Except from Concept Paper on
Convergence with IFRS in India

1
INTRODUCTION ANDLBACKGROUND

A financial reporting system supported by strong governance, high guality standards,and firm regulatory
framework is the key to economic development. Indeed, sound financialreporting standards underline
the trust that investors place in financial reportinginformation and thus play an important role in
contributing to the economic development ofa country. The Institute of Chartered Accountants of India.
(ICAl) as the accountingstandards-formulating body in the country, has always made efforts to
formulate highquality Accounting Standards and has been successful in doing so. Indian
AccountingStandards have withstoed the test of time. As the world continues to globalise, discussion

“onconvergence of national accounting standards with International Financial ReportingStandards

(IFRSs)1 has increased significantly.

The forces of globalisation prompt more and more countries to open their doors toforeign investment
and as businesses expand across borders the need arises to recognise thebenefits of having
commonly accepted and understood financial reporting standards. In thisscenario of globalisation, india
cannot insulate itself from the developments taking placeworldwide. Irr India, so far as the ICAl and the
Governmental authorities such as theNational Advisory Committee on Accounting Standards
established under the CompaniesAct, 1956, and various regulators such as Securities and Exchange
Board of India andReserve Bank of India are concerned, the aim has always been to comply with the
IFRSs tothe extent possible with the objective to formulate sound financial reporting standards.
ThelCAl, being a member of the International Federation of Accountants (IFAC), considers thelFRSs
and tries to integrate them, to the extent possibie, in the light of the laws, customs, practices and
business environment prevailing in India. The Preface to the Statements ofAccounting Standards,
issued by the ICAI, categorically recognises the same. Although, thefocus has always been on
developing high quality standards, resulting in transparent andcomparable financial statements,
deviations from IFRSs were made where it was consideredthat these were not consistent with the laws
and business environment prevailing within thecountry. Now, as the world globalises, it has become
imperative for India also to make aformal strategy for convergence with IFRSs with the dbjective to
harmonise with globallyaccepted accounting standards.

The term International Financial Reporting Standards is used in this Concept Paper to encompass
International Accounting Standards (IASs) promulgated by the International Accounting Standards
Committee (IASC) “ the predecessor body of the Internationai Accounting Standards Board (IASB)
which issues IFRSs. '
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Need for Convergence with IFRSs

1.3 In the present era of globalisation and liberalisation, the World has become an economicvillage. The
giobalisation of the business world and the attendant structures and theregulations, which support it, as
well as the development of e-commerce make it imperativeto have a single globally accepted financial
reporting system. A number of multi-nationalcompanies are establishing their businesses in various
countries with emerging economiesand vice versa. The entities in emerging economies are increasingly
accessing the globalmarkets to fulfill their capital needs by getting their securities listed on the stock
exchangesoutside their country. Capital markets are, thus, becoming integrated consistent with
thisWorld-wide trend. Appendix | contains a list of stock exchanges in different countriesindicating the
extent of foreign entities listed on these stock exchanges. More and morelndian companies are also
being listed on overseas stock exchanges. Sound financialreporting structure is imperative for economic
well-being and effective functioning of capitalmarkets.

1.4 The use of different accounting frameworks in different countries, which requireinconsistent treatment
and presentation of the same underlying economic transactions,creates confusion for users of financial
statements. This confusion leads to inefficiency incapital markets across the world. Therefore,
increasing complexity of business transactionsand globalisation of capital markets call for a single set
of high quality accounting standards.High standards of financial reporting underpin the trust investors
place in financial andnon-financial information. Thus, the case for a single set of globally accepted
accountingstandards has prompted many couniries to pursue convergence of national
accountingstandards with IFRSs. Amongst others, countries of the European Union, Australia,
NewZealand and Russia have already adopted IFRSs for listed enterprises. China has decided toadopt
IFRS from 2008 and Canada from 2011. Insofar as US is concerned, FinancialAccounting Standards
Board (FASB) of USA and 1ASB are also working towardsconvergence of the US GAAPs and the
iFRSs. The Securities & Exchange Commission (SEC)has mooted a proposal to permit filing of IFRS-
compliant financial statements withoutrequiring presentation of a reconciliation statement between US
GAAPs and IFRS in nearfuture. Appendix 1 contains list of countries which reguire or permit the use
of IFRSs forvarious types of the entities such as listed entities, banks etc.Benefits of achieving
convergence with IFRSs

1.5 There are many beneficiaries of convergence with IFRSs such as the economy, investors, industry and
accounting professionals.

The Economy

1.6 As the markets expand globally the need for convergence increases. The convergencebenefits the
economy by increasing growth of its international business. It facilitatesmaintenance of orderly and
efficient capital markets and also helps to increase the capitalformation and thereby economic growth.
It encourages international investing and therebyleads to more foreign capital flows to the country.

Investors

1.7 A strong case for convergence can be made from the viewpoint of the investors who wishto invest
outside their own country. Investors want the information that is more relevant,reliable, timely and
comparable across the jurisdictions. Financial statements prepared usinga common set of accounting
standards help investors better understand investmentopportunities as opposed to financial statements
prepared using a difterent set of nationataccounting standards. For better understanding of financial
statements, global investorshave to incur more cost in terms of the time and efforts to convert the
financial statements sothat they can confidently compare opportunities. Investors’ confidence wouid be
strong ifaccounting standards used are globally accepted. Convergence with IFRSs contributes
toinvestors’ understanding and confidence in high quality financial statements.
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The industry

1.8

A major force in the movement towards convergence has been the interest of theindustry. The industry
is able to raise capital from foreign markets at iower cost if it cancreate confidence in the minds of
foreign investors that their financial statements complywith globally accepted accounting standards.
With the diversity in accounting standardsfrom country to country, enterprises which operate in different
countries face a multitude ofaccounting requirements prevailing in the countries. The burden of financial
reporting islessened with convergence of accounting standards because it simplifies the process
ofpreparing the individual and group financial statements and thereby reduces the costs ofpreparing the
financial statements using ditferent sets of accounting standards.

The accounting professionals

1.9

Convergence with IFRSs also benefits the accounting professionals in a way that they areable to sell
their services as experts in different parts of the world. The thrust of themovement towards
convergence has come mainly from accountants in public practice. ltoffers them more opportunities in
any part of the world if same accounting practices prevailthroughout the world. They are able to quote
IFRSs to clients to give them backing forrecommending certain ways of reporting. Also, for accounting
professionals in industry aswell as in practice, their mobility to work in different parts of the world
increases.

The Objective of the Concept Paper

1.10 The prerequisite for achieving convergence successfully is to lay down the convergencestrategy

(i)
(ii)

including the roadmap for achieving convergence in a systematic and consistentway keeping in view
the legal, economic and other pecularities of the country. This ConceptPaper is the first step in this
direction in India with the objective of exploring:

the approach for achieving convergence with IFRSs, and

taying down a road map for achieving convergence with IFRSs, with a view to make India IFRS-
compliant.

Meaning of ‘Convergence’ with IFRSs

1.11

Before discussing the contours of the convergence: strategy with a view to meet the above mentioned
objectives, the word ‘convergence’ needs to be clearly understood.

1.12 In general terms, ‘convergence’ means to achieve harmony with IFRSs; in precise termsconvergence

can be considered “to design and maintain national accounting standards in a waythat financial
statements prepared in accordance with national accounting standards draw unreservedstatement of
compliance with IFRSs”. In this context, attention is drawn to paragraph 14 ofinternational Accounting
Standard (IAS) 1, Presentation of Financial Statements, which statesthat financial statements shall not
be described as complying with IFRSs unless they complywith all the requirements of IFRSs. it does
not imply that financial statements prepared inaccordance with national accounting standards draw
unreserved statement of compliancewith IFRSs only when IFRSs are adepted word by word. The IASB
accepts in its ‘Statement ofBest Practice: Working Relationships between the IASB and other
Accounting Standards-Setters'that “adding disclosure requirements or removing optional treatments
does not create noncompliancewith IFRSs. Indeed, the |ASB aims to remove optional treatments from
IFRSs."This makes it clear that if a country wants to add a disclosure that is considered necessary
inthe local environment, or removes an optional treatment, this will not amount to noncompliancewith
IFRSs. Thus, for the purpose of this Concept Paper, ‘convergence withIFRSs' means adoption of
IFRSs with the aforesaid exceptions, where necessary.

For a country to be IFRS-compliant, it is not necessary that IFRSs are applied to allentities of different
sizes and of different public interests. Even the IASB recognises thatlIFRSs are suitable for publicly
accountable entities. The |IASB has, therefore, recently issuedan Exposure Draft of an IFRS for Smali

and Medium-sized Entities (SMEs).
|
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A 2 -
PRESENT STATUS OF INDIAN ACCOUNTING STANDARDS

2.1 The Council of the Institute of Chartered Accountants of India constituted theAccounting Standards
Board on 21st April, 1977, to formulate Accounting Standardsapplicable to indian enterprises. Initially,
the Accounting Standards were recommendatoryin nature. After gaining sufficient experience, the
Council of the institute gradually startedmaking the Accounting Standards mandatory for its members,
i.e., requiring the members toreport on whether an enterprise subject to audit had followed a mandatory
AccountingStandard2. The legal recognition to the Accounting Standards was accorded for
thecompanies in the Companies Act, 1956, by introduction of section 211(3C) through theCompanies
(Amendment) Act, 1999, whereby it is required that the companies shall followthe Accounting
Standards notified by the Central Government on a recommendation madeby the National Advisory
Committee on Accounting Standards (NACAS) constituted undersection 210A of the said Act. The
proviso to section 211(3C) provides that until theAccounting Standards are notified by the Central
Government the Accounting Standardsspecified by the Institute of Chartered Accountants of India shatl
be followed by thecompanies. The Government of india, Ministry of Company Affairs (now Ministry
ofCorporate Affairs), issued Notification dated December 7, 2006, prescribing AccountingStandards 1
to 7 and 9 to 29 as recommended by the Institute of Chartered Accountants ofindia, which have come
into effect in respect of the accounting periods commencing on orafter the aforesaid date with the
publication of these Accounting Standards in the OfficialGazette. It may be mentioned that the
Accounting Standards notified by the Governmentare virtually identical with the Accounting Standards,

read with the Accounting Standardsinterpretations, issued by the Institute of Chartered Accountants of
India. '

2.2 The Reserve Bank of India (RBI), being the regulator of banks in India, requires all thebanks, through
its circulars/guidelines, to follow the Accounting Standards issued by theinstitute of Chartered
Accountants of India. Further, the Securities and Exchange Board ofindia (SEBI), through the Listing
Agreement with stock exchanges, requires all listed entitiesto comply with the Accounting Standards
issued by the institute. Also, the Insurance?2 Initially, Accounting Standard (AS) 4, Contingencies and
Events Occurring After the Balance Sheet Date, and Accounting Standard (AS)5, Net Profit or Loss for
the Period, Prior Periods ltems and Changes in Accounting Policies, were made mandatory in respect
ofaccounting periods commencing on or after 1.1.1987. Five more Accounting Standards, namely, AS
1, AS 7, AS 8, AS 9, and AS 10 weremade mandatory from 1st April, 1991. Thereafter, Accounting
Standards were generally made mandatory on the dates indicated in thestandards themselves upon
their issuance. ‘

Regutatory and Development Authority (IRDA), which regulates the financial reportingpractices of
insurance companies under the Insurance Regulatory and DevelopmentAuthority Act, 19989, through
IRDA (Preparation of Financial Statements and Auditor'sReport of the Insurance Companies)
Regulations, 2002, requires compliance with theAccounting Standards issued by the institute of
Chartered Accountants of India forpreparing and presenting their financial statements by insurance
companies.

2.3 Presently, the Accounting Standards Board (ASB) of the ICAl endeavors to formulatelndian Accounting
Standards (ASs) on the basis of IFRSs as it has been categoricallyrecognised in the Preface tfo the
Statements of Accounting Standards, issued by the ICAI, that“The ICAI, being a full-fledged member of
the International Federation of Accountants{lFAC), is expected, inter alia, to actively promote the
International Accounting StandardsBoard’s (IASB) pronouncements in the country with a view to
facilitate global harmonisationof accounting standards. Accordingly, while formulating the Accounting
Standards, the ASBwill give due consideration to International Accounting Standards (1ASs) issued by
thelnternational Accounting Standards Committee (predecessor body to JASB) or InternationalFinancial
Reporting Standards (IFRSs) issued by the |ASB, as the case may be, and try tointegrate them, to the
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2.4

extent possible, in the light of the conditions and practices prevailingin India.” Accordingly, the
Accounting Standards issued by the ICAl are based on the IFRSs.However, where departure from
IFRS is warranted keeping in view the Indian conditions,the Indian Accounting Standards have been
modified to that extent. The major differencesbetween the two are indicated in the Appendix to the
Accounting Standard itself, in respectof the recently issued/revised Accounting Standards. Further, the
endeavour of the ICAI isnot only to bridge the gap between Indian Accounting Standards and IFRSs by
issuance ofnew Accounting-Standards but also to ensure that the existing indian Accounting
Standardsare in line with the changes in international thinking on various accounting issues. In
thisregard, the ICAl makes a conscious effort to bring the Indian Accounting Standards at parwith the
IFRSs, including the Interpretations issued by Internationai Financial Reportinginterpretations
Committee (IFRIC), by revising the existing Accounting Standards. Indeed,of late, in respect of certain
recently issued/revised Indian Accounting Standards, nomaterial difference exists between the Indian
Accounting Standards and the IFRSs, forexample, Accounting Standard (AS} 7, Construction Contracts.

Apart from the ICAI ensuring compliance with the IFRSs to the extent possible, theNational Committee
on Accounting Standards (NACAS) constituted by the CentralGovernment for recommending
accounting standards to the Government, white reviewingthe Accounting Standards issued by the ICAl,
considers the deviations in the IndianAccounting Standards, if any, from the IFRSs and recommends
to the ICAI to revise theAccounting Standards wherever it considers that the deviations are not
appropriate.

Reasons for departures from IFRSs

2.5

2.6

2.7

As has already been mentioned, the aim has always been to follow the IFRSs, to theextent possible,
while formulating the Accounting Standards. However, deviations fromIFRSs have been made due to
various unavoidable reasons as discussed hereinafter.To maintain consistency with the Legal and
Regulatory Requirements

in some cases, the legat and regulatory requirements in India are at variance from thelFRSs and,
therefore, in such cases, Indian Accounting Standards diverge from IFRSsbecause otherwise various
legal problems may arise. For example, keeping in view therequirements of the law governing the
companies in India, Accounting Standard {AS) 21,Consolidated Financial Statements, defines ‘control’
as ownership of more than one-half of thevoting power of an enterprise or control over the éomposition
of the governing body of anenterprise. This definition of ‘control’ is based on the definitions of ‘*holding

“company’ and‘subsidiary company’ as per the Companies Act, 1956. However, IAS 27, Consolidated

andSeparate Financial Statements, defines ‘control’ as “the power to govern the financial andoperating
policies of an enterprise so as to obtain benefits from its activities™. Similarly,Accounting Standard (AS)
25, Interim Financial Reporting, does not require disclosure andpresentation of interim financial
statements because, in India, at present, Clause 41 of thelListing Agreement prescribes a format of
presentation of quarterly/half-yearly financialresults and also requires various disclosures to be made
therein. 1AS 34, Interim FinanciaiReporting, prescribes various minimum disclosure and presentataon
requirements for interimfinancial statements,

It may, however, be mentioned that, of late, a practice has been started to includeaccounting
treatments in accordance with IFRSs even though they are not consistent withthe legal requirements

- with an understanding that until the law is amended, the relevantlegal requirements would prevail. For

instance, the Exposure Draft of the proposedAccounting Standard (AS) 31, Financial Instruments:
Presentation, issued by the ICAl proposes the same presentation requirements as those prescribed in
IAS 32. However, itrecognises that until the relevant laws are amended, the latter would prevail.

Economic environment

2.8

The economic environment of a country plays an important role in prescribing theaccounting
requirements applicable to various enterprises. For instance, while variouslFRSs have been based on
the fair value approach, there has been reluctance in India toadopt this approach in view of the fact
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that various markets in the country have not beenconsidered to possess necessary depth and breadth
providing reliable fair values onmeasurement of various assets and liabilities. For example, Accounting
Standard (AS) 13,Accounting for Invesiments, requires current investments to be valued at the lower of
cost and fair value whereas the corresponding IAS 39, Financial Instruments: Recognition
andMeasurement, requires measurement of similar investments at fair value. It may, however,be
mentioned that the ICAl, with changing economic environment in the country, is nowproposing
measurement of financial assets of trading nature at fair value in the Exposure Draft corresponding to
IAS 39.

Level of preparedness

2.9

in a few stray cases, the Indian Accounting standards deviate from IFRSs becauseadoption of IFRSs
verbatim may cause hardship to the industry and, to avoid the same,modifications are made in
Accounting Standards until the industry is prepared for thelFRSs. For example, AS 15 (revised),
Employee Benefits, permits deferment of expenditureincurred on account of termination of services
arising in a veluntary retirement scheme for atransitional period, in view of the fact that the Indian
industry was undergoing a structuralchange at the time when the standard was introduced, whereas
the corresponding 1AS 19,Employee Benefits, does not allow the deferment of such expenditure even
as a transitionalmeasure.

Conceptual differences

2.10 Apart from the above differences, there are a few conceptual differences between theindian Accounting

2.1

150 |

Standards and the IFRSs. For exampie, 1AS 37 deals with ‘constructiveobligation’ in the context of
creation of a provision. The effect of recognising provision onthe basis of constructive obligation is that,
in some cases, provision will be required to berecognised at an early stage. For instance, in case of a
restructuring, a constructive obligationarises when an enterprise has a detailed formal plan for the
restructuring and the enterprisehas raised a valid expectation in those affected that it will carry out the
restructuring bystarting to implement that plan or announcing its main features to those affected by it.
It isfelt that merely on the basis of a detailed formal plan and announcement thereof, it wouldnot be
appropriate to recognise a provision since a liability cannot be considered to becrystallized at this
stage. Further, the judgment whether the management has raised validexpectations in those affected
may be a matter of considerable argument. In view of this, thecorresponding indian accounting
standard, viz., AS 29, does not specifically deal with‘constructive obligation’. AS 29, however, requires
a provision to be created in respect ofobligations arising from normal business practice, custom and a
desire to maintain goodbusiness relations or act in an equitable manner. In such cases, general criteria
forrecognition of provision are required to be applied.

Appendix Il to this Concept Paper contains major departures as classified on the basisof the above
reasons, in the Indian Accounting Standards from the corresponding IFRSs.
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3.1

3
STRATEGY FOR CONVERGENCE WITH IFRSS

Formulation of convergence strategy to achieve the objective specified in Chapter 1requires cognisance
of reasons for departure of Indian Accounting Standards from thecorresponding IFRSs as discussed in
the previous chapter as well as the complexity of therecognition and measurement requirements and
the extent of disclosures required in thelFRSs with a view to enforce these on various types of entities,
viz., public interest entitiesand other than public interest entities (hereinafter referred to as ‘small and
medium-sizedentities’).

Convergence with IFRSs “ Public Interest Entities

3.2

3.3

34

Various IFRSs were examined from the point of view of their complexities in terms ofrecognition and
measurement requirements and the axtent of disclosures required therein toconsider their application
to various types of entities. It is noted that those countries whichhave already adopted IFRSs, i.e.,
countries which are fully IFRS-compliant, have done soprimarily for public interest entities including
listed and large-sized entities. It is also notedthat the International Accounting Standards Board also
considers that the IFRSs areapplicable to public interest entities in view of the fact that it has recently
issued anExposure Draft of a proposed IFRS for Small and Medium-sized Entities3. The ICAl therefore,
is of the view that India should also become IFRS compliant only for publicinterest entities.

With a view to determine which entities should be considered as public interest entitiesfor the purpose
of application of IFRSs, the criteria for Level | enterprises as laid down bythe Institute of Chartered
Accountants of India4 and the definition of ‘small and mediumsizedcompany’ as per Clause 2{(f) of the
Companies (Accounting Standards) Rules, 2006, asnotified by the Ministry of Company Affairs (now -
Ministry of Corporate Affairs) in theOfficial Gazette dated December 7, 2006, were considered. The
ICAl is of the view that inview of the complexity of recognition and measurement principles and the
extent ofdisclosures required in various IFRSs, and the fact that about four years have elapsed
sincethe ICAI laid down the criteria for Level | enterprisés, as far as the size is concerned, it needsa
revision. Accordingly, the ICAl is of the view that a public interest entity should be anentity:

{i)  whose equity or debt securities are listed or are in the process of listing on any stock exchange,
whether in India or outside India; or

(i) which is a bank (including a cooperative bank), financial institution, a mutual fund, or an
insurance entity; or

(i) whose tumover (eéxcluding other income) exceeds rupees one hundred crore in the immediately
preceding accounting year; or

(iv) which has public deposits and/or borrowings from banks and financial institutions in excess
of rupees twenty five crore at any time during the immediately preceding accounting year; or

(v) which is a holding or a subsidiary of an entity which is covered in (i) to (iv) above.

it was considered whether it would be appropriate not to apply full IFRSs to listedentities which do not

fulfill the minimum turnover and/or borrowings criteriarecommended in paragraphs 3.3 (iii) and/or 3.3

(iv) in view of the fact that other entitieswhich do not fall in these criteria would not be required to
follow IFRSs. The ICAl is of theview that once an entity gets listed on a stock exchange it assumes the
character of a publicinterest entity and, therefore, it would not be appropriate to exempt such entities
from theapplication of IFRSs. Similarly, a bank, a financial institution, a mutual fund, an insuranceentity
and holding or subsidiary of a public interest entity also assumes the character of apublic interest
entity. '
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Accounting Standards for Small and Medium-sized Entities

3.5

3.6

37

152 |

Once the IFRSs are applied to entities identified in paragraph 3.3 above, an issue arises asto which
Accounting Standards should be applicable to entities which are not covered byparagraph 3.3 ( i.e.,
‘Small and Medium-sized Entities’ (SMEs)). The following threealternatives were considered:

{iy The IFRSs should be modified to provide exemptions/re-laxations as has beendone in the existing
Accounting Standards issued by the ICAl/notified by theGovernment of india;

(i} The existing Accounting Standards with exemptions/relaxations as at present, should continue to
apply;

(iii}  Apply the IFRS for SMEs (the Exposure Draft of which has been issued recently}with or without
modifications to suit Indian conditions.

The ICAI is of the view that since the IASB itself recognises that the IFRSs are toconerous for small
and medium-sized entities, it would not be appropriate to apply the IFRSswith exemptions/relaxations
to SMEs. The ICAl is also of the view that to continue to apply18the existing Accounting Standards in
India to SMEs with the existingexemptions/relaxations would not be appropriate as it would mean that
the ICAltheGovernment would have to keep on modifying the existing Accounting Standards as
soonas a change is made in the corresponding IFRSs after considering the appropriatenessthereof in
the context of Indian SME conditions. The ICAI is, therefore, of the view that itmay be appropriate to
have a separate standard for SMEs. It was noted that the proposedIFRS for SMEs was still at the
Exposure Draft stage and it may undergo changes whenfinally issued. Accordingly, whether the IFRS
for SMEs should be adopted in toto or withmodifications, shouid be examined when the said IFRS is
finally issued. The ICAl is of theview that a separaie standard for SMEs would be more useful from the
followingperspectives also:

(i) The small and medium-sized entities would not have to consider alf the IFRSs which are too
voluminous; and

(i) it would ensure convergence, to the extent possibie, with the proposed IFRS for Small and
Medium-sized Entities being issued by IASB, even for this class of entities.

In this context, it is noted that in order to be an IFRS-compliant country, it is not necessary toadopt the
IFRS for Smait and Medium-sized Entities to be issued by IASB.Whether the IFRSs should be adopted
for Public Interest Entities stage-wiseor all at once from a specified future date

The ICAI examined the IFRSs and the existing Accounting Standards with a view todetermine the
extent to which they differ from the IFRSs and the reasons therefor to identifywhich IFRSs can be
adopted in near future, which IFRSs can be adopted after resolvingconceptual differences with the
iIASB, which IFRSs can be adopted after the industry and theprofession is ready in terms of the

. technical skills required, and which IFRSs can be adoptedafter the relevant laws and regulations are

amended. On the basis of this examination, thelCAl has classified various IFRSs into the following five
categories:

Category | - IFRSs which do not involve any legal or regulatory issues nor have any issueswith regard
to their suitability in the existing economic environment, preparedness ofindustry and any conceptual
differences from the Indian Accounting Standards. Thiscategory has further been classified into two
parts as follows:Category I A - IFRSs which can be adopted immediately as these do not have
anydifferences with the corresponding Indian Accounting Standards. The following IFRSshave
been identified in this category: .

r IAS 11, Construction Centracts
. IAS 23, Borrowing Costs
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Category | B - IFRSs which can be adopted in near future as there are certain minor

differences with the corresponding indian Accounting Standards. The foillowing IFRSs

have been identified in this category:

tAS 2 Inventories

IAS 7,Cash Flow Statements

1AS 20, Accounting for Government Grants and Disclosure of Government Assistance
IAS 33, Earnings Per Share

IAS 36, Impairment of Assets

IAS 38, Intangible Assets

Category Il - IFRSs which may require some time to reach a level of technicalpreparedness by the
industry and professionals keeping in view the existing economicenvironment and other tactors. This
category also includes those {FRSs corresponding towhich Indian Accounting Standards are under
preparation/revision. The following IFRSshave been identified in this category:

IAS 18, Revenue

IAS 21,The Effects of Changes in Foreign Exchange Rates

IAS 26, Accounting and Reporting by Retirement Benefit Plans

IAS 40, Investment Property {Corresponding Indian Accounting Standard isunder preparation)
IFRS 2, Share-based Payment (Corresponding Indian Accounting Standard isunder preparation)

IFRS 5, Non-current Assets Held for Sale and Discontinued Operations (Corresponding Indian
Accounting Standard is under preparation)

Category |l - IFRSs which have conceptual differences with the cerresponding Indian accounting
Standards. This category has further been divided d into two parts as follows:

Category Il A - IFRSs having conceptual differences with the corresponding Indian Accounting Standards
that should be taken up with the IASB. The following IFRSs have been identified in this Category:

IAS 17 Leases

IAS 19, Employee Benefits

IAS 27,Consolidated and Separate Financial Statements
IAS 28, Investments in Associates

IAS 31, Interests in Joint Ventures

IAS 37, Provisions, Contingent Liabilities and Contingent Assets

Category lll B - IFRSs having conceptual differences with the corresponding Indian Accounting Standards
that need to be examined to determine whether these should be taken up with the IASB or should be
removed by the ICAI itself. The following [FRSs have been identified in this Category:

IAS 12, Income Taxes
IAS 24, Related Party Disclosures

IAS 41, Agriculture (Corresponding Indian Accounting Standard is under preparation)
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IFRS 3, Business Combinations

IFRS 6, Exploration for and Evaluation of Minerai Resources

IFRS 8, Operating Segments

Category IV - IFRSs, the adoption of which would require changes in laws/regulations because compliance
with such IFRSs is not possible untit the regulations/laws are amended. The following IFRSs have been
identified in this Category:

. IAS 1, Presentation of Financial Statements

. IAS 8, Accouriting Policies, Changes in Accounting Estimates and Errors
. IAS 10, Events After the Balance Sheet Date

. IAS 16, Property, Plant and Equipment

. IAS 32, Financial Instruments: Presentation (Exposure Draft of the Corresponding Indian
Accounting Standard has been issued) )

. IAS 34, Interim Financial Reporting

. IAS 39, Financial Instruments: Recognition and Measurement (Exposure Draft of the
Corresponding Indian Accounting Standard has been issued)

. IFRS 1, First-time Adoption of International Financial Reporting Standards

. IFRS 4, Insurance Contracts

. IFRS 7, Financial Instruments: Disclosures

Category V - IFRSs corrésponding to which no Indian Accounting Standard is required for the time being.
However, the relevant IFRSs, when adopted upon full convergence, can be used as the “fallback” option
where needed.

. IAS 29, Financial Reporting in Hyper-inflationary Economies
Convergence with IFRS — Stage-wise Approach
3.8 The ICAI examined whether convergence with IFRSs can be achieved stagewise as below:
Stége l: Convergence with IFRSs falling in Category | immediately

Stage lI: Convergence with IFRSs classified in Category Il and Category 1l after a certain period of time,
say, 2 years after various stakeholders have achieved the level of technical preparedness and after
conceptual differences are resolved with the |IASB.

Stage |ll: Convergence with IFRSs classified in Category IV only after necessary amendments are made in
the relevant laws and regulations.

Stage IV: Convergence with IFRSs classified in Category V by way of adoption on fuli convergence.
3.9 The ICAI considered in-depth the stage-wise adoption approach and its views thereon are as below:

{iy If some IFASs are adopted in the initial stages and the other IFRSs are adoptedlater, tHis may
result in mis-match between the requirements of the adoptediFRSs in the first stage and the
accounting standards issued by ICAl/notified,corresponding to those IFRSs which are not
adopted. This is because manyaccounting standards are inter-related.

(i)  Another problem can be that IFRSs adopted in one stage may not be possible tobe implemented
fully until the adoption of the IFRSs to be adopted at the laterstage in view of their inter-
relationship.
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(i} Even, at present, it is found that when one IFRS is adopted, it results in anumber of changes in
the corresponding Indian Accounting Standards. Forexample, the issuance of ED of AS 30,
‘Financial Instruments: Recognition andMeasurement’, corresponding to |AS 39, ‘Financial
instruments: Recognition &Measurement’, has resulted in proposed limited revisions to many
otheraccounting standards such as AS 2, AS 11, AS 13, AS 21, AS 23, AS 27, AS 28 andAS 29
Such an approach is fraught with the danger of missing out certainminute aspects in other
standards which may also require revision.

(iv) Further changes in IFRSs will also make the process more complex as with everyrevision in
IFRS, revisions may be required in the existing Accounting Standardsapart from the changes in
the adopted IFRSs. Though IASB has decided not toissue any revised IFRS or new IFRS
effective till January 1, 2009, but after thatdate this problem wiil become acute.Convergence with
IFRS — All-at-once Approach

3.10 In view of the above difficulties, the‘ICAI is of the view that it would be moreappropriate to adopt all

3.12

3.13

IFRSs from a specified future date as has been done in many othercountries. After considering the
current economic environment, expected time to reach thesatisfactory level of technical preparedness
and the expected time to resolve the conceptualdifferences with the IASB, the ICAI has decided that
IFRSs should be adopted for publicinterest entities from the accounting periods commencing
on or after 1st April, 2011. Thiswill give enough time to all the participants in the financial reporting
process to help inbuilding the environment supporting the adoption of IFRSs. Insofar as the legal
andregulatory aspects are concemed, the ICAl is of the view that, on adoption of those IFRSs,having
certain requirements in conflict with the laws/regulations, the latter will prevail. The ICAI is further of the
view that this approach is appropriate because to wait for fullconvergence until the relevant laws/
regulations are amended would not be practicable assuch amendments may not take place for many
years.

The ICAl also examined whether an entity should have a choice to become fully IFRScompliantbefore
1st April, 2011. The ICAl is of the view that an early adoption of IFRSsshould be encouraged.
However, such an adoption shouid be for all IFRSs and that it cannotbe on selective basis.Format of
converged Accounting Standards

The ICAL considered whether the existing Accounting Standards should be revised tomake them fully
compliant with IFRSs by the specified date or on the specified date thelFRSs themselves should be
adopted. In either case, Indian-specific regulatory/legal aspectsmay be included in a separate section,
where appropriate. The ICAl is of the view that itwould be more cumbersome to follow the first
approach, i.e., revising the AccountingStandards. Therefore, the second approach should be, i.e.,
IFRSs, including the IFRSnumbers, should be adopted from the specified date of 1st April, 2011. The
IFRSs should beissued as Indian ASs, which would be considered IFRS-equivalent. In order to
facilitatereference to the existing Indian Accounting Standards, along with the IFRS number, in
thebrackets, the existing Accounting Standard number may also be given.

Role of various stakeholders to ensure convergence with IFRSs fromthe specified date, i.e,
accounting periods commencing on or after 1stApril, 2011

The following sections deal with the role of various stakeholders in the standardsettingprocess to
ensure smooth transition to the IFRSs from 1st April, 2011, in respect of thelisted and other public
interest entities.

Role of the ASB of the ICAI

3.14 The ICAI considered whether it should altogether stop formulating AccountingStandards hereinafter in

view of the fact that from 1st April, 2011, the IFRSs existing on thatdate would come into force for
public interest entities. For SMEs, IFRS for SMEs maysimilarly become applicable, subject to
examination as stated in paragraph 3.6. In thiscontext, it is noted that, at present, the ICAl is in the
process of formulating certain newaccounting standards corresponding to the IFRSs such as
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Accounting Standard (AS) 30, ‘Financial Instruments: Recognition and Measurement’, and Accounting
Standard (AS) 31, ‘Financial Instruments: Presentation’, and that Exposure Drafts in respect thereof
have alreadybeen issued. It was also noted that certain existing Accounting Standards such
asAccounting Standard (AS) 10, ‘Accounting for Fixed Assets’, is being revised and has
reachedadvanced stage of issuance. The |CAI feels that to stop work on such Accounting
Standardswould deprive the country of converging with IFRSs before the specified date of 1st
Aprit,2011. The ICAl is, therefore, of the view that it should continue to issue AccountingStandards in
conformity with the corresponding IFRSs which have, at present, reachedadvanced stage of formulation
even if they fall within Category IV. This would alsc makethe transition to IFRSs from 1st April, 2011
smaoother.

3.15 The ASB may consider revising Accounting Standards corresponding to IFRSsindicated in Category 1B
and Category Il on priority basis. For this purpose, ASB mayconsider issuing a composite exposure
draft of modifications in the Accounting Standardscorresponding to the IFRSs listed in Category IB and
issue exposure drafts of AccountingStandards corresponding to IFRSs falling in Category Il so that by
the time the convergencedate arrives, in respect of these standards the country is already in
convergence with IFRSs.While this is a broad suggestion, the ASB may consider in-depth its work plan
as to which ofthese accounting standards are capable of being revised/issued keeping in view
variousfactors such as extent of changes required. Another advantage of this process could be
thatcertain International stock exchanges, say, London Stock Exchange, may decide to allowlisting on
their stock exchanges without requiring preparation of recongciliation statementeven prior to 1st April,
2011. For instance, the London Stock Exchange may allow Indiancompanies to get listed without
reconciliation statement from 1st April, 2009 in case theconvergence in respect of Categories IB and Il
and the new accounting standards which arein the process of formulation are issued by that time.24

3.16 The ASB of ICAI should take up the conceptual differences with the IASB in respect of IFRSs falling in
Category Ill and it shouid resolve these differences as soon as possible by either convincing the IASB
to modify IFRSs or to satisfy itself that the requirements in the concemed IFRSs are appropriate even
in the Indian conditions. :

3.17 In respect of IFRSs falling in Category IV, i.e., IFRSs the adoption of which would require changes in
laws/regulations, the ICAI should initiate a dialogue with the relevant departments of the Government
or the authorities set up by the Government such as the National Advisory Committee on Accounting
Standards which formulate laws and with the relevant regulatory authorities to convince them that
either the legal provisions/regulations related to recognition, measurement and disclosure requirements
in the financial statements should be withdrawn by 1st April, 2011, or the same- should be appropriately
amended to ensure convergence with IFRSs.

3.18 The IASB has declared a stable platform for IFRSs upto January 1, 2009, i.e., the IASB will not make
any IFRS effective before that date, which is issued prior to that date. Thus, after 1st January, 2009,
the IASB may issue new IFRSs or revise the existing ones on frequent basis. The ASB of the ICAI
shouid play a more effective role by sending comments on the discussion papers/Exposure Drafts of
the proposed IFRSs. The ASB should also participate in the Round-tables organised by the I1ASB on
various drafts of proposed new IFRSs/revised IFRSs. In other words, the ASB should play a greater
role in influencing the future IFRSs. The ASB should also play a similar role in respect of the drafts.of
the Interpretations issued by the International Financial Reporting Committee (IFRIC). In this context,
the section related to the ‘Role of ASB of ICAI in Post-convergence Scenario’ (see paragraph 3.24)
may also be referred to.

3.19 The ASB can also play a greater role in influencing future IFRSs in the following ways:

(i) By identifying experts on IFRSs in India, who can be appointed on the 1ASB through the selection
process followed by the IASB so that the Indian concerns are expressed at the Board level.
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(i)

By nominating ASB staff on the IASB projects, on secondment basis or otherwise. The ICAl
notes that IASB welcomes such participation as is evident from the fact that the staff of certain
national standard-setters is presently invoived in various IASB projects. Also, IASB’s Statement
of Best Practices: Working Relationships between the IASB and other Standard-Setters
encourages the national standardsetters to do so (see also paragraph 3. 24(8)).

Role of ICAl as an educator/trainer

3.20 With a view to prepare its existing and prospective-members for the impending adoption of the IFRSs
from 1st April, 2011, the ICAI should formulate strategies with regard to the following:

(i

(in)

(iii)

To revise the syllabi of the pre-qualification Chartered Accountancy Course to include IFRSs as
a part of its curriculum;

The Continuing Professional Education (CPE) Committee and the Committee for Members in
Industry 'should hold intensive workshops on IFRSs to train the members in practice as well as in
industry. In order to encourage members to participate in the IFRS-specitic workshops, the ICAI
may consider laying down minimum CPE hours requirements in this regard, e.g., the ICAI may
make it mandatory for its members to attend a minimum number, say, 50 CPE hours of
workshops on IFRSs every year till 1st April, 2011 including those members who are in industry;

Preparation of educational material to guide its members on various intricacie involved in the
implementation of IFRSs. The educational material may focus on those areas which are new
compared to the existing Accounting Standards. Role of the Government and Regulators

3.21 The ICAI considers that the Government and the Regulators should play the following role in making
the country IFRS-compliant: .

(1)

(ii)

The Government and the Regulators should establish legal and regulatory environments that
provide for compliance with all the IFRSs.

The Government should frame/ revise laws in consultation with NACAS to reflect the IFRSs.
Similarly, various Regulators should frame/revise regulations in consultation with ICAIL. This should
be considered as a high pricrity.

Role of Reporting Entities

3.22 The reporting entities to which IFRSs are recommended to be applied should prepare themselves in
the following ways: .

()

(ii)

(iiiy .

(iv)

)

All the affected entities should design and implement an IFRS transitionprogramme and allocate
the necessary resources. This includes cobtaining thecommitment from the top down, i.e., from
those charged with governance tothose responsible for financial reporting by individual business
units. Also,they should consider the interdependencies between the transition to IFRSs
and26other financial reporting projects, if any, such as compliance with laws andregulations.

The entities should prepare to implement IFRSs by identifying differences andaddressing required
financial reporting system changes.

The entities should design and implement plans to change managementreporting system used to

monitor the performance of the business from thepreviously applied Accounting Standards to
IFRSs.

The entities should also provide IFRS training to staft at all levels affected bythe transition to
IFRSs. :

The entities should actively contribute to the international standard-settingprocess, in particular, to
identify practical implementation issues.
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{vi) The entities should consider at an early stage changes proposed by theExposure Drafts of IFRSs
with a view to gauge the potential impact thereof ontheir financial statements so that they are
able to provide informed commentson the drafts to the IASB/ICAL.

Role of Industry Associations

3.23 Industry associations such as Federation of indian Chambers of Commerce andindustry (FICCI),

Associated Chambers of Commerce (Assocham) and Contederation ofindian Industries (Cll) can also
play an important role in preparing their constituents for theadoption of the IFRSs in the following ways:

{ii  Holding round-tables on the Exposure Drafis of the IFRSs so that the views of the Association
can be sent to the IASB/ICAI.

(i) Conducting seminars/workshops on IFRSs for the industry participants to provide them
appropriate training.

(i)  Provide industry-specific forums to their constituents to discuss the industryspecific issues in
implementation of IFRSs.

Role of ASB in the post-convergence scenario

3.24 With regard to the role of ASB of the ICAI in the bost-convergence scenario, the ICAl decided to

generally endorse the role of the national standard-setters as envisaged in the Statement of Best
Practices: Working Relationships between the IASB and other Accounting Standard-sefters, issued by
the 1ASB, as follows:

Role in formulation of IFRS- equivalent Indian Accounting Standards

1.
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ASB should undertake one or more of the following processes in adopting IFRSs:
(a) determine whether each IFRS meets specified criteria set out in local legisiation/reguiations;

(b) endorse the IFRS in the form of IFRS-equivalent Indian Accounting Standards for the local
regulatory framework, with changes, if necessary, as mentioned at 2 and 3 below;

{c) present the standards for approval of NACAS for the purpose of Government notification .
Therefore, adopting IFRSs would be an ongoing process.

In general, working with the Government and regulators for adoption/ impiementation of iIFRSs,
including deciding in rare circumstances whether any carving out of the IFRS requirements in the
existing local conditions is warranted in the public interest.

In some cases, as at present, the ASB may continue the policy of removing optional treatments and
adding disclosure requirements to IFRSs when it believes that doing so provides more comparable and
useful information in the country.

When ASB makes any change to an IFRS, for example, adding a disclosure that isconsidered
necessary in the local environment, or removing an optionaltreatment, this should be made clear so
that users of the IFRS are aware of thechanges.

in some cases, certain changes in terminology in IFRS may be required keepingin view legal
requirements, e.g., replacing the term ‘true & fair’ for ‘presentfairly’, in 1AS 1, ‘Presentation of Financial
Statements’. Such changes do not lead tonon-convergence with IFRS.

Inevitably, questions_of interpretation will arise when IFRSs are applied.Accordingly, ASB should be
famibar with the implementation of IFRSs in thecountry. This familiarisation process may involve, or
depend upon, close liaisonwith local capital market and industry regulators. If ASB believes that an

. issuerequires interpretation of IFRSs, it shouid request the IFRIC to address the issue.lf IFRIC includes

the matter for interpretation on its Agenda,interpretation/guidance on the matter should not be issued.
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If IFRIC does notinclude the matter on its Agenda, it issues reasons therefor including what aparticular
requirement of an IFRS means. This itself can provide guidance tovarious stakehclders.28The IFRIC or
IASB staff may decide that an amendment to an IFRS is the moreappropriate course to follow. As part
of this process, other accounting standardsettersthat face a common issue could work together to
formulate a possibleapproach to the issue for resolution by the IFRIC or the |1ASB.

IFRSs are intended to apply worldwide regardless of local legislative andreguiatory environments.
However, some issues may relate to particularlegislative or other local requirements. In these cases,
ASB may decide to issueguidance. Care needs to be exercised, however, to ensure that the issues are
notmore widely relevant. In considering such issues, ASB should liaise with thelFRIC, and if it believes
it is necessary to issue any guidance, it should avoidincompatibility with IFRSs.

Role of ASB in influencing IFRSs before their finalization

1.

8.

ASB should have a role in communicating IASB activities and outputs to theindustry and other
stakeholders through educational and promotional activities,including publishing or distributing 1ASB
consultative documents in thejurisdictions, and in both providing the IASB with feedback on these
activitiesand outputs themselves and encouraging them to provide feedback o the IASB.

ASB should encourage various stakeholders to comment on IASB consultativedocuments direct to the
IASB as well as to the ASB.

Forums of communicating views other than comment letters are increasingly important in gathering
views, including forums on specific issues. ASB should use these forums as a mechanism for
encouraging the stakeholders to participate in the 1ASB’s standard-setting process.

ASB can assist the IASB in identifying constituents who can be involved in round-table discussions and
other forums and the issues of particular relevance to the stakeholders.

Without limiting the direct communication of ideas to the IASB, ASB has a role in communicating the

views and ideas of the stakeholders to the IASB through the consultation process—providing a forum

for views. Other organisations, such as representative bodies with an interest in financial reporting, may
also contribute to this process. ASB should make its own submissions to the IASB on consuitative
documents and shouid convey its views to the IASB rather than provide merely a synthesis of the
views expressed by the stakeholders.

ASB should make the IASB aware of any major conceptual differences of opinioh it may have with a
project as early as possible in the life of a project. This would require ASB to monitor closely the
development of the project. '

The IASB’s work programme is a subject on which it would be particularly heipful for ASB to channel
its views and those of the stakeholders in a constructive manner. Since the |ASB is unable to respond
1o every interested party's request to deal with a topic, ASB should seek the views of the stakeholders
on work programme priorities and collect and summarise them for consideration by the 1ASB.

Direct involvement of ASB in the IASB's projects would help 10 ensure that a wide range of views and
ideas are considered in the early stages of the deveiopment of a project.

The IASB may provide opportunities to ASB to be directly involved with IASB projects in the following ways:

(a)

(b)

involvement in a ‘research project’ alone, or, in partnership with a team of other standard-setters (either
as a leader of the team or as team member), under the guidance of IASB staff and selected Board
advisers.

involvement of the ASB staff in a ‘project tearn’ on an active IASB project under the direction of the
IASB directors. '
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ASB may conduct research or develop thinking on a topic that has not been identified by the |IASB as
a current priority, and then present the results of that work for consideration by the IASB and/or other
national accounting standardsetters. For there to be an expectation that those materials would be
considered there would need-to be some advance agreement both that the topic is worthy of
consideration and that the IASB and/or other standard-setters have a common interest in the topic. -

The IASB would weicome offers of staff assistance from the ASB. To be effective,from both the |IASB’s
perspective and that of the ASB, this involvement needs tobe undertaken with a clear understanding of
the staff member’s role andresponsibilities.

11. The IASB establishes working groups for some projects, and invites constituentsto nominate candidates

for membership of these groups. The working groupsare a source of expert advice and ideas for the
staff in progressing a particularproject. ASB may be able to assist in the process of making
nominations to, andin facilitating the operations of, working groups by identifying and
encouragingsuitable individuals to nominate themselves and, if appointed, to liaise activelywith those
individuals and assist them when needed.

12. The views of ASB can be a valuable source of independent thought in thedevelopment of I1ASB

documents. ASB should provide comments to the IASB onconsultative documents such as Exposure
Drafts and Discussion Papers. If timedoes not permit ASB-level input, comment from staff of the ASB
can beprovided. if ASB is unable to comment on each consultative document it shouldfocus on those
projects that are of particular importance to the country, or thoseon which the ASB believes it can best
contribute. It may also be helpful for ASB30to comment on other IASB documents, such as issues
papers and draftDiscussion Papers when it believes that the IASB would benefit from their inputat an
early stage.

Expectations from the IASB

3.25 To ensure smooth convergence with IFRSs, upto 2011 and thereafter also, IASB is alsoexpected to
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play an important role as follows:
(a) Provide guidance on issues emerging on adoption of IFASs on timely basis atleast upto 2011.
(b) Address concemns about the complexity and structure of the internationalstandards.

(c) Write standards in simple English that is understandable, clear and capable oftransiation and
consistent application. '

{d) In developing the IFRS and setting effective dates, be cognisant of the fact thatthe final standards
are required to be translated in India for the purpose ofGovernment Notification.

(e) In considering changes to the IFRS, be cognisant of the cost vs. the benefits of theproposed
changes.

{f) Establish 'e' process, or enhance the existing process to respond in a timelymanner to requests
for interpretations.

{g) Consider the development of implementation guidance.
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ANNEXURE IIl

Major departures in Indian Accounting Standards from the corresponding IFRSs

The present position of Indian accounting standards has been depicted in the following comparative statements of International

Financial Reporting Standards and Indian Accounting Standards.

L. Indian Accounting Standards already issued by the Institute of Chartered Accountants of India (ICAI) corresponding to the

International Financial Reporting Standards.

International Financial Reportin
S, nationa Hinancla’ Bep 8 | Indian Accounting Standards (ASs)
o.
No. Title of the Standard No. Title of the Standard
1. 1AS1 Presentation of Financial { AS1 | Disclosure of Accounting | AS 1 is based on the pre-revised 1AS 1. AS 1 is presently
Statements Policies under revision to bring it in line with the IAS 1. The
Exposure Draft of the revised AS 1 is being finalised on the
basis of the comments received on its limited exposure
amongst the specified outside bodies.
2, 1AS2 Inventories AS2 Valuation of Inventories AS 2 is based on [AS 2 (revised 1993). IAS 2 has been revised
in 2003 as a part of the IASB’s improvement project. Major

' It may be noted that International Accounting Standards nos. 3,4, 5, 6,9, 13, 15, 22, 25, 30 and 35 have already been withdrawn by the International Accounting Standards Board {1ASE).
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~ generating a profit from fluctuations in price or broker-

differences between AS 2 and IAS 2 (revised 2003) are as |
follows:

Differences due to level of preparedness

1. IAS 2 specifically deals with costs of inventories of an
enterprise providing services. However, keeping in view
the level of understanding that was prevailing in the
country regarding the treatment of inventories of an
enterprise providing services at the time of last revision of
AS 2, the same are excluded from the scope of AS 2.

2. Keeping in view the level of preparedness in the
country at the time of last revision of AS 2, AS 2 requires
lesser disclosures as compared to [AS 2.

3. IAS 2 specifically provides that the measurement
requirements of the Standard do not apply to the
measurement of inventories held by commodity broker-
traders who measure their inventories at fair value less
costs to sell. AS 2 does not contain any exclusion or
separate provisions relating to inventories held by
commodity broker-traders. (Broker-traders are those who
buy or sell commodities for others or on their own account.
The inventories are principally acquired by a broker-trader
with the purpose of selling in the near future and

traders’ margin.) By implication, the measurement basis

laid down in the Standard, viz., lower of cost and net
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are required to be disclosed in the financial statements.
However as per AS 4, such disclosures are required to be
made in the report of the approving authority and not in
the financial statements.

IAS11 | Construction Contracts AS57 | Construction Contracts AS 7 is based on the current IAS 11. There is no difference
between AS 7 and [AS 11.
IAS12 |'Income Taxes AS22 | Accounting for Taxes on | Differences due to level of preparedness
Income ¢ Keeping in view the level of preparedness in the
country at the time of issuance of AS 22, AS 22 was
based on the Income Statement Approach.
¢ [CAlis revising AS 22 to bring it in line with [AS 12,
IAS 14 | Segment Reporting AS17 | Segment Reporting AS 17 is based on the current IAS 14. The major differences

between [AS 14 and AS 17 are described hereinafter.

Differences due to removal of alternatives

1. TAS 14 encourages, but does not require, the reporting
of vertically integrated activities as separate segments.
However, under A5 17, in case a vertically integrated
segment meets the quantitative norms for being a
reportable segment, the relevant disclosures are required to
be made.

2. As per IAS 14, a segment identified as a reportable
segment in the immediately preceding period on satisfying
the relevant 10% threshold, shall be reportable segment in
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Estimates and Errors

and Changes in Accounting
Policies

exposure draft of the revised AS 5 is being prepared on the
basis of the comments received on its limited exposure
among the specified outside bodies. There is no major
difference between IAS 8 and the draft revised standard.

IAS10

Events After the Balance
Sheet Date

AS4

Contingencies and Events
Occurring after the Balance
Sheet Date

AS 4 is based on the pre-revised IAS 10 which dealt with the
Contingencies as well as the Events Occurring After the
Balance Sheet Date. Recently, on the lines of 1AS 37, the
ICAI has issued AS 29. Pursuant to the issuance of AS 29,
the portion of AS 4 dealing with the Contingencies, except to
the extent of impairment of assets not covered by other
accounting standards, stands superseded. AS 4 now deals
with the Events After the Balance Sheet Date. AS 4 is
presently under revision to bring it in line with the
corresponding [AS 10,

Difference due to legal and regulatory environment

1. As per IAS 10, proposed dividend is a non-adjusting
event. However, as per the Indian law governing
companies, provision for proposed dividend is required to
be made, probably as a measure of greater accountability of
the company concerned towards investors in respect of
payment of dividend. While attempts are made, from time
to time, at various levels, to persuade the Government for
changes in law; it is a time-consuming process.

2. As per [AS 10, non-adjusting events, which are material,

SH4| U0 aosualBuon) [eucleN sAe( £




g9l |

realisable value, applies to inventories of commodity
trader-brokers.

Conceptual differences

4. AS 2 specifically excludes “selling and distribution
costs” from the cost of Inventories and provides that it is
appropriate to recognise them as expenses in the period in
which they are incurred. However IAS 2 excludes only
“Selling Costs” and not “Distribution Costs”.

5. AS 2 does not deal with the issues relating to recognition
of inventories as an expense including the write down of
inventories to net realisable value and any reversal aof such
write down,

6. AS 2 provides that the cost of inventories of items other
than those which are not ordinarily interchangeable and
goods or services produced and segregated for specific
projects should be assigned by using the first-in, first-out
(FIFO), or weighted average cost formula. It is specifically
required by AS 2 that the formula used should reflect the
fairest possible approximation to the cost incurred in
bringing the items of inventory to their present location and
condition. However LAS 2 does not require the same for the
choice of the formula to be used, rather it requires that same
cost formula should be used for all inventories having a
similar nature and use to the entity.

AS 2 is presently under revision to converge with 1AS 2,
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Corresponding IAS has
been withdrawn since the
matter is now covered by
IAS 16 and IAS 38

AS6

Depreciation Accounting

AS 6 was formulated on the basis of 1AS 4, Depreciation
Accounting, which has since been withdrawn. The
corresponding Indian Accounting Standard (AS) 10,
Accounting for Fixed Assets, is being revised to bring it in line
with IAS 16. The Council has approved the draft of the
revised A5 10 and the same will be issued shortly. Upon
issuance of the revised AS 10, AS 6 would be withdrawn.

IAS7

Cash Flow Statements

AS3

Cash Flow Statements

AS 3 is based on the current IAS 7. The major differences
between IAS 7 and AS 3 are as below:
Differences due to removal of alternatives

1. In case of enterprises other than financial enterprises,
unlike IAS 7, AS 3 does not provide any option with regard
to classification of interest paid. It requires interest paid to
be classified as financing cash flows.

2. In case of enterprises other than financial enterprises, A5 3
does not provide any option with regard to classification of
interest and dividend received. It requires interest and
dividend received to be classified as investing cash flows.

3. AS 3 also does not provide any option regarding
classification of dividend paid. It requires dividend paid to
be classified as financing cash flows.

AS 3 is presently under revision to converge with IAS 7.

IAS 8

Accounting Policies,
Changes in Accounting

ASS

Net Profit or Loss for the
Period, Prior Period Items

AS 5 is based on the earlier LAS 8. AS 5 is presently under
revision to bring it in line with the current IA5 8. The
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the current period also if the management judges it to be of
continuing  significance. However as per AS 17, this
reporting is mandatory without considering the
management’s judgement.

Differences due to level of preparedness

3. IAS 14 prescribes certain additional disclosure
requirements regarding enterprise’s share of profit or loss
of associates and joint ventures and regarding restatement
of prior year information, etc. At the time of issuance of AS
17, there were no Accounting Standards in India dealing
with accounting for investments in associates and joint
ventures, etc. Accordingly, these disclosures are not
specifically covered in AS 17.

4. As per IAS 14, for a segment to qualify as a reportable
segment, it is required for it to earn the majority of its
revenue from external customers in addition to meeting the
10% threshold criteria of revenue, operating results or total
assets required in AS 17.

The 1ASB has recently issued IFRS 8 on 'Operating Segments’
which would supersede IAS 14 with effect from January 2009.
The ASB of the ICAI would consider the above differences between
AS 17 and IAS 14 while revising its AS 17 to bring it in line with
IFRS 8 on ‘Operating Segments’,

10. | IAS16 | Property, Plant and
Equipment

| AS10

Accounting for Fixed Assets

AS 10 is based on the earlier IAS 16. AS 10 is being revised
to bring it in line with the current TAS 16. The draft revised
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AS 10 has been ap_proved bvy the Council and the same has |
also been considered by the NACAS at its last meeting. The
NACAS made certain suggestions and the views of the
Accounting Standards Board on such suggestions will be
placed before the NACAS at its next meeting. The following
is the major difference between IAS 16 and draft revised AS
10:

Differences due to legal and regulatory environment

1. In India, the law governing the companies prescribes
minimum rates of depreciation. Keeping this in view, the
revised AS 10 recognises that depreciation rates prescribed
by the statute would be the minimum rates of depreciation.

11.

[A517

Leases

AS19

Leases

AS 19 is based on IAS 17 (revised 1997). IAS 17 has been
revised in 2004. The major differences between IAS 17 and
AS 19(revised 2004) are described hereinafter.

Conceptual differences

1. Keeping in view the peculiar land lease practices in the
country, lease agreements to use lands are specifically
excluded from the scope of AS 19 whereas IAS 17 does not
contain this exclusion.

2. IAS 17 specifically provides that the Standard shall not be

applied as the basis of measurement for:
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(a) property held by lessees that is accounted for as
investment property;

(b) investment property provided by lessors under
operating leases;

{c) biological assets held by lessees under finance leases; or

{d)biological assets provided by lessors under operating
leases

However, AS 19 does not exclude the above from its scope.

5. A5 19 specifically prohibits upward revision in estimate
of unguaranteed residual value during the lease term.
However 1AS 17 does not prohibit the same.

6. As per IAS 17 initial direct costs incurred by a lessor
other than a manufacturer or dealer lessor have to be
included in amount of lease receivable in the case of finance
lease resulting in reduced amount of income to be
recognised over lease term and in the carrying amount of
the asset in the case of operating lease as to expense it over

’
the lease term on the same basis as the lease income.
However, as per AS 19, these can be either charged off at
the time of incurrence in the statement of profit and loss or
can be amertised over the lease period.
12. | [AS18 | Revenue AS9 Revenue Recognition

AS 9 is based on the earlier [AS 18. AS 9 is presently under
revision to bring it in line with the current IAS 18.
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IAS 9 is presently under revision to converge with 1AS 18.

13.

IAS 19

Employee Benefits

AS 15

Employee Benefits

AS 15 is based on the current TAS 19. The major differences
between 1AS 19 and AS 15 are described hereinafter.

Difference due to removal of alternatives

1.Unlike IAS 19, AS 15 does not provide any option with
regard to recognition of actuarial gains and losses. It
requires such gains and losses to be recognised
immediately in the statement of profit and loss.

Conceptual Difference

2. Regarding recognition of termination benefits as a
liability, it is felt that merely on the basis of a detailed formal
plan, it would not be appropriate to recognise a provision
since a liability cannot be considered to be crystallised at this
stage. Accordingly, AS 15 provides criteria for recognition of
a provision for liability in respect of termination benefits on
the basis of the general criteria for recognition of provision
as per AS 29, Provisions, Contingent Liabilities and Contingent
Assets (corresponding to LAS 37).

It may be noted that the IASB has recently issued an
Exposure Draft of the proposed Amendments to IAS 19
whereby the criteria regarding recognition of termination
benefits as a liability are proposed to be amended. The
Exposure Draft proposes that voluntary termination benefits

should be recognised when employees accept the entity’s
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offer of those benefits. We, in our comments on the
Exposure Draft, have pointed out that in a country such as
India, such a requirement would give erroneous results
since the schemes generally have the following
characteristics in terms of the steps involved  in
implementing the scheme:

{i) Announcement of the scheme by an employer, which is
considered as an ‘invitation to offer’ to the employees
rather than the offer to the employees for voluntary
termination of their services.

{iiy Employees tender their applications under the scheme.
This does not confer any right to the employees under the
scheme to claim termination benefits. In other words,
tendering of application by an employee is considered as an
‘offer’ in response to ‘invitation to offer’, rather than
acceptance of the offer by the employee.

{ili) The acceptance of the offer made by the employees as
per (ii) above by the management.

Keeping in view the above, we have suggested that as per
the above'’scheme, liabilities with regard to voluntary
termination benefits should be recognized at the time when
the management accepts the offer of the employees rathet
than at the time the employees tender their applications in
response to the ‘invitation to offer’ made by the
management.

SH4| uo 8oua19uoy) [euoneN sheq €




| 211

amended criteria in 1AS 19 would result into recognition of
the liability broadly at the same time as under the criteria
prescribed in AS 15.

Incidentally, it may be mentioned that the treatment
prescribed in AS 15 is also in consonance with the legal
position in India.

T1f our comments on the Exposure Draft érrié";&c_qo-g:l, the

14. |1AS20 | Accounting for AS12 | Accounting for Government | AS 12 revised corresponding to 1AS 20 has been approved
Government Grants and Grants by the Council and is likely to be issued shortly. There is no
Disclosure of difference between the Draft of the standard and IAS 20.
Government Assistance

15. |IAS21 | The Effects of Changesin | A511 | The Effects of Changes in | Difference due to level of preparedness

Foreign Exchange Rates

Foreign Exchange Rates

1. AS 11 is based on the integral and non-integral foreign
operations approach, i.e., the approach which was followed
in the earlier [AS 21 (revised 1993).

2. The current IAS 21, which is based on ‘Functional
Currency” approach, gives similar results as that under pre-
revised IAS 21, which was based on integral /non-integral
foreign operations approach. Accordingly, there are no
significant differences between IAS 21 and AS 11.

3. The current AS 11 has recently become effective, ie.,
from 1-4-2004. It is felt that some experience should be
gained before shifting to the current IAS 21.
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16. [ IAS23 | Borrowing Costs AS16 | Borrowing Costs There is no major difference between AS 16 and IAS 23
(revised 2007).
17. |1AS24 | Related Party Disclosures | AS 18 | Related Party Disclosures AS 18 is based on [AS 24 (reformatted 1994) and following

are the major differences between the two.

Conceptual differences

1. According to AS 18, as notified by the Government, a
non-executive director of a company should not be
considered as a key management person by virtue of merely
his being a director unless he has the authority and
responsibility for planning, directing and controlling the
activities of the reporting enterprise. However, [AS 24
provides for including non-executive directer in key
management personnel.

2. In AS 18 the term ‘relative’ is defined as “the spouse,
son, daughter, brother, sister, father and mother who may
be expected to influence, or be influenced by, that individual
in his/her dealings with the reporting enterprise” whereas
the comparable concept in IAS 36 is that of ‘close members
of the family of an individual’ who are “those family
members who may be expeciéd to influence, or be
influenced by, that individual in their dealings with the
entity. They may include:

{a) the individual’s domestic partner and children;

{(b) children of the individual’s domestic partner; and

13
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(c) dependants of the individual or the individual's
domestic partner.”

18.

IAS 27

Consolidated and
Separate Financial
Statements

AS21

Consolidated Financial
Statements

AS 21 is based on [AS 27 (revised 2000). AS 21 is presently
under revision to converge with [AS 27,

Difference due to legal and regulatory environment

Keeping in view the requirements of the law governing the
companies, AS 21 defines control as ownership of more than
one-half of the voting power of an enterprise or as control
over the composition of the governing body of an enterprise
50 as to obtain economic benefits. This definition is different
from 1AS 27, which defines control as “the power to govern
the financial and operating policies of an enterprise so as to
obtain benefits from its activities”,

Conceptual Differences

Goodwill/Capital reserve is calculated by computing the
difference between the cost to the parent of its investment in
the subsidiary and the parent’s portion of equity in the
subsidiary in AS 21 whereas in IAS 27 fair value approach is
followed. :

19.

LAS 28

Investments in Associates

AS23

Accounting for Investments
in Associates in
Consolidated Financial

AS 23 is based on the IAS 28 (revised 2000).. AS 23 is
presently under revision to converge with I1AS 28,

Conceptual Differences
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Statements

The conceptual differences, explained in relation to IAS 27,
are relevant in this case also.

20.

IAS 31

Interests in Joint
Ventures

AS27

Financial Reporting of
Interests in Joint Ventures

AS 27 is based on the [AS 31 (revised 2000). AS 27 is
presently under revision to converge with I1AS 31,

Difference due to removal of alternatives

1. Unlike JAS 31, AS 27 does not provide any option for
accounting of interests in jointly controlled entities in the
consolidated financial statements of the venturer. It requires
proportionate consolidation to be followed and venturer’s
share of each of the assets, liabilities, income and expenses of a
jointly controlled entity to be reported as separate line items.

Conceptual Differences

2. The conceptual differences, explained in relation to IAS
27, are televant in this case also.

21

IAS 32

Financial Instruments:

Presentation

As i1

Financial Instruments:

Presentation

ICAI has recently issued AS 31 corresponding to IAS 32 and
which will come into effect in respect of accounting periods
commencing on or after 1-4-2009 and will be
recommendatory in nature for an initial period of two years.
There is no difference between AS 31 and corresponding
IAS 32.

IAS 33

Eamnings Per Share

AS 20

Eamings Per Share

AS 20 is based on the IAS 33 (issued 1997). Revisions made
to IAS 33 are being looked into by the ASB of the ICAL
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Differences due to level of preparedness

1. As per IAS 33 revised, basic and diluted amounts per
ghare for the discontinued operation are required to be
disclosed. However AS 20 does not require such disclosures.

2. IAS 33 revised requires the disclosure of antidilutive
instruments also which is not required by AS 20.

IAS 34

Interim Financial
Reporting

AS25

Interirh Financial Reporting

AS 25 is based on the current IAS 34. The major differences
between IAS 34 and AS 25 are described hereinafter.

Differences due to legal and regulatory environment

1. InIndia, at present, the staternent of changes in equity is
not presented in the annual financial statements since, as
per the law, this information is required to be disclosed
partly in the profit and loss account below the liné and
partly in the balance sheet and schedules thereto. Keeping
this in view, unlike IAS 34, AS 25 presently does not require
presentation of the condensed statement of changes in
equity. However as a result of proposed revision to AS 1,
limited revision to AS 25 has also been proposed, which
requires to present the condensed statement of changes in
equity as part of condensed financial statements and
limited exposure for the same has been made.

2. Keeping in view the legal and regulatory requirements
prevailing in India, AS 25 provides that in case a statute or
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a regulator requires an enterprise to prepare and present
interim information in a different form and/or contents,
then that format has to be followed. However, the
recognition and measurement principles as laid down in AS
25 have to be applied in respect of such information.

24.

1AS 36

Impairment of Assets

AS 28

Impairment of Assets

AS 28 is based on the IAS 36 (issued 1998). At the time of
issuance of AS 28, there was no major difference between AS
28 and IAS 36.

[ASB, pursuant to its project on Business Combinations, has
made certain changes in IAS 36. AS 28 is presently under
revision to converge with 1AS 36.

25,

1AS 37

Provisions, Contingent
Liabilities and
Contingent Assets

AS 29

Provisions, Contingent
Liabilities and Contingent
Assets

AS 29 is based on the current IAS 37. The major differences
between LAS 37 and AS 29 are described hereinafter.

Difference due to level of preparedness
1. AS 29 requires that the amount of a provision should not
be discounted to its present value since financial statements
in India are prepared generally on historical cost basis and
not on present value basis. However a limited revision is
being proposed to bring it in line with IAS 39 insofar as this
aspect is concerned.

Conceptual Differences

2. 1AS 37 deals with “constructive obligation” in the context
of creation of a provision. The effect of recognising
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provision on the basis of constructive obligation is that, in
some cases, provision will be required to be recognised at an
early stage. For example, in case of a restructuring, a
constructive obligation arises when an enterprise has a
detailed formal plan for the restructuring and the enterprise
has raised a valid expectation in those affected that it will
carry out the restructuring by starting to implement that
plan or announcing its main features to those affected by it.
It is felt that merely on the basis of a detailed formal plan
and announcement thereof, it would not be appropriate to
recognise a provision since a liability cannot be considered
to be crystalised at this stage. Further, the judgment whether
the management has raised valid expectations in those
affected may be a matter of considerable argument.

In view of the above, AS 29 does not specifically deal with
‘constructive obligation”. AS 29, however, requires a
provision to be created in respect of obligations arising from
normal business practice, custom and a desire to maintain
good business relations or act in an equitable manner. In
such cases, general criteria for recognition of provision are
required to be applied.

Incidentally, it may be mentioned that the treatment
prescribed in AS 29 is also in consonance with the legal
position in India.

3. Unlike IAS 37, as a measure of prudence, AS 29 does not

require contingent assets to be disclosed in the financial
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statements.

26.

IAS 38

Intangible Assets

AS26

Intangible Assets

AS 26 is based on IAS 38 (issued 1998). IASB, as a part of its
project on Business Combinations, has revised 1AS 38. AS 26
is presently under revision to converge with IAS 38,
Following are the major differences between AS 26 and IAS
38:

Conceptual Differences

1. An intangible asset is defined as an identifiable non-
monetary asset, without physical substance, held for use in
the production or supply of goods or services, for rental to
others, or for administrative purposes whereas [AS 38
defines an intangible asset ‘as an identifiable non-monetary
asset without physical substance’.

2. AS 26 is based on the assumption that the useful life of the
intangible asset is always definite. In regard to assets with
definite life also there is a rebuttable presumption that the
useful life of an intangible asset will not exceed ten years
from the date when the asset is available for use. Whereas
IAS 36 recognises that an intangible asset may have an
indefinite life. In respect of intangible assets having a
definite life, the Standard does not contain rebuttable
presumption about their useful life.

3. As per AS 26 if control over the future economic benefits
from an intangible asset is achieved through legal rights that
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have been gréﬂﬁted for a finite per'irod,' it !sreqmre& that the |
useful life of the intangible asset should not exceed the
period of the legal rights unless:

{(a) thelegal rights are renewable; and

(b)  renewal is virtually certain.

However, 1AS 38 requires ‘evidence to support renewal’
instead of virual certainty for renewal.

ICAI has recently issued AS 30 corresponding to IAS 39 and

27. {IAS 38 | Financial instruments: | AS 30 | Financial instruments: Hich wil ) ot | ] ) 4
Recognition and Recognition and | whic w1_ come into effect in respect of accounting PCI‘] ]
Measurement measurement commencing on or after 1-4-2009 and will be

recommendatory in nature for an initial period of two years.
There is no difference between AS 30 and [AS 39,

28. Corresponding IAS has | AS13 | Accounting for Investments | AS 13 was formulated on the basis of IAS 25, Accounting for
been withdrawn since the Investments. Pursuant to the issuance of IAS 32, IAS 39, [AS 40
matter is now covered by and IFRS 7, IAS 25 has been superseded.

IAS 32, 39,40 and IFRS 7 AS 13 shall also stand withdrawn on the date, AS 30 and AS 31
becoming mandatory except to the extent it relates to accounting for
investment properties.

29. | 1AS40 | Investment Property - Dealt with by Accounting

Standard 13

AS 13 was formulated on the basis of IAS 25, Accounting for
Investments. Pursuant to the issuance of 1A5 32, IAS 39 and
IAS 40, IAS 25 has been superseded. The proposed Indian
Accounting Standard corresponding to [AS 40 is under
preparation.
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30. | IFRS3 | Business Combinations AS514 | Accounting for AS 14 was formulated on the basis of earlier 1AS 22,
Amalgamations Business Combinations.
Pursuant to the issuance of IFRS 3, Business Combinations,
[IAS 22 has been superseded.
AS 14 is presently under revision to bring it in line with
the JFRS 3.
31. |IFRS5 | Non-current Assets Held | AS24 | Discontinuing Operations. AS 24 is based on the IAS 35, Discontinuing Operations,

for Sale and
Discontinued Operations

Further, AS 10 deals with
accounting for fixed assets
retired from active use.

which has been superseded pursuant to the issuance of
IFRS 5, Non-current Assets Held for Sale and Discontinued
Operations.

An Indian Accounting Standard corresponding to IFRS 5
is under preparation.

After the issuance of this Indian accounting standard, AS
24 is proposed to be withdrawn.
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IL. International Financial Reporting Standards which shall be adopted from the period starting from 1% April 2011 for the reasons
indicated.
International Financial Reporting Standard
S. No. Reasons
. No. Title of the Standard
1. IAS26 | Accounting and Reporting by |IAS 26 is having some conceptual problems and IASB is also
Retirement Benefit Plans considering for its revision, so it has been decoded not to take up it
presently.
2. IAS 29 | Financial Reporting in Hyper- | The Institute notes that the hyper-inflationary conditions do not
inflationary Economies prevail in India. Accordingly, the subject is not considered relevant in
the indian context.

3. IAS 41 Agriculture Keeping in view the existing Indian conditions, its appiication is
considered too onerous as the IAS is fair value based.

4, IFRS1 First-time Adoption of International | IFRS 1 will be relevant only on adoption of IFRSs from 1% April 2011

Financial Reporting Standards in India.

5. IFRS 4 | Insurance Contracts This IFRS has not been taken up as there are certain issues involved
in relation to laws/regulations governing insurance entities, which are
being taken-up with Insurance Regulatory and Development
Authority of India (IRDA).
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IIl.  Accounting Standards presently under preparation corresponding to the International Financial Reporting Standards
International Financial Reporting Standards
5. No. ' Status of the corresponding Indian Standard
No. Title of the Standard

1. IAS 40 | Investment Property Under preparation. At present, covered by Accounting Standard (AS) 13,
Accounting for Investments.

2. IFRS 2 | Share-based Payment Under preparation. At present, Employee-Share based Payments, are
covered by a Guidance Note issued by the ICAIl, which is based on IFRS
2. Further, some other pronouncements deal with other share-based
payments, e.g., AS 10, Accounting for Fixed Assets.

3. IFRS 7 | Financial Instruments: | Under preparation. To be issues shortly

Disclosures

IV.  Guidance Note issued by the Institute of Chartered Accountants of India (ICAI) corresponding to the International Financial
Reporting Standard -

S.No

International Financial Reporting Standard

Title of the Guidance Note

No.

Title of the Standard

IFRS 6

Exploration for and Evaluation of Mineral | Guidance Note on Accounting for Qil and Gas Producing Activities. The

Resources

Guidance Note is comprehensive as it deals with all accounting aspects and is
based on the corresponding US GAAPs.
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