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First-Time Adoption of Indian Accounting 
Standards: Issues in Implementation

The Union Finance Minister, in his last budget speech, highlighted the need and urgency for India to 
move to Ind AS. He announced that adoption of the Indian Accounting Standards (Ind ASs) will be 
voluntary from 2015-16 and mandatory from 2016-17. To meet this objective, the National Advisory 
Committee on Accounting Standards (NACAS) has already been reconstituted by the Ministry of 
Corporate Affairs (MCA) of the Government of India, vide its notification dated 18th September, 
2014. It is expected that all the converged Ind ASs will be in place by December 2014. The author in 
his article gives a lucid analysis and insight into the issues arising out of first-time implementation 
of the Indian Accounting Standards and the way-forward, while focusing on the requirements of the 
Ind AS 101 and highlighting the challenges in meeting the same. Read on…

CA. Sanjeev Singhal 
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of India has already reconstituted the National 
Advisory Committee on Accounting Standards 
(NACAS), vide its notification dated 18th September, 
2014. All the converged Accounting Standards are 
expected to be in place by December 2014.

However, success in the implementation of Ind 
ASs depends on the availability of adequate tools 
and resources and the development of expertise by 
professionals as well as a considerable investment of 
time and money on part of the management. 

Ind AS 101 on First-Time Adoption of 
Indian Accounting Standards 
The Institute of Chartered Accountants of India 
(ICAI) recently issued an exposure draft of the  

The Union Finance Minister Shri Arun Jaitley, in his 
last budget speech, highlighted the need and urgency 
for India to move to Ind AS. He announced that 
adoption of the Indian Accounting Standards (Ind 
ASs) will be voluntary from 2015-16 and mandatory 
from 2016-17. To meet that objective, the Ministry 
of Corporate Affairs (MCA) of the Government 
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Ind AS 101 (Revised), which deals with the  
first-time adoption of Ind ASs. The primary  
objective of this Ind AS is to provide a suitable 
starting point for accounting in accordance with the 
Ind ASs.

First-time adoption has its own challenges. One 
has to undergo the exercise for making the opening 
Ind AS balance sheet on the date of transition. This 
is the starting point for adoption of the Ind ASs. For 
this purpose, an entity should, in its opening Ind AS 
Balance Sheet:

(a) recognise all assets and liabilities whose 
recognition is required by Ind ASs;

(b) not recognise items as assets or liabilities if 
Ind ASs do not permit such recognition;

(c) reclassify items that it recognised in 
accordance with previous GAAP as one type 
of asset, liability or component of equity, 
but are a different type of asset, liability or 
component of equity in accordance with Ind 
ASs; and

(d) apply Ind ASs in measuring all recognised 
assets and liabilities.

It may also be noted, here, that opening balance 
sheet is to be prepared on the date of transition, i.e., 
the beginning of the earliest comparative period 
presented, e.g., if an entity adopts Ind AS from 2016-
17, its date of transition will be 1st April, 2015 and, 
thus, it will be required to prepare its opening Ind 
AS balance sheet on 1st April, 2015.

For making the opening Ind AS balance sheet, 
Ind-AS grants exemptions in certain areas where the 
cost of compliance may exceed the benefits. These 
exemptions are optional and not mandatory. You 
may choose not to avail the exemption, e.g., you may 
not restate your past business combinations that 
have occurred before the date of transition to Ind-
AS. However, if you choose to restate any of your 
past business combinations, you will have to restate 
all your business combinations that have taken place 
on or after that date. An entity, thus, has to evaluate 
all these exemptions and understand the impact 
these will have on its financials in the short run, as 
well as in the long run. 

In the paras that follow, we will discuss briefly the 
voluntary exemptions and mandatory exceptions:

Voluntary Exemptions

S. No. Area Exemption
1. Share-based payment 

transactions
A first-time adopter may choose not to apply Ind AS 102 Share-
based payment to equity instruments that vested before the date 
of transition to Ind ASs. 

2. Insurance Contracts An entity may apply Ind AS 104 Insurance Contracts for annual 
periods beginning on or after date of transition to Ind ASs.

3. Deemed cost in case of PPE, 
intangible assets, investment 
property

Retrospective application of cost model requires an entity 
to measure the carrying amount on the date of transition as 
cost, less any accumulated depreciation and any accumulated 
impairment losses under the cost model in Ind-AS 16.
Ind AS 101 gives an option to an entity to use, instead of cost as 
computed above, one of the following amounts as the deemed 
cost of an item of property, plant and equipment:
a. fair value at the date of transition to Ind-ASs 
b. a revaluation in accordance with previous GAAP if the 

revaluation was, at the date of the revaluation, broadly 
comparable to:
(i) fair value; or
(ii) cost or depreciated cost in accordance with Ind-ASs, 

adjusted to reflect changes in a general or specific price 
index.

c. fair value at the date of an event such as a privatisation or 
initial public offering (available only for PPE).

d. use transition date carrying values (after making necessary 
adjustments in respect of decommissioning liabilities). This 
option is not available under IFRS 1 issued by IASB and, 
hence, is a carve-out, if availed.

821



IFRS Convergence

www.icai.orgTHE CHARTERED ACCOUNTANT    december 201482

S. No. Area Exemption
4. Leases Entities may determine whether arrangements in existence 

on the date of transition to Ind-ASs contain leases (Appendix 
C to Ind AS 17) by applying paragraphs 6-9 of Appendix C 
to Ind-AS 19 to those arrangements on the basis of facts and 
circumstances existing on that date.

5. Cumulative translation 
differences

A first-time adopter may set:
(a) the cumulative translation differences for all foreign 

operations to zero at the date of transition to Ind ASs; and
(b) the gain or loss on a subsequent disposal of any foreign 

operation should exclude translation differences that arose 
before the date of transition to Ind ASs and include later 
translation differences.

6. Investments in subsidiaries, 
joint ventures and associates

If a first-time adopter measures such an investment at cost in 
accordance with Ind AS 27, it can measure that investment at 
one of the following amounts in its separate opening Ind AS 
Balance Sheet:
(a) cost determined in accordance with Ind AS 27; or
(b) deemed cost. 

The deemed cost of such an investment will be its:
(i) fair value at the entity’s date of transition to Ind ASs in its 
separate financial statements; or
(ii) previous GAAP carrying amount at that date.

7. Assets and liabilities of 
subsidiaries, associates and 
joint ventures

If a subsidiary becomes a first-time adopter later than its parent, 
the subsidiary can, in its financial statements, measure its assets 
and liabilities at either:
(a) the carrying amounts that would be included in the parent’s 

consolidated financial statements, based on the parent’s date 
of transition to Ind ASs, if no adjustments were made for 
consolidation procedures and for the effects of the business 
combination in which the parent acquired the subsidiary; or

(b) the carrying amounts required by the rest of this Ind AS, 
based on the subsidiary’s date of transition to Ind ASs. 

A similar election is available to an associate or joint venture 
that becomes a first-time adopter later than an entity that has 
significant influence or joint control over it.
However, if an entity becomes a first-time adopter later than 
its subsidiary (or associate or joint venture) the entity should, 
in its consolidated financial statements, measure the assets 
and liabilities of the subsidiary (or associate or joint venture) 
at the same carrying amounts as in the financial statements of 
the subsidiary (or associate or joint venture), after adjusting for 
consolidation and equity accounting adjustments and for the 
effects of the business combination in which the entity acquired 
the subsidiary. 

8. Compound financial 
instruments

A first-time adopter may elect not to separate a compound 
financial instrument into separate liability and equity 
component if the liability component is no longer outstanding 
at the date of transition to Ind ASs
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S. No. Area Exemption
9. Designation of previously 

recognised financial 
instruments

•	 An	entity	is	permitted	to	designate,	at	the	date	of	transition	to	
Ind ASs, any financial liability as at fair value through profit 
or loss provided the liability meets the criteria in paragraph 
4.2.2 of Ind AS 109 at that date.

•	 An	entity	may	designate	a	financial	asset	as	measured	at	fair	
value through profit or loss in accordance with paragraph 
4.1.5 of Ind AS 109 on the basis of the facts and circumstances 
that exist at the date of transition to Ind ASs.

•	 An	 entity	 may	 designate	 an	 investment	 in	 an	 equity	
instrument as at fair value through other comprehensive 
income in accordance with paragraph 5.7.5 of Ind AS 109 on 
the basis of the facts and circumstances that exist at the date 
of transition to Ind ASs.

10. Fair-value measurement of 
financial assets or financial 
liabilities at initial recognition

An entity may apply the requirements in paragraph B5.1.2A (b) 
of Ind AS 109 prospectively to transactions entered into on or 
after the date of transition to Ind ASs.

11. Decommissioning liabilities 
included in the cost 
of property, plant and 
equipment

Ind AS 16 requires specified changes in a decommissioning, 
restoration or similar liability to be added to or deducted from 
the cost of the asset to which it relates. 
A first-time adopter using this exemption is required to do only 
the following:

a. measure the liability as at the date of transition to Ind-
ASs in accordance with Ind-AS 37;

b. to the extent that the liability is within the scope of 
Appendix A of Ind AS 16, estimate the amount that 
would have been included in the cost of the related asset 
when the liability first arose, by discounting the liability 
to that date using its best estimate of the historical risk-
adjusted discount rate(s) that would have applied for 
that liability over the intervening period; and

c. calculate the accumulated depreciation on that amount, 
as at the date of transition to Ind-ASs, on the basis of the 
current estimate of the useful life of the asset, using the 
depreciation policy adopted by the entity in accordance 
with Ind-ASs.

12. Financial assets or intangible 
assets accounted for in 
accordance with Appendix 
C to Ind AS 115 (Service 
Concession Arrangements)

i) Changes in accounting policies are accounted for in 
accordance with Ind AS 8, i.e., retrospectively.

ii) If, for any particular service arrangement, it is impracticable 
for an operator to apply this Appendix retrospectively at the 
date of transition to Ind ASs, it should:
a. recognise financial assets and intangible assets that 

existed at the date of transition to Ind ASs;
b. use the previous carrying amounts of those financial and 

intangible assets (however previously classified) as their 
carrying amounts as at that date; and

c. test financial and intangible assets recognised at that 
date for impairment, unless this is not practicable, in 
which case the amounts should be tested for impairment 
as at the start of the current period.
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S. No. Area Exemption
13. Extinguishing financial 

liabilities with equity 
instruments

A first-time adopter may apply the Appendix E of Ind AS 109 
Extinguishing Financial Liabilities with Equity Instruments from 
the date of transition to Ind ASs.

14. Severe hyperinflation If an entity has a functional currency that was, or is, the 
currency of a hyperinflationary economy, it should determine 
whether it was subject to severe hyperinflation before the date 
of transition to Ind ASs. 
When an entity’s date of transition to Ind ASs is on, or after, 
the functional currency normalisation date (the date on which 
the currency ceases to be subject to severe hyperinflation), the 
entity may elect to measure all assets and liabilities held before 
the functional currency normalisation date at fair value on the 
date of transition to Ind ASs. The entity may use that fair value 
as the deemed cost of those assets and liabilities in the opening 
Ind AS Balance Sheet.

15. Joint ventures - transition 
from proportionate 
consolidation to the equity 
method

When changing from proportionate consolidation to the equity 
method, an entity should recognise its investment in the joint 
venture at transition date to Ind ASs. That initial investment 
shall be measured as the aggregate of the carrying amounts 
of the assets and liabilities that the entity had previously 
proportionately consolidated, including any goodwill (or the 
allocated share of goodwill, as the case may be) arising on 
acquisition.
The balance of the investment in joint venture at the date of 
transition to Ind ASs, determined in accordance with above 
paragraph is regarded as the deemed cost of the investment at 
initial recognition.

16. Joint operations—transition 
from the equity method to 
accounting for assets and 
liabilities

When changing from the equity method to accounting for 
assets and liabilities in respect of its interest in a joint operation, 
an entity shall, on the date of transition to Ind ASs, de-recognise 
the investment that was previously accounted for using the 
equity method and any other items that formed part of the 
entity’s net investment in the arrangement in accordance with 
paragraph 38 of Ind AS 28 and recognise its share of each of 
the assets and the liabilities in respect of its interest in the joint 
operation, including any goodwill that might have formed part 
of the carrying amount of the investment.

17. Transition provisions in an 
entity’s separate financial 
statements

An entity that, in accordance with paragraph 10 of Ind AS 27, 
was previously accounting in its separate financial statements 
for its interest in a joint operation as an investment at cost or in 
accordance with Ind AS 109 should:
a. derecognise the investment and recognise the assets and the 

liabilities in respect of its interest in the joint operation.
b. provide a reconciliation between the investment derecognised, 

and the assets and liabilities recognised, together with any 
remaining difference adjusted in retained earnings, at the 
date of transition to Ind ASs.
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S. No. Area Exemption
18. Stripping costs in the 

production phase of a surface 
mine

A first-time adopter may apply the Appendix B of Ind AS 16 
Stripping Costs in the Production Phase of a Surface Mine from 
the date of transition to Ind ASs. As at transition date to Ind 
ASs, any previously recognised asset balance that resulted from 
stripping activity undertaken during the production phase 
(‘predecessor stripping asset’) should be reclassified as a part 
of an existing asset to which the stripping activity related, to 
the extent that there remains an identifiable component of the 
ore body with which the predecessor stripping asset can be 
associated. If there is no identifiable component of the ore body 
to which that predecessor stripping asset relates, it should be 
recognised in opening retained earnings at the transition date to 
Ind ASs.

19. Designation of contracts to 
buy or sell a non-financial 
item

Ind AS 109 permits some contracts to buy or sell a non-
financial item to be designated at inception as measured at 
fair value through profit or loss. Despite this requirement an 
entity is permitted to designate, at the date of transition to 
Ind ASs, contracts that already exist on that date as measured 
at fair value through profit or loss but only if they meet the 
requirements of paragraph 2.5 of Ind AS109 at that date and the 
entity designates all similar contracts.

20. Revenue from contracts with 
customers

A first-time adopter may use one or more of the following 
practical expedients when applying Ind AS 115 retrospectively:
(a) for completed contracts, an entity need not restate contracts 

that begin and end within the same annual reporting period;
(b) for completed contracts that have variable consideration, an 

entity may use the transaction price at the date the contract 
was completed rather than estimating variable consideration 
amounts in the comparative reporting periods; and

(c) for all reporting periods presented before the beginning of the 
first Ind AS reporting period, an entity need not disclose the 
amount of the transaction price allocated to the remaining 
performance obligations and an explanation of when the 
entity expects to recognise that amount as revenue.

A first-time adopter is not required to restate contracts that 
were completed before the earliest period presented. 
A completed contract is a contract for which the entity has 
transferred all of the goods or services identified in accordance 
with previous GAAP.

21. Non-current assets held 
for sale and discontinued 
operations

A first time adopter can:
(a) measure such assets or operations at the lower of carrying 

value and fair value less cost to sell at the date of transition to 
Ind ASs in accordance with Ind AS 105; and

(b) recognise directly in retained earnings any difference between 
that amount and the carrying amount of those assets at the 
date of transition to Ind ASs determined under the entity’s 
previous GAAP.

825



IFRS Convergence

www.icai.orgTHE CHARTERED ACCOUNTANT    december 201486

S. No. Area Exemption
22. Exemptions for business 

combinations
A first-time adopter may elect not to apply Ind AS 103 on 
“Business Combinations” retrospectively to past business 
combinations (business combinations that occurred before the 
date of transition to Ind-ASs). 
However, if a first-time adopter restates any business 
combination to comply with Ind-AS 103, it should restate all 
later business combinations and shall also apply Ind-AS 110 
from that same date. 

An entity should not apply these exemptions by 
analogy to other items.

An entity will need to carefully choose the above 
exemptions. It may be noted here that an entity can 
pick and choose from the above list of voluntary 
exemptions.

 
Mandatory Exceptions (From Retrospective 
Application of Other Ind ASs)
Ind AS 101 prohibits the retrospective application  
of the same aspects of other Ind ASs, which are:
a) Estimates: An entity’s estimates in accordance 

with the Ind-ASs at the date of transition to Ind-
ASs should be consistent with estimates made for 
the same date in accordance with the previous 
GAAP (after adjustments to reflect any difference 
in the accounting policies), unless there is an 
objective evidence that those estimates were in 
error.

b) De-recognition of financial assets and 
financial liabilities: A first-time adopter  
should apply the de-recognition requirements 
in Ind AS 109 prospectively for transactions 
occurring on or after the date of transition to 
Ind ASs unless the information needed to apply  
Ind AS 109 to financial assets and financial 
liabilities de-recognised as a result of past 
transactions was obtained at the time of initially 
accounting for those transactions.

c) Hedge accounting: An entity should not reflect 
in its opening Ind AS Balance Sheet a hedging 
relationship of a type that does not qualify 
for hedge accounting in accordance with Ind  
AS 109. However, if an entity designated a 
net position as a hedged item in accordance 
with the previous GAAP, it may designate as a  
hedged item in accordance with the Ind ASs an 
individual item within that net position, or a net 
position if that meets the requirements in the 
paragraph 6.6.1 of Ind AS 109, provided that it 

does so no later than the date of transition to the 
Ind ASs.

 If, before the date of transition to Ind ASs, an 
entity had designated a transaction as a hedge 
but the hedge does not meet the conditions for 
hedge accounting in Ind AS 109, the entity should 
apply paragraphs 6.5.6 and 6.5.7 of Ind AS 109 
to discontinue hedge accounting. Transactions 
entered into before the date of transition to Ind 
ASs should not be retrospectively designated as 
hedges.

d) Non-controlling interests: A first-time adopter 
should apply the following requirements of Ind 
AS 110 prospectively:
i. the requirement that total comprehensive 

income is attributed to the owners of the 
parent and to the non-controlling interests 
even if this results in the non-controlling 
interests having a deficit balance;

ii. the requirements for accounting for 
changes in the parent’s ownership interest 
in a subsidiary that do not result in a loss of 
control; and

iii. the requirements for accounting for a loss 
of control over a subsidiary, and the related 
requirements of paragraph 8A of Ind AS 
105 Non-current Assets Held for Sale and 
Discontinued Operations. However, if a 
first-time adopter elects to apply Ind AS 
103 retrospectively to the past business 
combinations, it should also apply Ind AS 
110 in accordance with the paragraph C1 of 
Ind AS 101.

For making the opening Ind AS balance sheet, 
Ind-AS grants exemptions in certain areas where the 
cost of compliance may exceed the benefits. These 

exemptions are optional and not mandatory.
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e) Classification and measurement of financial 
assets: An entity should assess whether a  
financial asset meets the conditions in paragraph 
4.1.2 or the conditions in paragraph 4.1.2A 
of Ind AS 109 on the basis of the facts and 
circumstances that exist at the date of transition 
to Ind ASs. However, under this requirement, 
some relaxations have been permitted on the 
impracticability grounds.

f ) Impairment of financial assets: At the date 
of transition to Ind ASs, an entity should 
use reasonable and supportable information 
that is available without undue cost or effort 
to determine the credit risk at the date that 
financial instruments were initially recognised 
and compare that to the credit risk at the date of 
transition to Ind ASs.

g) Embedded derivatives: A first-time adopter 
should assess whether an embedded derivative is 
required to be separated from the host contract 
and accounted for as a derivative on the basis of 
the conditions that existed at the later of the date 
it first became a party to the contract and the 
date a reassessment is required by the paragraph 
B4.3.11 of Ind AS 109.

h) Government loans: Except as permitted by 
the paragraph B11 of Ind AS 101, a first-time  
adopter should apply the requirements in 
Ind AS 109 and Ind AS 20 prospectively to 
the government loans existing at the date of 
transition to Ind ASs and should not recognise 
the corresponding benefit of the government 
loan at a below-market rate of interest as a 
government grant. 
However, an entity may apply the requirements 

in Ind AS 109 and Ind AS 20 retrospectively to 
any government loan originated before the date of 
transition to Ind ASs, provided that the information 
needed to do so had been obtained at the time of 
initially accounting for that loan. 

Challenges in First-Time Adoption
An entity, thus, has to evaluate all the aforementioned 
exemptions and understand the impact these will 
have on its financials in both short and long-run. 
Moreover, quite a few new accounting policies 
may require to be adopted. The previous policies 
may need modifications. The basis of judgements 
and estimates will need detailed working and 
understanding. 

Besides, the first-time adoption will have the 
following challenges: 
a) Regrouping/Reclassification: Presently, items 

are regrouped or reclassified to confirm to 
the current year classification without any 
justification being provided in the financial 
statements. Under the Ind AS, in case any 
regrouping or reclassification is done, the same 
needs to be disclosed along with the reasons 
thereof.

b) Industry comparatives: Now with Ind AS, not 
only the basis of quantitative data will change, 
the compiling and collation itself will become 
a major challenge. The comparison of present 
performance on Ind AS basis with the historical 
data prepared on Indian GAAP would be 
challenging.

c) Introduction of fair value concept: A number of 
Ind ASs require that certain assets and liabilities 
have to be measured at their initial recognition 
and also at their subsequent measurement at 
their fair value and not at their cost. There are 
also a number of Standards where an option is 
given to use the fair value method or the cost 
method.

A first-time adopter should apply the de-recognition 
requirements in Ind AS 109 prospectively for 
transactions occurring on or after the date of 
transition to Ind ASs unless the information 

needed to apply Ind AS 109 to financial assets and 
financial liabilities de-recognised as a result of past 

transactions was obtained at the time of initially 
accounting for those transactions.
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d) Introduction of time-value of money concept: 
This concept requires that where the expected 
date of recovery of an asset or payment of a 
liability is deferred, it is recorded at its discounted 
value using an effective rate of interest and not at 
its face value. Some of the assets and liabilities 
where this concept is used are deep discount 
bonds, deferred receivables and payables and 
long term provisions

e) Awareness at board level: Unless and until the 
board of directors themselves understand the Ind 
ASs, the buy in for Ind AS implementation will 
be difficult. Thus, the board needs to be aware 
about the impact Ind AS implementation will 
have on the entity’s financial results, ratios, the 
remuneration packages, distributable surplus, 
etc.

f ) External communications: It is, nowadays, 
necessary for any public-interest entity, to 
regularly communicate in a transparent 
manner with its various stakeholders. To ensure 
continuous growth momentum strong investor 
relations are a prerequisite. The challenge would 
be to educate the stakeholders including analysts 
and lenders, the shareholders and lenders to 
correctly understand and analyse the Ind AS 
statements.

g) Internal changes: Indian Accounting Standards 
will not only cast their shadow on the accounts 
department but influence other departments 
too. There will be new terms, new definitions for 

old terms, different ways of things done hitherto. 
These will entail changes in various internal 
processes and systems. There would also be a 
need to reconfigure accounting software. The 
way the budgets are drawn, the way performance 
is measured, the way performance is rewarded 
will require substantial changes. The MIS also 
has to follow Ind AS and cannot be based on old 
systems. 

h) Accounting policy changes: Indian Accounting 
Standards entail major accounting policy 
changes in the areas like:
(i) Revenue Recognition
(ii) Inventory Valuation: Service Sectors
(iii) Accounting for taxes on income
(iv) Useful life of Intangible asset
(v) Prior period items
(vi) Extraordinary items
(vii) Financial Instruments
(viii) Business Combinations

Way-Forward
The decision to converge the Indian accounting 
standards with the IFRSs will go a long way in 
the history of accountancy profession in India. 
Implementation of the Ind ASs involves challenges, 
but the change management can smoothen 
the process of implementation to some extent.  
Corporate sector needs to identify the day-to-
day development that takes place in the IFRS and  
issues arising thereon. A robust plan along with a 
dedicated team is required to successfully implement 
the Ind ASs. Financial implications also need to 
be considered to ensure a smooth implementation 
of the Ind ASs. Governance and transparency are 
important and the cost associated with them will 
need to be managed. Changes that the existing 
systems would require to get set for transition  
should be analysed for sustainability. Further, a 
timely issuance of Ind ASs corresponding to the new 
and revised IFRSs is required, so that a sufficient 
time to understand the implications of standards  
is available to all the users. 

Moreover, quite a few new accounting policies 
may require to be adopted. The previous policies 

may need modifications. The basis of judgements 
and estimates will need detailed working and 

understanding.

It is, nowadays, necessary for any public-interest 
entity, to regularly communicate in a transparent 
manner with its various stakeholders. To ensure 
continuous growth momentum strong investor 

relations are a prerequisite.
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