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India has announced a plan to adopt IFRSs as Indian Financial Reporting Standards effective 2011.

In the history of civilization, a time comes when an idea, a thought or a concept catches the fancy of masses and spreads across the globe rapidly. Since 2005, we have been living in the midst of such a contagion- the relentless march of IFRS, the International Financial Reporting Standards. IFRS, in its present form, was implemented in January 2005. Today more than 100 countries mandate and permit IFRS, which is now rapidly becoming the common language of business. IFRS refer to the new series of pronouncements that the International Accounting Standards Board (IASB) is issuing, as distinct from IASs series issued by its predecessor, the International Accounting Standards Committee (IASC).

Should India convert to IFRS ?

Today, it is no longer a question of ‘Should India convert to IFRS?’ But rather, a question of ‘By when India should fully convert to IFRS?’ The ICAI has tried to answer this with a convergence declaration for all Public Interest Entities from 1st April 2011 and that will be extended to other entities in a phased manner.

To enable convergence, a large number of Acts require to be amended. For starters, the Companies Act 1956 and the Banking Regulation Act, 1949 and each and every Act that has any pronouncement on accounting, presentation, measurement and disclosure, requires to be brought in line with IFRS requirements, or better still, all provisions in the various Acts require to be jettisoned. 

What is IFRS?

International Financial Reporting Standards (IFRS), together with International Accounting Standards (IAS), is a “principles-based” set of standards that establish broad rules rather than dictating specific accounting treatments.

Objectives of IFRS
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To develop a single set of high quality, understandable and enforceable global accounting standards that will form the ‘stable platform’ for international accounting. 
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To bring more transparency and a higher degree of comparability, both of which promise many benefits for the organization, including enhanced investor confidence.
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To bring greater consistency and transparency of financial reporting as well as the ability to compare financial information from companies around the 

Why India need IFRS?

With the kind of massive globalization era that is going on its very important for every country to develop cross border businesses and also for attracting Foreign Investments there arises a need to have a common globally accepted accounting rules and standards.

Scope for converging with IFRS
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It is more comprehensive and investor-friendly.
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No need to reconcile the statement under Indian GAAP and IFRS, which is now-a-days a normal accounting activity.

[image: image6.png]



Easy to compare the financial statements with that of other Countries and Industries those are under IFRS.
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Merger and Acquisition of foreign entity and foreign investment made easy.
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Improve Comparability, Transparency and Credibility of financial statements of our country.

Overview of IFRSs
There are eight new IFRSs currently in effect. A brief introduction about the scope of each of IFRSs is given below.

IFRS 1 First-time Adoption of International Financial Reporting Standards: 
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 The objective of this IFRS is to ensure that an entity’s first IFRS financial statements, and its interim financial reports for part of the period covered by those financial statements, contain high quality information 

[image: image10.png]



It sets out the procedures that an entity must follow when it adopts IFRS for the first time as a basis for preparing its general-purpose financial statements. 
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A first time adopter is an entity that for the first time makes an explicit and unreserved statement that its general-purpose financial statements comply with IFRS. 
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The IFRS grants limited exemptions in specified areas where the cost of complying with them would be likely to exceed the benefits to users of financial statements. 
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The IFRS also prohibits retrospective application of IFRSs in some areas; particularly where retrospective application would require judgments by management about past conditions after the outcome of a particular transaction is already known. 
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The IFRS requires disclosures that explain how the transition from previous GAAP to IFRSs affected the entities reported financial position, financial performance and cash flows.

IFRS 2 Share-based Payment: 
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The objective of this IFRS is to specify the financial reporting by an entity when it undertakes a share-based payment transaction. 

[image: image16.png]



IFRS 2 encompasses the issuance of shares, or rights to shares in return for services and goods. 
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What is share based payment: A share based payment is a transaction in which the entity receives or acquires goods or services either as consideration for its equity instrument or by incurring liabilities for amounts based on the price of the entity’s shares or other equity instruments of the entity. 
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The accounting requirements for the share-based payments depend on how the transaction will be settled, i.e. by the issuance of (a) equity, (b) cash, or (c) equity or cash. 
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The IFRS prescribes various disclosure requirements to enable users of financial statements to understand:

· The nature and extent of share-based payment arrangements that existed during the period;

· How the fair value of the goods or services received, or the fair value of the equity instruments granted, during the period was determined; and 

· The effect of share-based payment transactions on the entity’s profit or loss for the period and on its financial position.

IFRS 3 Business Combinations:
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 The objective of this IFRS is to specify the financial reporting by an entity when it undertakes a business combination. 
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What is business combination: A business combination is the bringing together of separate entities or businesses into one reporting entity. 
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The result of nearly all business combinations is that one entity, the acquirer, obtains control of one or more other businesses, the acquiree. 
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If an entity obtains control of one or more other entities that are not businesses, the bringing together of those entities is not a business combination. 
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It applies to all business combinations except combinations of entities under common control, combinations of mutual entities, combinations by contract without exchange of ownership interest, and functions of joint ventures.

IFRS 4 Insurance Contracts: 
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The objective of this IFRS is to specify the financial reporting for insurance contracts by any entity that issues such contracts (described in this IFRS as an insurer).
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What is insurance contract: An insurance contract is a contract under which one party (the insurer) accepts significant insurance risk from another party (the policyholder) by agreeing to compensate the policyholder if a specified uncertain future event (the insured event) adversely affects the policyholder. 
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The IFRS applies to all insurance contracts (including reinsurance contracts) that an entity issues and to reinsurance contracts that it holds, except for specified contracts covered by other IFRSs.
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It does not apply to other assets and liabilities of an insurer, such as financial assets and financial liabilities within the scope of IAS 39 Financial Instruments: Recognition and Measurement. Furthermore, it does not address accounting by policyholders. 

IFRS 5 Non-current Assets Held for Sale and iscontinued Operations: 
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The objective of this IFRS is to specify the accounting for assets held for sale, and the presentation and disclosure of discontinued operations. 
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IFRS 5 replaces IAS 35 Discontinuing operations. The definition of discontinuing operations is very much the same as the definition of discontinuing operations in IAS 35. Discontinuing operation in IAS 35 is defined as a relatively large component of a business enterprise - such as a business or geographical segment- that the enterprise, pursuant to a single plan, either is disposing of substantially in its entirety or is terminating through abandonment or piecemeal sale. A restructuring, transaction or event that does not meet the definition of a discontinuing operation should not be called a discontinuing operation.
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However, the timing of the classification now depends on when the discontinued operations satisfies the criteria to be classified as held for sale. 
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The same requirement applies to non-current assets held for sale. Further, IFRS 5 requires the results of discontinued operations to be presented as a single amount on the face of the income statement.

IFRS 6 Exploration for and Evaluation of Mineral Resources:
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The objective of this IFRS is to specify the financial reporting for the exploration for and evaluation of mineral resources. 
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IFRS 6 requires entities recognizing exploration and evaluation of assets to perform an impairment test on those assets when facts and circumstances suggest that the carrying amount of the asset may exceed their recoverable amount. 
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When facts and circumstances suggest that the carrying amount exceeds the recoverable amount, an entity shall measure, present and disclose any resulting impairment loss in accordance with IAS 36. 
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An entity shall disclose information that identifies and explains the amounts recognized in its financial statements arising from the exploration for and evaluation of mineral resources.

IFRS 7 Financial Instruments: Disclosures: 
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The objective of this IFRS is to require entities to provide disclosures in their financial statements that enable users to evaluate the significance of financial instruments for the entity’s financial position and performance; and the nature and extent of risks arising from financial instruments to which the entity is exposed during the period and at the reporting date, and how the entity manages those risks. 
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It adds certain new disclosures about financial instruments and similar financial institutions; and puts all those financial instruments disclosures together. 
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The remaining parts of IAS 32 Financial Instruments: Disclosures and Presentations deal only with financial instruments presentation matters.
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The IFRS applies to all entities, including entities that have few financial instruments (e.g. a manufacturer whose only financial instruments are accounts receivable and accounts payable) and those that have many financial instruments (e.g. a financial institution most of whose assets and liabilities are financial instruments).

IFRS 8 Operating Segments: 
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The objective of IFRS is to specify how an entity should report information about its operating segments in annual financial statements and, as a consequential amendment to IAS 34 Interim Financial Reporting, requires an entity to report selected information about its operating segments in interim financial reports.
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Core principle—An entity shall disclose information to enable users of its financial statements to evaluate the nature and financial effects of the business activities in which it engages and the economic environments in which it operates. 
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It also sets out requirements for related disclosures about products and services, geographical areas and major customers. 
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The IFRS requires an entity to report financial and descriptive information about its reportable segments and to report a measure of operating segment profit or loss and of segment assets. It also requires an entity to report a measure of segment liabilities and particular income and expense items if such measures are regularly provided to the chief operating decision maker. 
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It requires reconciliation of total reportable segment revenues, total profit or loss, total assets, liabilities and other amounts disclosed for reportable segments to corresponding amounts in the entity’s financial statements. 
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The IFRS also requires an entity to give descriptive information about the way the operating segments were determined, the products and services provided by the segments, differences between the measurements used in reporting segment information and those used in the entity’s financial statements, and changes in the measurement of segment amounts from period to period. 

The Chairman of IASB listed out the benefits of IFRS as, “the goal is to create one single set of accounting standards that can be applied anywhere in the world, saving millions for firms with more than one listing and allowing investors to compare the performance of businesses across geographic boundaries for the first time.”

Adopting a common financial reporting language is a big step towards improving the efficiency of international capital markets. The adoption of IFRS will reduce barriers to both trade and the flow of capital. 
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