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ABSTRACT:

Globalization has laid down a way for all the countries to
adopt a single set of accounting standards. Recent years
have seen major changes in financial reporting worldwide
under which the most obvious is the continuing adoption
of IFRS worldwide. More than 100 countries have con-
verged or recognized the police of convergence with the
IFRS. IFRS are the globally accepted accounting standards
and interpretations adopted by the IASB.An upcoming
economy on world economic map, India, too, decided to
converge to International Financial Reporting Standards
(IFRS). In India, ICAI has decided to adopt the IFRS by
April 2011. The present paper discusses the need for the
Convergence of Indian Accounting Standards (IAS) with
IFRS and the utility for India in the problems and chal-
lenges faced by the stakeholders and its impact on India.
The development of harmonized accounting rules and a
uniformity of approach among countries towards educa-
tion and training of professional accountants should ac-
company principles. Furthermore, the harmonization of
accounting rules and principles among countries should
also be accompanied by inter country harmonization in
auditing principles and standards.
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1. INTRODUCTION:

Accounting Standards are used as one of the main com-
pulsory regulatory mechanisms for preparation of gener-
al-purpose financial reports and subsequent audit of the
same, in almost all countries of the world. Accounting
standards are concerned with the system of measurement
and disclosure rules for preparation and presentation of fi-
nancial statements. They appear with a set of authoritative
statements of how particular types of transactions, events
and other costs should be recognized and reported in the
financial statements.
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Accounting standards are devised to furnish useful in-
formation to different users of the financial statements,
to such as shareholders, creditors, lenders, management,
investors, suppliers, competitors, researchers, regulatory
bodies and society at large and so on. In fact, such state-
ments are designed and prescribed so as to improve &
benchmark the quality of financial reporting. The rapid
growth of international trade and internationalization of
firms, the Developments of new communication technol-
ogies, the emergence of international competitive forces
is perturbing the financial environment to a great extent.
Under this global business scenario, the residents of the
business community are in badly needed of a common
accounting language that should be spoken by all of them
across the globe. A financial reporting system of global
standard is a pre-requisite for attracting foreign as well
as present and prospective investors at home alike that
should be achieved through harmonization of accounting
standards. Accounting Standards are the policy documents
(authoritative statements of best accounting practice) is-
sued by recognized expert accountancy bodies relating to
various aspects of measurement, treatment and disclosure
of accounting transactions and events. As relate to the
codification of Generally Accepted Accounting Principles
(GAAP). These are stated to be norms of accounting poli-
cies and practices by way of codes or guidelines to direct
as to how the items, which go to make up the financial
statements should be dealt with in accounts and presented
in the annual accounts. The aim of setting standards is to
bring about uniformity in financial reporting and to en-
sure consistency and comparability in the data published
by enterprises.

OBJECTIVES OF THE STUDY:
1. To study the current status of the various Accounting
standards.

2. To know the significance of Convergenceof global ac-
counting standards.
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3. To understand the issues& Challenges in globalizing
the accounting standards.

4. To study the measures that could be adopted to address
the Challenges.

Accounting standards prevalent all across the

world:

Accounting standards are being established both at na-
tional and international levels. But the variety of account-
ing standards and principles among the nations of the
world has been a sustainable problem for globalizing the
business environment. There are several standard setting
bodies and organizations that are now actively involved in
the process of harmonization of accounting practices. The
most remarkable phenomenon in the sphere of promoting
global harmonization process in accounting is the emer-
gence of international accounting standards. The Interna-
tional Accounting Committee (IASC), now International
Accounting Standards Board (IASB) was formed on 29th
June 1973, by the recognized professional accounting
bodies in Canada, Australia, France, Japan, Germany,
Mexico, Netherlands, United Kingdom and the United
States of America, with its secretariat and head quarters
in London. National standard setting bodies like Financial
Accounting Standards Boards (FASB) of USA, Account-
ing Standards Boards (ASB) of UK, and Indian Account-
ing Standards (IAS) in India generally frame accounting
standards in the line of IASC after due consideration of
the local laws and conditions. In India the Accounting
Standards Board (ASB) was constituted by the Institute of
Chartered Accountants of India (ICAI) on 21st April 1977
with the function of formulating accounting standards.

Need to harmonize the accounting standards
of different bodies

Different companies observe it from published annual ac-
counts of various Indian companies that there are diver-
gent accounting practices for the same transaction. This
in effect is defeating the comparability of financial state-
ments.

The reasons for the different accounting practices may
be:

a) Too many alternative accounting treatments in the ac-
counting standards;

b) Lack of harmony among government, standards setting
body, and regulatory agencies;
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Adoption of different accounting standards causes diffi-
culties in making relative evaluation of performance of
companies. This phenomenon hinders the valuation and
consequently the decision making process. To overcome
these problems, harmonization of accounting standards
has already been started. Accounting harmonization is
not an end by itself, but it is a means to an end. The ul-
timate objective of Convergence accounting practices
among countries is to foster international comparability
of accounts. But still the harmonization process has a long
way to go. Many standard setting bodies and regulators of
different nations are ardent protectors of their local stan-
dards, they are in no mood to allow their job being taken
over by a foreign entity. Thus winning the consent of
these bodies is vital for international accounting standards
to don the mantle of common accounting code, i.e. har-
monization of common accounting standards, which will
make implementing countries more competitive interna-
tionally. Accounting standards vary from one country to
another. There are various factors that are responsible for
this. Some of the important factors are

- legal structure

- sources of corporate finance

- maturity of accounting profession

- degree of conformity of financial accounts
- government participation in accounting and
- Degree of exposure to international market.

Diversity in accounting standards not only means addi-
tional cost of financial reporting but can cause difficulties
to multinational groups in the manner in which they un-
dertake transactions. It is quite possible for a transaction
to give rise to a profit under the accounting standards of
one country where as it may require a deferral under the
standards of another.

- When a multinational company (MNC) has to report un-
der the standards of both the countries it might lead to
some extremely odd results. For instance, Daimler Benz,
who was the first German to secure stock market listing
in the United States, reported a net profit of DM 158 m
for the six months to June 1998 based on German GAAP.
The U.S GAAP reconciliation statement revealed that the
company had incurred a loss of DM. 949m.

- Similarly, British Telecom Inc. reported a net profit of
£1767 for the year ended 31-3-1994 under the UK GAAP
but under the US GAAP reconciliation- the net profit re-
duced to £1476.
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- Although there are different solutions that have been
suggested to resolve the problems associated with fill-
ing financial statements across national boundaries like
reciprocity and reconciliation, but they not free from
limitations. International accounting standards serves the
purpose of reducing diversity in accounting practices but
invites qualitative differences of financial accounting and
reporting systems.

Again these qualitative differences may be removed if
a single set of internationally accepted standards can be
used for all cross-border listed financial statements. These
differences may be reduced if the recognized professional
accounting bodies of the world arrange a happy marriage
between the national and international accounting stan-
dards.

- Issues in adopting global accounting standards: -There
seems to be a reluctance to adopt the International Ac-
counting Standards Committee (IASC) norms in the US?
This is definitely a problem. The US is the largest market
and it is important for IASC standards to be harmonized
with those prevailing there. The US lobby is strong, and
they have formed the G4 nations, with the UK, Canada,
and Australia (with New Zealand) as the other members.
IASC merely enjoys observer status in the meetings of the
G4, and cannot vote. Even when the standards are only
slightly different, the US accounting body treats them as a
big difference, the idea being to show that their standards
are the best. We have to work towards bringing about
greater acceptance of the IASC standards.

The developed Countries (G4) has evolved as a standard
setting body and has recently issued its first standard on
pooling of interest method. (Mergers can either be in the
nature of purchase or in the form of pooling of interest
like HLL-BBLIL). It is also expected to publish new or re-
vised papers on reporting financial performance, business
combinations, joint ventures, leases, and contributions.
So far, the FASB (the US standard setting body) was the
world’s standard setter because of mandatory compliance
with US GAAP for listing on the New York Stock Ex-
change (NYSE). The US congress had to, however, step
in and overrule the FASB standard on stock option.

The current status of IAS (Indian Accounting
Standards):

In India, the Statements on Accounting Standards are is-
sued by the Institute Of Chartered Accountants of India
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(ICAI) to establish standards that have to be complied
with to ensure that financial statements are prepared in
accordance with generally accepted accounting standards
in India (India GAAP ). From 1973 to 2000 the IASC
has issued 32 accounting standards. These standards,
as a matter of fact, most of the countries in the world,
which are interested, and confidence in adopting these
standards may be followed. But it is observed that many
countries are not adopting the standards in the presenta-
tion of accounting information. [FRS are formulated by
International Accounting Standard Board. However, the
responsibility of convergence with IFRS vests with local
government and accounting and regulatory bodies, such
as the ICAI in India. Thus ICAI need to invest in infra-
structure to ensure compliance with IFRS.

ISSUES:

India has several constraints and practical challenges to
adoption and compliance with IFRS. So there is a need
to change some laws and regulations governing financial
accounting and reporting in India. There are some legal
requirements which determine the manner in which fi-
nancial information are presented in financial statements.
For example,The Companies Act provides the format for
preparation of financial statement but this may be differ-
ent from the requirement under IFRS. One more exam
is related to Business Combination-under Indian GAAP,
acquisitions are accounted at book values of identifi-
able assets and liabilities of the acquire, with the excess
of consideration over the net book value recognized as
goodwill. Under IFRS, accounting is done for all assets
including hidden intangibles at fair value. As the assets
are recognized at fair value, amortization of these assets
will reduce future year profits under IFRS. Other problem
is there is lack of adequate professionals with practical ex-
perience of IFRS conversion; therefore Indian Companies
have to rely upon external advisors and auditors which are
costly. Another issue is Indian GAAP should have been
formulated on the basis of the principles of IFRS which
may shows differences between Indian GAAP and IFRS.
At the end some principles need to be amended, imple-
ments or remove in the Indian GAAP. For example, use
of pooling of interests method in accounting for business
combination is not available in the principles of IFRS.
Thus it should be eliminated from Indian GAAP.

CHALLENGES:

Therefore there are several challenges that will be faced
on the way of IFRS convergence. These are:
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1.Difference in GAAP and IFRS:Adoption of IFRS means
that the entire set of financial statements will be required
to undergo a drastic change. The differences are wide and
very deep routed.It would be a challenge to bring about
awareness of IFRS and its impact among the users of fi-
nancial statements.

2.Issue of GAAP Reconciliation: The Securities Exchange
Commission(SEC) laid out two options in its proposal-
one calling for the traditional IFRS first-time adoption
reconciliation, the other requiring that step plus an on-
going unaudited reconciliation of the financial statements
from IFRS to U.S. GAAP which is clearly more costly
approach for companies and for investors.

3.Training and Education: Lack of training facilities
and academic courses on IFRS will also pose challenge
in India. There is a need to impart education and train-
ing on IFRS and its application. 4.Legal and Regulatory
considerations: Currently, the reporting requirements are
governed by various regulators in India and their provi-
sions override other laws. IFRS does not recognize such
overriding laws. The regulatory and legal requirements in
India will pose a challenge unless the same is been ad-
dressed by respective regulatory.

5.Taxation:IFRS convergence would affect most of the
items in the financial statements and consequently the tax
liabilities would also undergo a change. Thus the taxation
laws should address the treatment of tax liabilities arising
on convergence from Indian GAAP to IFRS.

6.Fair value Measurement:IFRS uses fair value as a mea-
surement base for valuing most of the items of financial
statements. The use of fair value accounting can bring a
lot of instability and prejudice to the financial statements.
It also involves a lot of hard work in arriving at the fair
value and valuation experts have to be used.

7.Re-negotiation of Contract: The contracts would have
to be re-negotiated which is also a big challenge. This is
because the financialresults under [FRS are likely to be
very different from those under the Indian GAAP.

8.Reportingsystems: Companies would have to ensure
that the existing business reporting model is amended
to suitthe reporting requirements of IFRS. The informa-
tionsystems should be designed to capture new require-
mentsrelated to fixed assets, segment disclosures, related
party transactions, etc.
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MEASURES TAKEN TO ADDRESS THE
CHALLENGES

1.For changes required in rules and regulations of vari-
ous regulatory bodies, draft recommendations have been
placed before Accounting Standard Board.

2.The ICALI issued 30 interpretations of accounting stan-
dards, with a view to resolve various intricate Research
Directions interpretational issues arising in the imple-
mentation of new accounting standards. 3.Guidance notes
have been issued by ICAI for providing immediate guid-
ance on accounting issues. 4.To facilitate discussions at
seminar, workshops, etc,ICAI has issued background ma-
terial on newly issued accounting standards.

5.For the purpose of assisting its members, the ICAI coun-
cil has formed an expert advisory committee to answer
queries from its members. Moreover to face the challeng-
es we need to take more effective steps like we should
build adequate IFRS skills professionals by investing in
training processes for Indian accounting professionals to
manage the conversion projects for Indian corporate. This
can be done by research on effect of IFRS conversion in
different countries and brief knowledge of IFRS should
be added into the studies for professional courses with
worldwide latest examples.

CONCLUSION:

From the above discussion it is very much clear that con-
version from Indian GAAP to IFRS will face many dif-
ficulties but at the same time looking at the advantages
that this adoption will confer, the convergence with [FRS
is strongly recommended because the measures taken
by ICAI and the otherregulatory bodies to facilitate the
smooth convergence to IFRS are creditable and give the
positive ideathat the country is ready for convergence.
Keeping in mind the fact that IFRS is more a principle
based approach with limited implementation and appli-
cation guidance all accountants whether practicing or no
practicing have to participate and contribute effectively to
the convergence process so the need is to have a system-
atic approach to make the organization and the investors
ready for the change and the standards ready for renova-
tion. Moreover, corporates need to gear themselves for
constant updation and not only for the first time adoption.
This would lead to subsequent revisions from time to time
arising from its global implementation and would help in
formulation of future international accounting standards.
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Bringing about harmonization in accounting practices
among countries throughout the world is indeed a very
formidable task. The vision of a harmonized accounting
world may inspire many minds but in the practical field it
is hard to go about embracing a situation where account-
ing principles and procedures are perfectly harmonized
among countries throughout the world.Many of the ini-
tial hurdles have been overcome and much progress to-
wards Convergence accounting principles and procedures
among countries has already been achieved. Differences
are still there but they are narrowing. It is expected that
the pace of progress in the sphere of harmonization will
accelerate further in the coming years.
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