Background to IFRS 

IAS or the International Accounting Standards were first issued by IASC or the International Accounting Standards Committee. IASC was set up in 1973 and was in operation till 2000. In 2001 a structural change was made whereby IASC was restructured into the IASB – International Accounting Standards Board. The IASB operates under the control of the International Accounting Standards Committee Foundation. This Foundation was set up in 2001.

The term International Financial Reporting Standards (IFRSs) has both a narrow and a broad meaning. Narrowly, IFRSs refers to the new numbered series of pronouncements that the IASB is issuing, as distinct 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 predecessor International Accounting Standards Committee. Currently, there are 29 IAS and 8 IFRS which are in force.


In addition, there is the The International Financial Reporting Interpretations Committee which develops interpretations to interpret the application of International Accounting Standards (IASs) and International Financial Reporting Standards (IFRSs) and provide timely guidance on financial reporting issues not specifically addressed in IASs and IFRSs. Interpretations are developed by IFRIC, exposed for public comment, approved by IFRIC, and then sent to the IASB Board for review and approval. Prior to the formation of the IFRIC, there was the SIC or the Standing Interpretations Committee which was super ceeded by the IFRIC in 2002. As on date, there are 11 SICs and 13 IFRICs to provide guidance. 


The movement to IFRS being the global benchmark in accounting standards in gaining momemntum with about 100 countries already moving to IFRS as the standard (or at least have converged very close to IFRS). In EU, IFRS is mandatory since 2005. In 2007 China adopted IFRS within 1 year of announcing the change over (there are still some differences in China - disclosure of related party transactions is still not mandatory). Brazil is expected to adopt IFRS in 2010 with Canada and India setting the deadline for 2011. The United States has also expressed its intent and the implementation is expected to phased over 2014 - 2016.

LIST OF CURRENT 'IFRS' ISSUED 

The following IFRS statements are currently in force: 

· IFRS 1 First time Adoption of International Financial Reporting Standards 

· IFRS 2 Share-based Payment 

· IFRS 3 Business Combinations 

· IFRS 4 Insurance Contracts 

· IFRS 5 Non-current Assets Held for Sale and Discontinued Operations 

· IFRS 6 Exploration for and Evaluation of Mineral Resources 

· IFRS 7 Financial Instruments: Disclosures 

· IFRS 8 Operating Segments 

· IAS 1: Presentation of Financial Statements 

· IAS 2: Inventories 

· IAS 7: Cash Flow Statements 

· IAS 8: Accounting Policies, Changes in Accounting Estimates and Errors 

· IAS 10: Events After the Balance Sheet Date 

· IAS 11: Construction Contracts 

· IAS 12: Income Taxes 

· IAS 16: Property, Plant and Equipment 

· IAS 17: Leases 

· IAS 18: Revenue 

· IAS 19: Employee Benefits 

· IAS 20: Accounting for Government Grants and Disclosure of Government Assistance 

· IAS 21: The Effects of Changes in Foreign Exchange Rates 

· IAS 23: Borrowing Costs 

· IAS 24: Related Party Disclosures 

· IAS 26: Accounting and Reporting by Retirement Benefit Plans 

· IAS 27: Consolidated Financial Statements 

· IAS 28: Investments in Associates 

· IAS 29: Financial Reporting in Hyperinflationary Economies 

· IAS 31: Interests in Joint Ventures 

· IAS 32: Financial Instruments: Presentation 

· IAS 33: Earnings Per Share 

· IAS 34: Interim Financial Reporting 

· IAS 36: Impairment of Assets 

· IAS 37: Provisions, Contingent Liabilities and Contingent Assets 

· IAS 38: Intangible Assets 

· IAS 39: Financial Instruments: Recognition and Measurement 

· IAS 40: Investment Property 

· IAS 41: Agriculture

    
ACCOUNTING STANDARDS IN INDIA 

The ICAI constituted the Accounting Standards Board (ASB) in 1997. The ASB is the apex body for release of accounting standards in India. The composition of the ASB is broad based to include industry, representatives of various departments of government and regulatory authorities, financial institutions and academic and professional bodies. Industry is represented on the ASB by their associations, viz., ASSOCHAM, CII and FICCI. As regards government departments and regulatory authorities, Reserve Bank of India, Ministry of Company Affairs, Comptroller & Auditor General of India, Controller General of Accounts and Central Board of Excise and Customs are represented on the ASB. Besides these, representatives of academic and professional institutions such as Universities, IIM, ICWAI and ICSI are also represented on the ASB.

The Accounting Standards setting process is an iterative process which includes the following steps:

· Identification of the broad areas by the ASB for formulating the Accounting Standards.

· Constitution of the study groups by the ASB for preparing the preliminary drafts.

· Consideration of the preliminary draft prepared by the study group by the ASB.

· Circulation of the draft among the Council members of the ICAI and 12 specified outside bodies such as Standing Conference of Public Enterprises (SCOPE), Indian Banks’ Association, CII, SEBI, CAG, DCA.

· Meeting with representatives of specified outside bodies to ascertain their views on the draft of the proposed Accounting Standard.

· Finalisation of the Exposure Draft of the proposed Accounting Standard on the basis of comments received and discussion with the representatives of specified outside bodies.

· Issuance of the Exposure Draft inviting public comments.

· Consideration of the comments received and finalisation of the draft Accounting Standard for submission to the Council of the ICAI for its consideration and approval for issuance.

· Consideration of the draft Accounting Standard by the Council of the Institute, and if found necessary, modification of the draft in consultation with the ASB.

· The Accounting Standard, so finalised, is issued under the authority of the Council.

However, the accounting standards prepared and issued by the ICAI were mandatory only for its members, who, while discharging their audit function, were required to examine whether the said standards of accounting were complied with. With the amendment of the Companies Act, 1956 through the Companies (Amendment) Act, 1999, accounting standards as well as the manner in which they were to be prescribed, were provided a statutory backing. The specific statutory force is provided by Section 211 of the Companies Act, 1956 - sub sections 3A, 3B and 3 C.

Today, in pursuance of the statutory mandate provided under the Companies Act, 1956, the Central Government prescribes accounting standards in consultation with the National Advisory Committee on Accounting Standards (NACAS), established under Section 210 A (1) the Companies Act, 1956. NACAS, a body of experts including representatives of various regulatory bodies and Government agencies, has been engaged in the exercise of examining Accounting Standards prepared by ICAI for use by Indian corporate entities, since its constitution in 2001.

The Central Government notified 28 Accounting Standards (AS 1 to 7 and AS 9 to 29) in December 2006 in the form of Companies (Accounting Standard) Rules, 2006, after receiving recommendations of NACAS. These Accounting Standards are to be applied with effect from financial year 2007-08.

The above amendments have cast a duty on managements to draw up financial statements based on accounting standards. The corresponding provision to report on the compliance of accounting standards has been inserted under section 227 of the Companies Act, 1956, thereby casting a duty upon the auditor of the company to report on such compliance. A new clause (d) under sub-section 3 of Section 227 of the Companies Act, 1956 is read as : ‘whether, in his opinion, the profit and loss account and balance sheet comply with the accounting standards referred to in sub-section (3C) of section 211’


As far as the reporting of compliance with the Accounting Standards by the management is concerned, Section 217 (2AA) (i) of the Companies Act, 1956, (inserted by the Companies Amendment Act, 2000) prescribes that the Board’s report should include a Directors’ Responsibility Statement indicating therein that in the preparation of the annual accounts, the applicable accounting standards had been followed along with proper explanation relating to material departures.

IGAAP to IFRS 

Over the years, specifically from around the year 2000, ICAI has been issuing/ amending accounting standards based on IFRS with a view to harmonise with IFRS. With the intention of the institute to move towards IFRS for accounting periods commencing on or after 1st April 2011, the following are the issues before us:

· Will ICAI adopt IFRS and disband all accounting standards or converge towards IFRS by approximating all AS to IFRS?

· On the assumption that some enitities will be excluded from implementing IFRS on 1st April 2011, will AS still be applicable to them or will they follows the new set of IFRS modified to suit SMEs – IFSB is expected to release a set of accounting standards for SMEs shortly.

· When will the provisions of SEBI and Company law be amended so as to not over ride the provisions of IFRS?

· What will be the position of NACAS post 1st April 2011? Will they have to approve all standards as per section 210/211 of the Companies Act?

It is expected that there will be a phased rollout IFRS in India. The first wave would cover the following:

· Listed companies 

· Banks, insurance companies, mutual funds, and financial institutions
Turnover in preceding year > INR 1 billion 

· Borrowing in preceding year > INR 250 million 

· Holding or subsidiary of the above

The canvas of the scope and complexity of this change over is not to be underestimated. Internally within an organisation, this will be more than just a technical exercise. It will have ramifications across areas - changes in the ERP systems across mutiple modules, training of employees, tax planning, restructuring (in areas like ESOPs etc) in addition to the areas of valuation rules, disclosures and presentation of financial statements.

Kaushik Dutta the national leader of the IFRS practice of PricewaterhouseCoopers puts his views in 2 separate articles in the Hindu and Business standard

http://www.hindu.com/thehindu/holnus/006200808201141.htm
http://www.rediff.com/money/2008/dec/27guest-global-accounting-standard-challenges-india-faces.htm

Another interesting article is by Mr Sunil Kewalramani - WHARTON BUSINESS SCHOOL MBA and CEO, GLOBAL CAPITAL ADVISORS.

http://www.articlesbase.com/accounting-articles/convergence-of-ifrs-us-gaap-and-indian-gaap-and-its-impact-on-indian-companies-listing-in-us-and-american-companies-listing-in-india-627587.html
Another article from Mint

http://www.livemint.com/2008/10/02001719/The-impact-of-IFRS-on-corporat.html
IFRS VS IGAAP 

One of the key differences in approach between the two is Substance over Form
Emphasis on Substance over Form is a common thread which runs through IFRS. While it may also be a criteria in IGAAP and is reffered to in AS1, the emphasis is much stronger in case of IFRS i.e. while in the Indian context, very often the legal form may influence in the accounting treatment, in IFRS, it will always be the reality or commercial nature which will have precedence over the legal form.

Illustration – Assume there is an agreement to lease an asset. The tenure of the lease approximates the life of the asset. In the Indian context, this can be assumed to be an operating lease as will be borne out of the agreement for lease or rent of the asset. Under IFRS, the assumption would be that since the lease tenure and asset life were similar, it would not be looked at as an operating lease but in effect as a finance lease as virtually no asset would accrue to the lessor post the lease tenure – accounting based on substance and not wordings in the contract.


Illustration – Liability under IFRS is based on a constructive obligation and not a legal obligation. Assume a VRS has been announced by the management of a company. The scheme is purely voluntary in nature and cannot be withdrawn by the company. In the Indian context, the scheme would be construed to be an invitation to offer and until this is converted to an offer by the employee and subsequently an acceptance of the offer by the employer, no liability needs to be provided for in the books. However, under IFRS, since the scheme cannot be withdrawn, a provision must be made on a fair valuation of the expected liability based on number of employees who will accept the scheme etc.



Fair Value is another area where emphasis is laid in IFRS. In the Indian context, new standards such as impairment of assets are also aligned towards fair value. This is also the case in revaluation of assets or mark to market for investments. However, in the Indian context, this is largely applicable in case the fair value is below the cost and is normally not applied where fair value is higher than cost as in the books



Fair value gives the readers of financial statements information which is more 'real' or more 'relevant' than that of historical costs. However, from the point of view of the preparers of the financial statements, historical costs provide a more stable and reliable method (reliablity stems from knowing the impact and smoothening out of impact).

However, in most cases, IFRS gives the option of using historical costs like in case of assets, but FV is mandatory for investments, specifically derivative based. Equally investments of the held to maturity category can be continued to be accounted for on historical cost basis.


Time value of money is also an area where IFRS lays stress. As an example, a receivable without interest with a time gap of,say, 15 years be subject to discounting in the accounts of the current period.



In terms of approach, IFRS is more balance sheet oriented as much as the Indian context is more P&L oriented. Under IFRS, the approach is to get the balance sheet into correct perspective and these impacts will reflect in the P&L as a residual effect.

