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As per MCA Roadmap Indian companies will adopt IFRS-converged financials (Indian Accounting Standards) in a phased manner over FY 2017-2020. As an estimate over 350 companies from the BSE500 migrating from FY17. Ind-AS which are primarily based on ‘substance over form’ and ‘fair valuation’, will bring material changes to the operating metrics and return ratios of companies besides providing more disclosures. While some of the changes on revenue recognition, fixed assets and business combination will have sector-wide impact, the impact of changes in financial instruments, employee benefits and consolidation will be more company-specific. Migration to Ind-AS will have material implications for Banking, Telecom, Automobiles, Power, Media, IT and Consumer sectors. 
Adoption of Ind AS suggest material impact on the operating metrics of (a) Banks/FIs – earlier recognition of NPAs, fair valuation of ESOPs, deferment in recognition of fee income, and routing actuarial losses/gains through reserves, (b) Telecom – expensing forex gains/losses on loans and consolidation of joint ventures, (c) FMCG and  IT – fair-valuing ESOPs, increased  amortization  post business combinations, and accrual-based recognition of income on MF,  (d) Autos – consolidation of JVs / treasury shares, classification of take-or-pay contracts as deemed lease, (e) Power – arrangements with government  classified as service concession arrangements, (f) Media – fair-valuing ESOPs, classifying redeemable preference shares as debt, and (g) All sectors – timing and quality of revenue recognition.
Migrating to Ind-AS will require corporates to prepare an opening balance sheet on the transition day, recognizing assets and liabilities in accordance with Ind-AS and adjusting the difference on migration through reserves. This will imply material change in the net worth of companies. Further, the option to fair-value assets on first-time adoption might offer MAT-paying companies an opportunity to increase their future depreciation cost and lower book profits, which forms the basis for MAT payments.
Major changes and their impact on key metrics:
	Key difference areas
	IGAAP
	Ind-AS
	Impact due to transition

	
	
	
	

	Revenue
Recognition
	Multiple element
contracts
	No specific requirement for
unbundling of services. Entire revenue recognized upfront.
	Components of sale to be unbundled and recognized separately at the time of performance
	Deferral of revenue and earnings


	
	Recognition
Criteria
	On transfer of risk and rewards
	On transfer of risk and rewards
and control
	Deferral of revenue and earnings

	
	Fee income on (a)
loans extended ,
and (b) guarantee
services rendered
	No specific guidelines. Generally recognized on receipt.
	Fee income is recognized over the life of the loan/period of service
	Deferral of revenue recognition leading to impact on margin and earnings

	
	Service concession
arrangements
(SCA)
	No specific guidelines available under IGAAP for accounting of these arrangements.   
	Arrangements that satisfy certain criteria will be accounted using SCA.
	Revenue and profitability of companies on construction activities will be advanced. This will be compensated by lower profits during the operation phase.

	Employee
benefits
	ESOPs
	Optional to account for ESOP cost on intrinsic basis or fair valuation
	Mandatory to account for ESOP
cost on fair valuation.
	Increase in employee costs.

	
	Long term
employee
benefit plans
	Gains losses on change in
actuarial assumptions charged to the income statement
	Gains/losses on change in
actuarial assumptions charged to the reserves.
	Reduction in volatility of income statement.

	Consolidation
	Consolidation of entity as subsidiary
	Based on legal ownership
	Based on control
	Certain entities may be consolidated/unconsolidated

	
	Joint venture
	Accounted on proportionate basis
	Accounted on Equity Basis
	Decline in revenues and EBITDA.
However, earnings remain unaffected

	
	Treasury shares
	Not mandatory to consolidate
	Adjusted from equity on
consolidation
	Increase in EPS, Decline in net worth
and increase in the ROCE/ROE

	Business Combinations
	Mergers and
Acquisitions
	Separate guidance for
acquisition of business unit (under As14) and acquisition of shares (under AS14).
Assets/Liabilities acquired can be recognized at book value or fair market value depending on methodology used. Goodwill recognized under AS14 is amortized while under AS21 is only tested for impairment
	Mandatory (a) fair valuation of
assets and liabilities acquired on
acquisition, (b) recognition of
intangibles even when not
recorded in the books of seller.
Excess of consideration paid over net asset acquired is treated as goodwill and tested for annual impairment, while the deficit is adjusted in reserves.
	Appropriate representation of assets/liabilities. Goodwill will be carried at much lower value. Depreciation & amortization cost will vary from current levels.

	Financial
Instruments
	Classification of
financial
instruments
	As per legal form :Perpetual Bonds as Debt ; Redeemable preference shares as equity
	As per substance of the
instrument - Perpetual Debenture preference shares - Finance cost ; as Equity; and Redeemable preference shares as debt
	Preference dividend on redeemable
Interest on perpetual debenture -
adjusted in the equity

	
	FCCB
	Treated as debt. Premium on
redemption is either charged to cost on liability portion to be
reserves or forms part of
contingent liability
	Split accounting followed. Interest  provided through income    statement
	Increase in finance cost

	
	Deep discount bond/ZCB
	Discount on issue / premium on redemption charged  through reserves
	Discount on issue / premium on redemption charged through P&L using effective interest rate  method  
	Increase in Finance Cost

	
	Derivatives
	Optional either to follow hedge accounting  or MTM losses on derivative contracts are charged through the income statement while the MTM gains are ignored
	Derivative instruments are required to be fair valued and the gains and losses are recognized through the income statement unless the company adopts hedge accounting
	Reduce volatility in income statements of companies currently not following hedge accounting.


	
	Investments
	Investments classified as (a) current: carried at lower of cost or market value, and (b) noncurrent: carried at cost less any permanent diminution in value of asset
	Investments carried at fair value with gains in P&L or OCI as per the classification (a) HTM, (b) FVOCI, or (c) FVTPL.
	Earnings on investments will smoothen and be recognized over the holding period. Increase in net worth will, however, lead to decline in return ratios.

	
	Bill discounting
	Debtors derecognized and
shown as part of contingent
liability even if risk is retained
	Debtors are derecognized only if significant control and risk are
transferred
	Increase in debt and debtors. Decline
in ROCE.

	
	Loan Provisioning 
BFSI
	- NPA recognition as per RBI guidelines which is more on lines with the incurred loss model
	NPA recognition as per expected credit loss method
	NPA recognition will get proponed

	
Property
Plant and
Equipment
	Take or pay
contracts with
suppliers
	Recognized as a purchase transaction.
	Considered as a deemed lease.
	Balance sheet: higher asset base and
debt. P&L: Higher depreciation and
interest payment. EBITDA will improve.
RoCE: will deteriorate.

	
	Asset retirement  obligation
	Companies recognize absolute contractual obligation for ARO as part of asset cost
	Companies recognize present value of both contractual and constructive obligation as part of asset cost
	Profitability in initial year will decline, as base for amortization increases on recognition of constructive obligation

	
	Intangibles -
amortization
	Life of intangibles is definite.
	Intangibles like
trademarks/brands can have
indefinite useful life
	Amortization expenses will reduce

	
	Revaluation of
assets
	Selective revaluation of assets is permitted. Depreciation on revalued asset is charged through the reserves
	Does not permit selective revaluation of assets. While
revaluation gains are adjusted in reserves, depreciation on revalued assets needs to be factored through the income statement
	Decline in earnings

	Others
	Deferred taxes
	Computed using the ‘income statement approach
	Computed using the ‘balance sheet approach’
	Deferred tax recognition may vary

	
	
	
	
	

	
	Proposed dividend
	Shown as an appropriation of profits for the year in which it is declare
	To be shown as an appropriation of profits post getting  declared and approved  
	Proposed dividend unless approved continues to remain as part of reserve



