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C H A P T E R

ACCOUNTING STANDARDS AND IFRS*

the main purpose of accounting is to provide information to internal and ex-
ternal users. As accounting is the language of business, financial statements 
are prepared in conformity with generally accepted accounting principles. But 
the generally accepted accounting principles permit a number of alternative 
treatments for the same item. therefore, there is a need to harmonise and 
standardise the diverse accounting policies and practices. However, there was 
hesitation in doing so and making it mandatory. the great depression of 1929 
forced the accounting profession to rethink about the accounting rules. the 
focus was shifted to prescribing standards for measurement and reporting of 
financial statements. united States of America took the lead in this direction 
followed by united Kingdom, Australia canada and other developed countries. 
in u.S.A. the American institute of certified Public Accountants was given the 
responsibility to codify accounting standards. Later on international Accounting 
Standard Board (iASB) was also established for formulating international 
Accounting Standards. in india this task was given to the institute of chartered 
Accountants of india. the need for development of accounting standards has 
increased due to the privatisation and globalisation of indian economy.

hiStorical bacKground
For the purpose of maintaining uniformity in accounting principles throughout 
the world, international Accounting Standards committee (iASc) came into 
force on 29th June, 1973. the committee’s secretariat and headquarters are 
at London. the agreement to form the committee was signed by 16 account-
ing bodies from nine nations namely, the u.S.A., canada, the u.K., Australia, 
France, germany, Japan, the netherlands and Mexico. the objective of the 
committee was “to formulate and publish in the public interest, standards to 
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be observed in the presentation of audited financial statements and to pro-
mote their world-wide acceptance and observance.” the revised agreement 
and constitution were signed in november, 1982. Both icAi and icWAi are 
members of the iASc.

the international Accounting Standards committee first issues ‘Exposure draft’ 
on selected topics of accounting and invites comments from professional bod-
ies, securities markets, regulatory agencies etc. After obtaining the comments 
and suggestions, the Exposure draft is revised and issued as an international 
Accounting Standard. international Accounting Standards do not have any 
statutory authority. therefore, they do not impose any legal obligation on the 
companies preparing financial statements for presentation to shareholders but 
they have a persuasive value. Sometimes an already issued standard is with-
drawn and a revised standard is issued on the same topic. different countries 
have different accounting standards. therefore, there is need of harmonisation 
of these diverse accounting standards.

Meaning of accounting Standard
A standard is something which is used as the basis for comparison. it is a 
measure by which quality of other things is judged. Standard is a degree of 
excellence required. Accounting standards are codified or written statements 
of accounting rules and guidelines for preparation and presentation of finan-
cial statements. they are policy documents issued by an expert accounting 
body or by the government or other regulatory body. they cover the aspects 
of recognition, measurement, treatment, presentation and disclosure of ac-
counting transactions in the financial statements. thus, they are uniform 
rules for financial reporting. they are applicable either to all or certain types 
of accounting entities.

objectiveS of accounting StandardS
 1. to standard the diverse accounting policies and practices.

 2. to eliminate, to the extent possible, the non-comparability of financial 
statements.

 3. to enhance the reliability of financial statements.

 4. to promote better understanding of financial statements.

benefitS of accounting StandardS
the following are the benefits of accounting standards :

 1. Elimination or Reduction of effect of diverse accounting policies and 
practices. Accounting standards eliminate altogether or reduce to a 
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reasonable extent the effect of diverse accounting policies and make 
the financial statements more meaningful and comparable. Multiple 
options are either totally eliminated or at least reduced to a reasonable 
extent.

 2. Enhancement of creditability and reliability of financial statements. 
As accounting standards provide uniform guidelines for recognition, 
measurement, treatment, preparation and presentation of financial 
statements, they enhance the creditability and reliability of financial 
statements. Accounting standards help in enhancing transparency.

 3. Ensure comparability. Financial statements of different enterprises 
can be compared as all of them will prepare these statements based 
on uniform rules and guidelines. comparability helps in evaluation of 
managerial stewardship.

 4. Facilitate informed decision making. Accounting Standard facilitates 
informed decision making in lending and investment and thereby min-
imise the risk of financial distress.

 5. Promotion of sound financial system. Accounting standards help to 
promote sound financial system domestically and financial stability 
internationally. However, adoption of standards in itself is not sufficient 
to ensure financial stability.

 6. Strengthen financial regulation. Accounting standards play an important 
role in strengthening financial regulation and supervision.

 7. Reforms in accounting theory and practice. A lot of research work is 
undertaken to study the effect of various alternatives of recognition, 
measurement, treatment, preparation and presentation of financial 
statements. this helps in evolving reform in accounting theory and 
practice.

 8. Disclosure beyond legal requirement. Accounting standard may require 
disclosure beyond that required by law and thus make the financial 
statements more useful for the users.

accounting StandardS board of india
the institute of chartered Accountants of india constituted Accounting 
Standards Board (ASB) on 21st April, 1977 for the purpose of harmonising 
diverse accounting policies and also to meet the requirements of the various 
users of accounting information. it is composed of elected members of the 
council of the icAi nominated on the ASB, nominees of the central government 
representing department of company Affairs, the office of the comptroller 
(controller) and Auditor general of india, the central Board of direct taxes on 
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the council of icAi, representatives of institute of cost and Works Accountants 
of india, institute of company Secretaries of india, industry Association, 
reserve Bank of india, Securities and Exchange Board of india, central Board 
of Excise and customs, academic institutions from universities and from 
indian institute of Management, financial institutions, eminent professionals 
co-opted by icAi, chairman of the research committee and chairman of the 
Expert Advisory committee of icAi and representative of any other body as 
considered appropriate by the icAi.

the main functions of the Accounting Standards Board include (i) to determine 
the areas in which accounting standards need to be developed; (ii) to formu-
late accounting standards for the purpose of assisting the council of icAi in 
evolving and establishing accounting standards in india; (iii) to examine how 
far the relevant international Accounting Standards/international Financial 
reporting Standards can be adopted in the light of conditions and practices 
prevailing in india; (iv) to review the accounting standards in the context of 
changed circumstances at periodic intervals and if necessary revise them; (v) 
to issue guidance notes on the accounting standards, and (vi) to give clarifica-
tions on issues arising therefrom.

national financial reporting authority
the companies (Amendment) Act, 1999 had made it mandatory for companies 
to comply with the accounting standards prescribed by the central government 
in consultation with the national Advisory committee on Accounting Standards 
(nAcAS) constituted under Section 210 of the companies Act, 1956. the 
amendment also lays down that till the accounting standards are notified by 
the government, the accounting standards specified by the icAi are to be 
followed by the companies. the national Advisory committee on Accounting 
Standards was established on June 30, 2001.

According to S. 132 of the companies Act, 2013, the central government has 
to constitute an authority known as National Financial Reporting Authority. 
this will replace the national Advisory committee on Accounting Standards. 
notional Financial reporting Authorities will (a) make recommendations to 
the central government on the formulation and laying down of accounting 
and auditing policies and standards for adoption by companies or class of com-
panies or their auditors; (b) monitor and enforce compliance with accounting 
and auditing standards in the prescribed manner; and (c) oversee the quality 
of service of the professions associated with ensuring compliance with such 
standards.
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Distinction between Accounting Concepts and Accounting Standards

Basis Accounting Concepts Accounting Standards

1. Writing Accounting concepts are not cod-
ified. they are usually accepted 
methods of recording and report-
ing of accounting information.

Accounting concepts are codi-
fied statements for recording of 
transactions and preparation of 
financial statements.

2. Issued by 
whom

they are usually not issued by the 
professional accounting bodies 
or by the government.

Accounting standards are issued 
by the professional account-
ing bodies such as institute of 
chartered Accountants of india 
or by the government.

3. General 
Statements

Accounting concepts are general 
rules for recording of transac-
tions and preparation of financial 
statements.

Accounting standards deal with 
specific area of accounting such 
as inventory valuation, depreci-
ation, valuation of fixed assets, 
revenue recognition, amalgama-
tion, cash flow statement.

4. Discretion An accounting concept allows 
more discretion to an accoun-
tant.

An accounting concept restrict 
the discretion of an accountant. 

For example, there are a number 
of methods of inventory valua-
tion, including LiFo method.

For example, LiFo method is 
not allowed in india as per AS-2.

5. Legal  
recognition

Accounting concepts are not 
legally recognised.

Accounting standards are have 
been legally recognised by the 
government. the companies 
Act, 2013 provides for this.

6. Uniformity the financial statements pre-
pared on the basis of accounting 
concepts usually give different 
results of the operations of the 
business.

there is possibility of uniformity 
in case of accounting standards 
if the various countries adopt 
the same accounting standards.

aS-1 : diScloSure of accounting policieS
the following are the salient features of AS-1 :

1. Meaning of accounting policies

Accounting policies means the specific accounting principles and methods of 
applying those principles adopted by the enterprises in preparation and pre-
sentation of financial statements.
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2. areas where different accounting policies are followed

different accounting policies are followed by the enterprises while charging 
depreciation, valuing inventories, treatment of goodwill, treatment of expen-
diture during construction, valuation of investments, valuation of fixed assets, 
translation of foreign currency items, recognition of profit on long-term con-
tracts and treatment of contingent liabilities.

3. disclosure of accounting policies

All significant accounting polices adopted by the enterprise in preparation and 
presentation of financial statements should be disclosed as part of the finan-
cial statements and at one place. Any change in the accounting policies which 
has a material effect in the current or future period should also be disclosed. 
the amount by which an item in the financial statements is affected by such 
change should also be disclosed. Where such amount is not ascertainable, the 
fact should be disclosed.

4. considerations in the Selection of accounting policies

the primary consideration in the selection of accounting policies is that the 
financial statements should be prepared on the basis of such accounting policies 
which show a true and fair view of the financial position (i.e. Balance Sheet) 
and results of the operations (i.e. Profit and Loss Account) of the enterprise. 
the secondary considerations for the selection of accounting policies are as 
follows :

Prudence. Prudence means making provision for all expected liabilities and 
losses but anticipated profits are not recognised until realised.

Materiality. All material items which affect the decisions of the users should 
be disclosed in the financial statements.

Substance over form. it means that transactions should be recorded on the 
basis of their economic reality and not on the basis of their legal form. For 
example, if an asset is purchased on hire-purchase it is shown as an asset in 
the books of the hire-purchaser even though he will become the owner after 
paying all the instalments.

5. disclosure of fundamental accounting assumptions

the following are the fundamental accounting assumptions :

 (a) Going Concern. it means that unless there is good evidence to the con-
trary it is assumed that an entity will continue to operate for fairly long 
period in future.
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 (b) Consistency. it means that all accounting principles and methods should 
be applied in a similar way from one period to the next so that the data 
reported in the financial statements can be compared for one period 
with that of other period.

 (c) Accrual. According to the accrual principle, revenues are credited to 
the period in which they are earned whether they have been actually 
received or not. Similarly, expenses are charged to the period to which 
they relate whether they have been actually paid or not.

if the fundamental accounting assumptions i.e. going concern, Materiality 
and Accrual have been followed while preparing the financial statements, the 
specific disclosure is not required. But if any of these fundamental assumptions 
have not been followed, the fact should be disclosed.

international financial reporting StandardS (ifrS)
Statements of international accounting standards issued by the Board of 
international Accounting Standards committee (1973-2001) are known 
as international Accounting Standards (iAS). However, the international 
Accounting Standards Board (iASB) itself took over the responsibility of formu-
lation of international accounting standards w.e.f. April 1, 2001. iASB announced 
that its accounting standards would be designated as “international Financial 
reporting Standards” (iFrS). iASB also adopted the standards issued by the 
Board of international Accounting Standards committee and those standards 
continue to be designated as “international Accounting Standards” (iAS). iASB 
has so far issued 41 iAS out of which 12 iAS have been superseded and thus 
29 iAS are effective. Besides, 8 iFrS have also been issued by 2010.

Thus, International Financial Reporting Standards are the accounting standards 
developed or adopted by an independent, not-for-profit organisation called the 
International Accounting Standards Board (IASB). it is a single set of global 
standards. More than 100 countries have permitted or require iFrS for public 
companies, exceeding a specified networth. international Financial reporting 
Standards are important for large companies having subsidiary in different 
countries. A single set of accounting standards simplify accounting procedure 
because different set of financial statements based on different accounting 
standards need not be prepared for different countries.

international Financial reporting Standards include (i) iFrS issued from 
2001 onwards, (ii) iAS issued during 1973-2000, (iii) interpretations made by 
international Financial reporting interpretations committee (iFric) issued 
from 2001 onwards and (iv) interpretations made by Standard interpretations 
committee (Sic).
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featureS of international financial reporting 
StandardS
the main features of international Financial reporting Standards are as follows :

 1. Principle-based. international Financial reporting Standards are based 
on clearly stated principles. therefore, they are known as principle-based 
accounting standards. they are not rule-based accounting standards. 
iFrS provides general guidance for financial reporting, rather than 
setting rules for industry specific reporting.

 2. Substance over form. international Financial reporting Standards 
emphasize that transactions should be recorded on the basis of their 
economic reality and not on the basis of their legal form. For example, 
if an asset is purchased on hire-purchase, it is shown as an asset in the 
books of the hire purchaser even though he will become the owner after 
paying all the instalments.

 3. Fair values. international Financial reporting Standards are based 
primarily on accounting at fair values.

 4. Functional currency. under international Financial statements, assets, 
liabilities, revenues and expenses are reporting in the functional currency 
instead of local currency.

 5.  Reassessment of useful life and depreciation. under international 
Financial reporting Standards, the useful life and depreciation of prop-
erty, plant and equipment is to be reassessed annually.

ifrS adoption/ifrS convergence
“iFrS adoption” means adoption of international Financial reporting Standards 
as it is i.e. in toto. “iFrS convergence” means accounting standards of a coun-
try converged with iFrS, i.e., indian accounting standards more or less in line 
with the iFrS. india has decided to go for the latter route. indian accounting 
standards converged with iFrS are known as ind-AS. thirty nine indian 
Accounting Standards converged with iFrS were notified by the Ministry of 
corporate Affairs on 16th February, 2015. the date of implementation of ind-AS 
has also been notified by the Ministry on that date. ind AS will be implemented 
in a phased manner.

Need for Ind AS or IFRS Convergence

ind AS emphasizes fair value and transparency. More disclosures are required 
under ind AS as compared to existing standards.

With the growing international trade and globalisation of business and capital 
markets, the financial statements prepared and presented according to the 
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national accounting standards of a country no longer satisfy the needs of the 
users of other countries. therefore, there is pressure to adopt to the new en-
vironment. the need of “iFrS adoption”/“iFrS convergence” has arisen due 
to the following developments :

 1. Financial Globalisation. Financial globalisation is the phenomenon of 
the 21st century. the opening up of East European and economies of 
china and india has accelerated the pace of integration of capital mar-
kets. diversity in international accounting practices adversely affects 
capital flows. there is, therefore, need for a single set of high quality 
international accounting standards which will promote confidence in 
capital markets. uniformity of accounting standards will increase the 
comparability of the financial statements.

 2. Multinational Corporations. in the early 1990s, there were an estimated 
37,000 Mncs with about 1,70,000 affiliates and their number increased 
to 78,000 with nearly 7,80,000 affiliates by 2006. Mncs will probably be 
the greatest beneficiaries of iFrS convergence. diversity in accounting 
standards in different countries leads to a tremendous drain on their 
resources. the preparation of consolidated financial statements would 
be greatly simplified if stand alone financial statements from all over the 
globe were prepared on a uniform basis. Further the cost of preparing 
the financial statements on a uniform basis would be less.

 3. Accounting Profession. convergence of accounting practices would foster 
the internationalisation of the accounting profession, as the difference 
in standards the world over will tend to narrow down and this will make 
it easier for professionals in one country to carry out his professional 
duties in other countries. convergence of accounting practices will im-
prove the quality of services provided by countries such as china and 
india and thus reduce the risk on account of accounting scandals that 
occurred in the recent past.

 4. Government and Revenue Authorities. if the financial reporting and 
disclosure requirements are converged, the government would find it 
easier to understand and control them.

QueStionS

theoretical QueStionS

 1. What is meant by accounting standards ? State briefly the merits of issuing ac-
counting standards.

 2. Explain the procedure of issuing accounting standards in india.

 3. discuss AS-1 relating to disclosure of accounting policies.


