also 
an opportunity for the regulators to reduce the 
deviations from IFRS (carve-outs), and ensure 
that the convergence delivers the intended 
benefits for all stakeholders. One such example 
would be IFRS 15 – Revenue from contracts 
entered into with customers. The standard, if 
implemented in India in its existing form would 
have a significant impact on how companies 
account for revenue from transactions entered 
into with customers. Hence, by moving forward 
with the implementation, India can play a 
significant role in the accounting standard setting 
globally.

3) Special Provisions for Listed Companies
 In the past, the Securities Exchange Board of 

India (SEBI) had allowed listed companies to 
publish quarterly results in IFRS instead of 
Indian Accounting Standards. This proved  
highly beneficial for companies that were also 

listed on stock exchanges outside India to  
follow IFRS in India for their quarterly results. 
However, with Ind AS coming there, it seems  
that such beneficial provisions could be 
withdrawn, which would mean that companies 
listed in India and overseas, would need to  
follow IFRS for their global listing, Ind AS for 
India listing results and Indian GAAP for their 
standalone accounts. This could drastically 
increase the cost of compliance for such 
companies. Hence, Indian regulators need to 
provide an option for overseas and locally listed 
companies to continue to follow IFRS.

4) Pan-India Convergence
 The current roadmap suggested by the ICAI 

would require only listed companies and other 
companies with a net worth in excess of R 5 billion 
to adopt Ind AS. All other companies would be 
required to follow the existing AS. This would not 
help investors make a meaningful performance 
of two or more comparable companies. 

 It is important that the regulatory authorities 
develop a phased implementation road-map 
which would require companies across India 
to adopt Ind AS over a period of time, thereby 
ensuring harmony in the manner in which these 
companies are perceived by the existing and 
potential investors.

5) Training
 Ind AS is expected to bring in various significant 

changes across key areas such as revenue 
recognition, business combinations, fixed 
assets, income taxes, share based payments and 
many other areas. These are complex matters 
which require adequate technical knowledge 
and practical experience to be applied in the 
process of both preparing and auditing financial 
statements. The interpretations and guidance 
under internationally accepted accounting 
principles such as US GAAP, IFRS, are extensive 
and therefore can be extremely useful in building 
case studies/modules to explain the principles of 
Ind AS, to the extent applicable. Consequently, 
to ensure that the professional accounting  
fraternity embraces the converged AS in its 
right spirit, it is important that the existing 
professionals undergo a series of both classroom 
and online trainings so as to understand the 
concepts and principles of Ind AS. 

6) Transition Provisions
 In their current form, Ind AS is expected to 

With Ind AS coming, it would mean that companies 
listed in India and overseas would need to follow 
IFRS for their global listing, Ind AS for India listing 

results and Indian GAAP for their standalone 
accounts. This could drastically increase the cost 
of compliance for such companies. Hence, Indian 
regulators need to provide an option for overseas 
and locally listed companies to continue to follow 

IFRS.
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bring in several key changes with respect to 
the financial reporting framework under which 
companies would be required to follow while 
preparing and presenting financial statements. 
Considering that the Government is proposing 
a converged IFRS, it is important that the  
IFRS are reviewed in detail together with 
the potential impact of such Ind AS on key  
industries in India. This study should be aimed 
at identifying the modifications to be carried  
out to the Ind AS, to ensure that the final 
standards do not contain ambiguous provisions 
which are capable of being interpreted in  
more than one way, that would dilute one of  
the most important objectives of moving to Ind 
AS. 

        As discussed earlier, companies would 
be required to transition from the current AS 
to Ind AS shortly. First time adopters would 
be required to apply some of the transition 
provisions retrospectively. However, some of 
the retrospective transition provisions have 
been relaxed, some of these are mandatory  
relaxations while the others are optional. It has  
to be noted that companies adopting Ind AS 
would also have to disclose comparatives under 
Ind AS. 

 The companies need to draw up a road map 
and evaluate the transition provisions in details 
including decisions to avail exemptions provided 
by Ind AS 101, First Time adopters of Indian 
Accounting Standards. Similarly, the companies 
need to invest in processes and systems which 
can extract information for the purpose of 
including Ind AS related disclosures in the 
financial statements. To achieve this objective, 
companies need to take an early step towards 
this, considering that the information for the 
comparative period and transition date balance 
sheet also need to be included in the financial 
statements. 

7) Revenue Recognition
 Under current principles, apart from the general 

criteria, revenue is recognised either on the 
transfer of property in the goods or transfer 
of significant risk and rewards of ownership. 
Under Ind AS, revenue is recognised only on 
the transfer of significant risks and rewards 
associated with the ownership of the goods 
including a consideration whether effective 
control over the goods has been transferred.  

This could lead to a timing difference between 
revenue recognition under AS and Ind AS. 
For example, in a transaction where goods are  
sold on Free on Board (FoB) terms, revenue 
recognition under AS would be triggered 
as soon as the goods have been shipped.  
However, in cases where the buyer cannot take 
delivery of the goods until they receive the 
documents of title to goods from the seller,  
revenue recognition would have to be deferred 
under Ind AS till such time effective control  
over the goods has been transferred to the  
buyer.

 Multiple element arrangements refer to 
contracts where the company is rendering 
more than one service or selling more than 
one product or any other combination thereof. 
Currently, there is no specific guidance under 
AS on multiple element transactions. In practice, 
most companies currently account for such 
arrangements based on the legal form of that 
transaction and based on prices stated in the 
contract for individual deliverables. Under Ind 
AS, when an arrangement includes more than 
one component, it is necessary to account for 
the revenue attributable to each component 
separately. Even though Ind AS does not  
provide specific guidance for identification 
of separate components, separation may be 
considered if the conditions mentioned below 
are met:
•	 The	component	has	stand-alone	value	to	the	

customer (for example, if the component is 
sold on a standalone basis by any vendor or 
the customer could resell it); and

•	 The	 fair	 value	 of	 the	 component	 can	 be	
measured reliably.

 Separation of different components is  
particularly relevant when revenues are 
recognised for different components at different 
points of time.
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Ind AS is expected to bring in several key changes 
in the area of revenue recognition. It is important 

that companies analyse the contracts entered into 
by them to understand what implications these 

would have on revenue recognition under Ind AS. 
Companies would also need to rethink on the manner 

in which they structure their contracts to overcome 
challenges posed by Ind AS.
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 Ind AS has explicit guidance which provides 
for linking transactions when the individual 
transactions have no commercial meaning on 
their own, and occurrence of one is dependent 
on the occurrence of the other. In such cases,  
the transactions are evaluated on a combined 
basis.

 Under current practice, cash discounts and 
certain customer incentives are often reported 
as a separate expenditure in the profit and loss 
account. Further, in certain cases, discounts 
and incentives are recorded only when specified 
thresholds are met. Under Ind AS, revenue is 
measured at the fair value of the consideration 
received or receivable taking into account the 
amount of any trade discounts and volume  
rebates allowed by the company. Hence, 
companies would have to recognise revenue net 
of any such discount or incentive given to the 
customers.

 Currently, there is no specific guidance on 
accounting for award credits and loyalty point 
programmes (for example, by airlines, hotels or 
retailers). In the absence of guidance, practice in 
this area varies. For example, certain companies 
may make a provision towards redemption  
of the award credits based on the actual costs 
that will be incurred to honour the award 
credits. Under Ind AS, award credits and 
other loyalty programmes are considered as 
a separate component of the sale transaction. 
Under this approach, the fair value of the award 
credits/points is separated from the initial sale 
and deferred based on such fair values. Such  
deferred income is recognised subsequently 
when the award credits/points are utilised.

 As can be seen above, Ind AS is expected to bring 
in several key changes in the area of revenue 
recognition. It is important that companies 
analyse the contracts entered into by them to 

understand what implications these would 
have on revenue recognition under Ind AS. 
Companies would also need to rethink on the 
manner in which they structure their contracts 
to overcome challenges posed by Ind AS.

8) Business Combination
 Current principles on accounting for 

‘amalgamations’ address the accounting for 
the merger of two companies to form a new  
company, or the merger of one company 
into another. Separate principles govern the 
accounting for acquisition of a group of assets 
that constitute a ‘business’ and for acquisition of 
a subsidiary.

 Ind AS provides consistent guidance for all 
‘business combination’ transactions. The term 
‘business combination’ is a broader term than 
‘amalgamation’. A business combination is 
defined as a transaction in which an acquirer 
obtains control of one or more businesses. 
For this purpose, a business is defined as an 
integrated set of activities and assets that are 
capable of being conducted and managed to 
provide a return to investors by way of dividends, 
lower costs or other economic benefits. 
Goodwill is recognised only when there is a 
business combination. Accordingly, a purchase 
of assets not constituting a business does not 
lead to recognition of goodwill. Determination 
of whether the acquired company or group of 
assets constitutes a business is an area involving 
judgment.

 Ind AS requires all business combinations 
(mergers, acquisition of subsidiaries, acquisition 
of a group of assets that constitute a business) to 
be accounted as per the acquisition method of 
accounting, irrespective of their legal form. 

 The application of the acquisition method 
requires that the identifiable net assets of 
the acquired company would be recorded in 
the acquirer’s books at fair values as on the 
acquisition date. Consideration paid for the 
business combination is also measured at fair 
value and any excess consideration paid over 
the fair value of the identifiable net assets is 
recorded as goodwill. Where the fair value of 
the identifiable net assets is greater than the fair 
value of the consideration, the gain is recorded as 
capital reserve.

 Ind AS includes extensive guidance on the fair 
valuation of the identifiable net assets and 
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and identify assets and liabilities being taken over, 
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specifically requires the identification and 
valuation of intangible assets of the acquired 
company such as brands, trademarks, customer 
contracts, order backlogs and favourable lease 
contracts. Under current principles, such 
intangible assets are seldom recorded, while 
recording acquisitions.

 Under current practice, acquisition or merger 
schemes are often accounted using an ‘effective 
date’ of accounting for the acquisition. Under 
Ind AS, the acquisition date is defined as the  
date when control over the company or  
business is obtained. This date cannot be 
designated. The results of the acquired  
company are included in the financial  
statements of the acquirer only from this 
acquisition date.

 Under current practice, goodwill arising on 
amalgamations needs to be amortised over 
a period not exceeding five years, unless a 
somewhat longer period can be justified. 
Goodwill arising on consolidation or on 
acquisition of a group of assets is either tested 
for impairment or amortised over a determined 
period. Under Ind AS, goodwill is not  
amortised but tested for impairment, at least 
annually.

 It is believed that once companies adopt Ind 
AS, a large number of transactions which were  
earlier carried out in the form of an asset 
acquisition would now become a business 
combination. The key implications of this 
would be that companies would be required to  
carry out a fair valuation exercise and identify 
assets and liabilities being taken over, including 
goodwill or reserves, if any. Such transactions 
could be seen very differently by analysts 
when compared to an asset acquisition. Hence 
it is important that companies revisit and  
reformulate their acquisition strategies after 

having learnt the accounting consequences of 
entering into such transactions.

9) Others
 In addition to the above, the reader needs to  

consider the differences between Ind AS and 
current accounting practices in respect of the 
following:
•	 Presentation	of	financial	statements
•	 Consolidation
•	 Common	control	transactions
•	 Foreign	currency	translation
•	 Employee	benefits
•	 Share	based	payments
•	 Income	taxes
•	 Accounting	policies,	changes	in	accounting	

estimates, errors and events occurring after 
the balance sheet date

•	 Operating	segments
•	 Non-current	 assets	 held	 for	 sale	 and	

discontinued operations.
The road ahead to adopt this big change in 

the form of Ind AS is very exigent and companies 
must proactively initiate the processes and systems 
to acclimatise the requirements of the converged 
standards. Additionally, Ind AS is not a “one size  
fits all” tool and, therefore, each organisation will 
have to carefully develop a framework of adopting  
it depending on its business needs. The continuous 
changes in the regulatory environment and 
complexities of business and operations will only 
make life difficult for leaders in the accounting 
and auditing profession. Nonetheless, it will also 
bring along with it a great learning opportunity  
for professionals who believe that the time for you 
to change and be a part of the new wave is NOW! 

The road ahead to adopt this big change in the 
form of Ind AS is very exigent and companies must 
proactively initiate the processes and systems to 

acclimatise the requirements of the converged 
standards. Additionally, Ind AS is not a “one size 

fits all” tool and, therefore, each organisation will 
have to carefully develop framework of adopting it 

depending on its business needs.
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