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United Technologies Corporation started 

the process of IFRS implementation with 

the expectation to realize significant 

benefits.  The company expects to gain 

access to foreign capital markets due to 

the implementation of uniform standards 

everywhere. It also expects an increase in 

mergers and acquisitions opportunities 

since the major challenge of conversion 

of financial statements to a uniform 

standard (US GAAP) would be removed 

because of IFRS. These benefits are apart 

from ones that it will realize due to the 

implementation of uniform accounting 

standards across its subsidiaries in many 

countries.
i
 

Another global company with subsidiaries 

in 70 countries was facing several 

challenges on account of different 

statutory reporting processes across its 

subsidiaries. It sought to reduce 

complexity, reduce risk and transparency 

and efficiency of its global financial 

organization. IFRS presented the 

opportunity to achieve the above 

objectives. The company implemented 

IFRS and realized several important 

benefits - improvements in its financial 

and tax reporting processes, treasury 

processes and internal controls.  

Streamlining of global financial 

operations let to simplification of 

processes and cost savings.
ii
 

The two cases above illustrate some of the 

benefits that are expected from 

implementation of IFRS. Similar benefits 

are expected to result for Indian 

companies given the fact that most 

companies are expected to follow 

aggressive growth and expansion 

strategies in the short and medium term. 

However, there are other ways in which 

IFRS will impact Indian companies. This 

paper seeks to explore the impact of IFRS 

on Indian companies with specific focus 

on the industries that are expected to 

shape the country’s economy in the 

future. 

IFRS is going to have significant impact 

on the Indian Corporate largely due to the 

significance difference in the Indian 

GAAP and IFRS. Although the impact 

may differ from industry to industry, 

some big impacts would be common and 

crucial. The most important and most 

talked about is that under IFRS, balance 

sheet items would have to be fair valued 

compared to the current practice of 

carrying it at historical cost. This will 

certainly complicate the situation for 

companies which are in huge debt. Not 

only would they have to show increased 

debt positions which would impact their 

credit rating but would also impact their 

financial ratios. From lenders perspective, 

banks would have to show NPA at fair 



value creating tightened credit situations 

for them. A challenge for regulators and 

Indian companies would be on treating 

unrealized gains/losses when measured at 

fair value. Besides, distribution of 

unrealized gains as dividends within the 

contours of Companies Act 1956 is the 

debatable point.  

In derivatives market, application of 

hedge accounting would reduce income 

statement volatility. However, this will 

entail onerous and stringent 

documentation requirements, mandatory 

effectiveness tests and determination of 

fair value based on observable inputs. In 

the case of derivatives, held-for-trading 

investments and investment properties, 

IFRS allows gains or losses on fair 

valuation to be recognized in profit or loss 

accounts for the period. Undoubtedly, this 

is quite a bold move to allow even 

unrealized gains to be captured in profit 

or loss accounts. In such a situation, there 

will be extra onus on the management to 

exercise better financial discipline; 

otherwise, the company may end up 

declaring dividends out of unrealized 

profits. 

The impact continues for financial assets. 

Under IFRS, de-recognition of financial 

assets is a complex, multi-layered area 

that follows the principle of transfer of 

risks and rewards. In the Indian context, 

this will impact mainly the securitization 

activity. Securitization transactions — 

where credit collaterals are provided or 

guarantee is provided to cover credit 

losses in excess of the losses inherent in 

the portfolio of assets securitized — may 

not meet the de-recognition principles 

enunciated in IAS 39. This will result in 

failure of de-recognition test under IFRS 

and lead to collapse of securitization 

vehicles into the transferor’s balance 

sheets. Banks will need to assess the 

impact and consider the potential impact 

on capital adequacy and ratios such as 

return on assets.  

The consequences for Indian companies 

are far wider than financial reporting 

issues and extend to various significant 

business and regulatory matters including 

compliance with debt covenants, 

structuring of ESOP schemes, payment 

structures, training of employees, 

modification of IT systems and tax 

planning. For example, the variable pay 

component of most TCS employees is 

about 30 % of the total compensation 

package and this variable pay being based 

on items of Profit/Loss Account which 

will be defined differently under IFRS, 

the entire compensation package will 

need to be revised. Companies also need 

to communicate the impact of IFRS 

convergence to their investors to ensure 



they understand the shift from Indian 

GAAP to IFRS. 

IFRS would also impact the way Indian 

companies look at debt and equity. For 

instance, under Indian GAAP, redeemable 

preference capital (shares that do not 

come with voting rights but which have a 

higher priority over ordinary shares in 

terms of dividend payments, and which 

can be redeemed at the discretion of the 

issuer or shareholder) has to be treated as 

equity. IFRS, however, will require it to 

be treated as debt. Based on substance of 

terms, instruments such as convertible 

debentures are likely to be shown partly 

under debt and partly under equity, since 

the embedded warrant option in such 

instruments will be separately identified 

and presented at its fair value. Contracts 

for supply of goods and services may get 

concluded (wholly or partly) as leases. 

Such changes might not only require a 

change in how to look at capital but 

would also require investors to be 

educated so that they can understand the 

changes in the balance sheet and financial 

ratios that accompany IFRS 

implementation. IFRS will bring with it 

the concept of functional currency. Indian 

entities may need to maintain their books 

in US dollars and report in the same 

currency to the National Stock Exchange 

and the Bombay Stock Exchange if the 

dollar is determined to be the currency for 

the primary economic environment in 

which it is operating, subject to regulatory 

approvals. 

Apart from the core impact on finance 

department, secondary impact would be 

there on people, technology and 

processes.  IT department will have to 

worry about questions like: How will 

running IFRS after Indian GAAP affect 

their method of updating their general 

ledger and chart of accounts? How should 

metrics and budgeting and forecasting 

applications be changed? Will differences 

in IFRS require new data entries? And 

how can they ensure that the data 

produced by the newly tweaked systems 

is clean? Certainly new processes and 

systems would have to be put in place, 

people would have to be trained and all 

this would impact in terms of increased 

costs.   

Finally, given the increased importance of 

corporate governance, the responsibility 

of board and audit committee of 

companies is set to increase. IFRS is a 

principle-based standard, unlike Indian 

GAAP, which is rule based. IFRS 

involves extensive use of judgment in 

selection of appropriate accounting 

policies and alternative treatments, 

including at the time of adoption. Also, 

IFRS requires valuations and future 



forecasts, which will involve use of 

estimates, assumptions and management’s 

judgments. All this implies that board 

members would have greater 

responsibility and accountability at hand. 

The biggest challenge for members 

charged with governance will be to 

manage stakeholder expectations in terms 

of meeting targets and key performance 

indicators, declaring dividends and 

explaining variations and volatility in 

earnings on a quarterly basis. This is a 

challenging task even now, but with the 

arrival of IFRS, the challenge is set to 

assume a different dimension. 

[Impact of economic turmoil] 

More specifically IFRS is going to have 

different impact on different industry 

players in India. Let’s look at some of the 

significant industries in India and the 

impact of the IFRS on Indian companies 

in those industries. For Telecom Industry, 

unlike Indian GAAP where no specific 

guideline exists for revenue recognition 

for multiple elements contract, IFRS 

requires the recognition criteria to be 

applied separately to each transaction. 

The key issues will be to determine a) 

whether the various components of the 

transaction can be separated from a 

performance standpoint and commercial 

perspective and b) whether the fair value 

can be reliably determined to recognize 

revenue. The Banking Industry will also 

face significant impact in areas related to 

loan loss provisioning, financial 

instruments and derivatives accounting. 

Specifically for NPAs RBI guidelines 

identify an asset as NPA (Non-

Performing Asset) when 

interest/installment has remained unpaid 

for more than 90 days. IFRS prescribes 

case by case (for significant exposures) 

assessment of the facts and circumstances 

surrounding the recoverability of the 

future cash flows. The convergence to 

IFRS would, very likely, increase loan 

losses and impairment charges, thereby 

impacting available capital and capital 

adequacy ratios and the use of fair 

valuation would increase volatility in 

reported capital. Implementation of IFRS 

would also require a lot more 

documentation when it comes to 

transactions in the financial market. 

Another significant industry that will be 

impacted by IFRS would be the IT 

industry. The most important issue would 

be the timing of revenue recognition in 

multiple elements contracts, such as 

contract for sale of licenses, 

implementation fees and maintenance 

services at a lump-sum price. There are 

no guidelines for this issue in Indian 

GAAP and thus inconsistent practices are 

being followed by various companies, 



which distort the analysis of comparison 

of companies in same industry.  Under 

IFRS the recognition criteria are usually 

applied separately to each transaction. 

This will not only structure things but also 

make the comparison easy across the 

industry. Moreover, many global IT 

companies are used ESOPs to retain and 

attract top management employees for 

their Indian IT subsidiaries. Indian GAAP 

doesn’t require these Indian subsidiaries 

of foreign companies to account for 

ESOPs in compensation cost. This will be 

accounted for in IFRS thus impacting 

Indian subsidiaries in a major way. IT 

sector gets large outsourcing contracts 

from big customers. Such contracts are 

normally service contracts and revenue is 

accounted as and when services are 

provided. The pricing of the contract is 

also agreed on special terms considering 

the costs incurred by IT Company. Under 

Indian GAAP these contracts are 

considered as normal for providing 

services. However, in IFRS there is a 

possibility that these contacts will be 

considered as lease agreement depending 

on the substance of the arrangement 

between the IT Company and customer. 

The Financial Statements would change 

significantly if these transactions are seen 

as lease agreements. 

The economic crisis has raised several 

challenges in the 

implementation/adoption of IFRS. The 

primary challenge has been the concern 

raised over fair value accounting. It is 

now widely perceived that fair value 

accounting which is mandated by IFRS 

has intensified the crisis.  This happened 

because accounting according to IFRS 

causes sharp volatility in earnings for 

stocks in banks, insurance and property 

companies. Volatile market prices of 

assets leads to considerably stronger 

fluctuation in results – there are 

substantial write ups during times of 

economic growth and write downs when 

markets perform poorly. While positive 

market development brings about 

increased flexibility due to higher 

valuations for assets, write-downs can 

dramatically impair an organization’s 

ability to do business. The adverse impact 

of fair value accounting can be gauged 

from the fact that in the last 6 years, bank 

shares have twice gone down by 40% 

while in the previous 30 years when fair 

value accounting played a minor role this 

had happened only once. This has led to 

calls from several quarters for a review of 

IFRS accounting. There is also a school 

of thought that believes that the fact that 

IFRS does not require reporting of 

potential future losses will lead to higher 

levels of risk taking by organizations. 



Thus there is considerable concern that 

IFRS might lead to reckless actions on the 

part of organizations and the outcomes 

could be similar to the ones that we are 

witnessing now. 

The economic crisis has forced the IASB 

to review IFRS related to consolidation 

and de-recognition of Off Balance Sheet 

vehicles, disclosure requirements for 

liquidity risk as well as fair value 

accounting principles. 

Apart from concerns regarding the very 

nature of IFRS principles, there is an 

increasing view in the US industry that 

the adoption of IFRS should be slowed 

down and the target date should be 

pushed beyond the current one of 2016. A 

number of reasons are cited for this – high 

costs of implementing IFRS, lack of 

trained manpower, the requirement for 

three years of comparative results (which 

effectively means that IFRS has to be 

implemented as early as 2012).  Similar 

concerns will be echoed in the Indian 

context given the fact that many 

industries have borne the brunt of the 

crisis as also the fact that local issues are 

also expected to create resistance towards 

economic growth in the short term. 

How ready is Corporate India for this 

change? The buzz in this small world is 

that large companies within this realm 

have already taken strides to adopt IFRS 

by April 1, 2011. But the scene is not the 

same with most of the public interest 

entities! Although ICAI has said in its 

concept paper that it would come out with 

a separate accounting system for SME, in 

line with IFRS, but eventually down the 

line SME’s would also have to merge 

with the mainstream accounting 

standards. Steps to enable this transition 

and facilitate it smoothly have to begin 

from now. Even for major Indian 

Companies who would undergo the 

change from the set deadline there are 

many challenges. Most Indian companies 

tend to underestimate the efforts involved 

to convert to IFRS. Early adoption of 

IFRS gives companies the opportunity to 

anticipate challenges, manage outcomes 

and implement the best solutions. Also a 

lot of regulatory approval is required for 

things to fall in perfect place. In India, the 

accounting standards or accounting-

related requirements are issued not only 

by the ICAI (Institute of Chartered 

Accountants of India) but also by various 

other regulatory bodies, such as SEBI 

(Securities and Exchange Board of India), 

RBI (Reserve Bank of India) and the 

IRDA (Insurance Regulatory and 

Development Authority).  They now not 

only need to be consistent with each other 

but also with the IFRS. IFRS 

implementation and impact should also be 



viewed in the light of the recent global 

turmoil. Keeping all this in mind Indian 

Companies should go for a structured 

adoption of IFRS and it should be soon. 

One effective way could be do first do a 

diagnostic review to assess the IFRS 

impact on financial reporting, long-term 

contracts, supporting business processes, 

information systems, and tax compliance 

and employee benefits. This is done to 

equip businesses with a better sense of 

what changes would be required. After 

that conversion strategy could be 

designed, IFRS accounting principles can 

be established and operational & system 

changes could be done to prepare the 

IFRS statement. The motion should not 

stop here but should continue into 

integrating IFRS principles into daily 

operations, processes and controls. The 

idea is to establish a sustainable process 

which a company can repeat to produce 

meaningful information not only 

immediately but also long after the 

conversion takes place. 

Convergence to IFRS will greatly 

enhance an Indian entities’ ability to raise 

and attract foreign capital at a low cost. A 

common accounting language, such as 

IFRS, will help Indian companies 

benchmark their performance with global 

counterparts. The transition will also 

provide impetus to cross-border 

acquisitions, enable partnerships and 

alliances with foreign entities and lower 

the integration costs. So it is essential that 

Indian Companies start moving towards 

strategizing and implementing a smooth 

transition from Indian GAAP to IFRS. 
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