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Abstract

Accounting has no meaning without standards due to professionalism. The use and application of standards in
accounting gets so importance that it will not go wrong if it is termed as a legal discipline. By the time, the world has
given accounting the certification of international discipline. So, it is apt to say that as an international discipline,
accounting should have a single set of standards for all for harmonizing the practice in a global scenario. But the reality
is that we still have various streams of accounting standards like US GAAP, UK GAAP, IAS, and so on. These different
streams are the threat for accounting against its harmonization of practices. Though the world has witnessed a lot of
initiatives taken to reduce the streams into one in recent years, still we cannot ensure the final sophistication in this
regard. The paper focuses on the convergence issue, its current status, challenges with special reference to Indian
perspective.
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1. The Prologue

Accounting Standards are the policy documents (authoritative statements of best accounting practice) issued by
recognized expert accountancy bodies relating to various aspects of measurements, treatments and disclosures of
accounting transactions and events, as related to the codification of Generally Accepted Accounting Principles (GAAP).
These are stated to be the norms of accounting policies and practices by way of codes or guidelines to direct as to how
the items, which make up the financial statements, should be dealt with in accounts and presented in the annual
accounts. In fact, such statements are designed and prescribed to improve and benchmark the quality of financial
reporting. They bring about uniformity in financial reporting and ensure consistency and comparability in the data
published by enterprises. These are aimed at furnishing useful information to different users of the financial statements,
such as shareholders, creditors, lenders, management, investors, suppliers, competitors, researchers, regulatory bodies
and society at large.

Along with the process of globalization, the awareness of capital markets has increased manifold and the size of
investors is multiplying. Foreign institution investors (FIIs) are investing in significant volume globally, as also are
several Indian companies through GDRs (Global Depository Receipts) and ADRs (American Depository Receipts). The

78



International Journal of Business and Management January, 2009

television brings into our drawing rooms online movements of share prices across the world. Hence, the need for
convergence of accounting standards has been strongly advocated globally in order to faster the decision-making
process.

In this context, the statement of Harvey Pitt, US SEC Chairman at SEC Conference, (2002) is worth mentioning, “High
quality global accounting standards are needed to improve the ability of investors to make informed financial decisions.
Companies must keep pace with this progress in order to promote and protect their business credibility in the
international market place.”

Jules W. Muis, at the World Bank Conference in 1999 spoke “....power to control the language of business is important.
Standard-setters will come to a head as the world grows smaller, and economic independence is no longer an option but
a reality. So it happens that today a good observer can see the battle preparations for the control of the international
language of business slowly unfold...”

It is for this reason the convergence of standards in accounting are so important. The process of convergence is accepted
as the key factor to implement a single set of accounting standards across the globe.

2. Objectives of the study

Under this milieu, the present paper seeks to discuss the followings:

* The relevance of global convergence of Accounting Standards,

* The origin and history of IASC

* The fast facts in the process of convergence,

* The present global scenario on convergence,

* To understand the issues and challenges relating to the convergence, &
* The present status of Accounting Standards in India.

3. Relevance of global convergence of accounting standards

There are several standard setting bodies and organizations that are now actively involved in the process of convergence
of accounting standards. There are some rationales behind that.

Firstly, the rapid growth of international trade and internationalization of firms, the developments of new
communication technologies, and the emergence of international competitive forces is perturbing the financial
environment largely. Under this global business scenario, the residents of the business community are badly in need 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 prerequisite for attracting foreign as well as present and prospective investors at home alike that
should be achieved through convergence of accounting standards (Hati and Rakshit, 2002).

ICAI president K. S. Vikamsey (2001) is of opinion that ‘People who invest overseas naturally want to be able to keep
track of the financial health of the securities issuers. Convergence of accounting standards is the only means to achieve
this. Only by talking the same language one can understand each other across borders.’

Secondly, on many stock exchanges, currently, foreign listings are a large percentage of total listings
(http://www.fibv.com). As per ICAI estimates, 20% of total listing on New York Stock Exchange (NYSE) is of foreign
origin. In case of London Stock Exchange, this is 16% and in Luxembourg, the percentage is 82%. On 12 March 2002,
the European Parliament voted overwhelmingly in favor of the EU Commission’s proposal that all EU listed companies
must follow standards issued by the International Accounting Standards Board (IASB) in their consolidated financial
statements starting no later than 2005. Over 7,000 EU listed companies are directly affected by this proposal (Samir,
2003).

Thirdly, divergence in accounting standards not only means additional cost of financial reporting but also causes
difficulties to multinational groups in the manner in which they undertake transactions. It is quite possible for a
transaction to give rise to a profit under one accounting standard, whereas it may require a deferral under another
standard. When a multinational company (MNC) has to report under the standards of both of 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
158m 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 reduced to £1476.

Fourthly, convergence is not an end by itself, but it is a means to an end. Adoption of different accounting standards
causes difficulties in making relative evaluation of performance of companies. This phenomenon hinders the valuation
and consequently the decision making process. There are numerous instances in India and around the world of bad
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accounting practices leading to corporate failures. Corporations wish non-recurrence of another Enron and like.

Another significant benefit that is expected to accrue from global convergence of accounting standards relates to
facilitating cross—boarder mergers and acquisitions. Last though not the least, it improves the quality of financial
reporting throughout the globe.

4. International Accounting Standard Committee (IASC): Origin and History

The concept of convergence of accounting standards relates back to 19" century when the idea of “International
Accounting Standards” was germinated in the first International Congress of Accountants held at St. Louis in 1904.
Again in 1957, when 7™ International Congress of Accountants held in Amsterdam, Mr. Jacobkraayenhof, spoke on the
need of international accounting cooperation and standardization. Latter in 1966, discussions were made among the
various professional bodies like the Institute of Chartered Accountants of England and Wales, Canadian Institute of
Chartered Accountants and Association of the Institute of Certified Public Accountants of America. The discussions
were led by Sir Henry Benson, the then President of the Institute of Chartered Accountants of England and Wales and
ultimately a study group was formed to conduct comparative studies on the accounting thoughts and practices among
participating countries. It conducted about twenty studies on accounting and auditing topics during its eleven years
lifetime. Ultimately, the senior officers of the study group decided to establish international standards. The meeting was
held in 1972, and in the 10™ International Congress of Accountants at Sydney, the International Coordination
Committee for Accounting Profession (ICCAP) was formed to lay the groundwork for the establishment of a formal
organization for the International Accounting Standards. The International Accounting Standards Committee (IASC),
now International Accounting Standards Board (IASB) came into existence as a result of an agreement by 16
accounting bodies representing 9 nations, i.e., Canada, Australia, France, Japan, Germany, Mexico, Netherlands, United
Kingdom and the United States of America on 29th June 1973, with its secretariat and head quarters at London
(http://www.iasplus.com).

At present IASC has 153 accounting bodies representing 112 countries. It has so far issued 41 standards. Barring
Canada, Japan and the US, all countries have accepted these standards.

5. Fast Facts in the Process of Convergence

The International Accounting Standards Committee (IASC), constituted in 1973 has passed through many phases of its
journey to come to this present stage. It is felt pertinent to discuss all these here briefly for the knowledge of our
esteemed readers.

In the year 1995, IASC entered into an agreement with International Organization on Securities Commission (IOSCO)
on a mission to complete “comprehensive core set of Standards” that could be used for cross-boarder and national
listings. In fact, this was due to growing recognition of the need for global accounting standards.

To give proper direction on how to interpret these standards led to the setting up of the Standards Interpretations
Committee (SIC) in 1997.

In December 1999, the board of the International Accounting Standards Committee has approved proposal to make
changes in the structure of the committee with a view to achieve global convergence.

On May 2000, one most important breakthrough was reached when the International Organization on Securities
Commission (IOSCO) accepted 30 core International Accounting Standards. This backing by IOSCO for the use of
International Accounting Standards by member stock exchanges led to the acceptance and recognition of the
International Accounting Standards Committee (IASC) as a worldwide standard setter. Further, it was followed by the
reformation of IASC to International Accounting Standards Board (IASB) in 2001. Consequently, IAS is now renamed
as International Financial Reporting Standards (IFRS), have brought into limelight. Consequently, in the same year the
US Securities and Exchange Commission (SEC) suggested the acceptance of IAS for use in cross-border listings in the
US, without reconciliation to results under the US-GAAP (Madan, 2002).

In 2001, the international fraternity of accountants took stock of the situation and constituted the International
Accounting Standards Board (IASB) to evolve and prescribe norms for treatment of several items in the preparation and
presentation of financial statements. IASB adopted all the 41 standards issued by the IASC till 2001. These standards
were thoroughly revised and updated in view of the changes in industry and the need for rationalization.

In October 2002, a Memorandum of Understanding (MOU) was signed between the IASB and the FASB, the two major
players in the accounting standards arena, which is well known as Norwalk agreement. The two grand bodies agreed to
put their best efforts to make their financial reporting standards fully compatible. The Norwalk agreement was
welcomed throughout the accounting circles including the Securities and Exchange Commission (SEC).

The International Financial Reporting Interpretations Committee (IFRIC) was constituted to replace the SIC. This
committee meets periodically to discuss and spell out their interpretations. It deals with matured as well as emerging
issues. The former are those covered by existing standards but not satisfactorily practiced, and the latter are new topics
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relating to an existing IAS but not considered while developing the standard.

The last milestone in the process of convergence was done on 12 March 2002, when the European Parliament voted
overwhelmingly in favor of the EU Commission’s proposal that all EU listed companies must follow standards issued
by the International Accounting Standards Board in their consolidated financial statements starting no later than 2005.
This put an “end to the current Tower of Babel in financial reporting”. This decision also seems to have placed IAS
firmly in the driver’s seat as the eventual global standard. Canada, Australia, and a number of other countries have
announced intention to adopt IAS. United States, which has shown a preference for maintaining its independent
standards setting body for a pretty longer period, is evidencing interest in convergence of accounting standards.

6. Present Global Scenario on Convergence

The countdowns to the convergence of national and international accounting standards and an improvement in the quality
of financial reporting at a global level are best tracked chronologically.

The current world scenario on the subject of convergence gets going on 12 March 2002, when the EU Commission
directed all European companies trading in the European Securities Market to adopt IAS in 2005, and all non- European
companies (following US GAPP or any other standards) up to 2007.

In June 2004, the Australian Accounting Standards Board (AASB) had issued standards and interpretations that all
accounting standards of Australia that are equivalent to International Financial Reporting Standards (A IFRS) must be
adopted from 2005 in their country.

Many countries like Korea, Barbados, Trinidad and Tobago, Zimbabwe, Mongolia, Malta, and Uganda are adopting IAS.
The information about accounting principles applicable in Syria and Tunisia indicates that they are similar to
international accounting standards. At present, all companies and banks in Russia are required to prepare their financial
statements in accordance with IAS.

New Zealand’s Accounting Standards Review Board (ASRB) and Financial Reporting Standards Board (NZ FRSB)
have adopted 36 new accounting standards and 12 interpretations in January 2005. And these formed New Zealand’s
equivalent of the International Financial Reporting Standards (NZ IFRS). It is going to implement IASB standards with
effect from 1* January 2007.

Hong Kong is an important international financial hub. Its stock market ranks second largest in Asia and eight largest in
the world in terms of market capitalization. The Hong Kong Institute of Certified Public Accountants (HKICPA), the
standard setting body of Hong Kong has been pursing the policy of aligning its standards with IAS since the early 1990s.
Most recently, HKICPA has further committed time and resources to support convergence.

Philippines have also adopted national standards that are identical to IFRS from 2005. Singapore has adopted many
accounting standards from IFRS that essentially word for word. Now these are known as Singapore’s equivalents of
IFRS (S IFRS).

Japan, the major player in the global capital market and the second largest capital market in the world, is a strong
supporter of IASB. The Japanese Institute of Certified Public Accountants is now working in collaboration with the
IASB to make the Japanese standards essentially equivalent to international standards. Japan too has undertaken a joint
project in collaboration with IASB to remove the differences between Japanese Accounting Standards (JAS) and IFRS
by January 2005.

The Canadian Accounting Standard Board (CASB) has also announced its intention to adopt International Financial
Reporting Standards (IFRS) in five years. Canada’s decision to adopt IFRS means that out of original G4 nations, US is
the only member that has not gone over to international standards.

In Egypt, Egyptian Accounting standards have prepared to comply with international accounting standards except for
certain minor differences to adopt Egyptian economic environment. Therefore, all companies listed in the Cairo Stock
Exchanges must follow IAS. Kuwait adopted IAS as its national standards. Therefore, all Kuwaiti companies are
following IAS for the purpose of listing. All companies in Jordan, both domestic and foreign, listed in the Amman Stock
Exchange must follow IAS. However, in Turkey, foreign companies may follow any one out of three standards, such as,
International Accounting Standards, UK GAAP and US GAPP for listing in Istanbul Stock Exchange.

In the Middle East, most of the countries have welcomed the International Accounting Standards. For cases in point,
Bahrain, Qatar, Lebanon, and Oman are considering IAS as the replacement to their domestic standards. Of course, Iran
and Israel had shown reluctance for the use of International Accounting Standards. In Iran, all companies to be listed in
Iranian Stock exchange must have to follow Iranian accounting principles. Similarly all companies must have to follow
Iranian accounting principles, if they want to be listed in Tel Alive Stock exchange.

On January 1, 2007, more than 1,100 Chinese companies switched to new accounting standards that brought their books
in line with international norms. From next year, the companies will have to apply a new set of 38 standards, under the
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China Accounting Standards System, that are basically in line with IASB (International Accounting Standards Board)
norms. But, there is far more at stake than improving accounting practices at China’s listed firms. Chinese companies
are increasingly looking overseas for funds and acquisitions. Adopting international standards will make this easier by
increasing their transparency and credibility.

From above deliberations, it can be believed at this moment that, the IOSCO’s endorsement of the IASC standards has
paved the way for unification of accounting standards globally and emergence of the true artificial language designed
for global use in the field of accounting (Srkant, 2005). Today the world of accounting feels that International
Accounting Standards should be that language, as it is the only set of standards that has been prepared through wide
international consultations and participations.

7. What will happen if USA does not adopt IAS?

Now it is realized that, barring very few, almost all countries of the world are interested to follow IAS as their
accounting standards. USA is the only main country reluctant to adopt it. Now question arises what will happen if
super-power of the world and a highly developed economy like USA does not adopt IAS?

Executive search firm, Russell Reynolds’ survey of chairmen across 145 European companies has found: (a) over half
the chairmen of companies with US listings said they would consider de-listing because of Sarbanes-Oxley, in spite of
the difficulties in taking shares off the US exchanges; (b) 70% of those heading companies not yet listed in the US said
Sarbanes-Oxley would dissuade them from seeking a US listing.

With the relatively tighter regulation in the US, several large companies are understood to be evaluating other capital
markets that accept IFRS (Memani, 2006). While such situations provide an opportunity for IFRS to flourish, it would
still be inappropriate to stay limited to that perspective. This is because IFRS stands a fair chance on its own, with its
acceptance by EU, and also given the fact that many countries have traditionally followed IFRS or IFRS-inspired
national accounting standards.

8. Issues and challenges in adopting global accounting standards

In spite of all, achieving global convergence in accounting standards is not an easy task. There are a number of issues to
overcome.

First of all, there seems to be a reluctance to adopt the International Accounting 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. However, except US all other members of G4 has
adopted the IAS more or less to some extent.

Second, accounting standards have been developed in different countries under different legal, economic, social and
cultural environments. For this reason there exists such diversity in accounting standards among the countries through
the globe. If convergence is to be achieved, it is first necessary to arrive at an agreement as to the central objective of
financial reporting. The IASB standards are oriented to serve the needs of investors and capital markets. Countries that
have a different financial reporting philosophy would find it extremely difficult to converge their domestic standards
with International Financial Reporting Standards.

Third, the quality of financial reporting depends on the quality of accounting standards as well as the effectiveness of
the process by which those standards are implemented. Adequate regulatory and other supports are necessary to ensure
proper implementation of standards. Implementation of accounting standards is not an easy task. In spite of convergence,
there is no assurance that they will be implemented with same amount of vigor in every jurisdiction.

Last, convergence of accounting standards with international approach will inevitably raise the questions of rules versus
principles. IASB standards are principles-based. Thus the countries that have rules-based standards are expected to
experience considerable difficulty in converging their standards with IFRS.

There are challenges that IASB and nations adopting IFRS need to address in the coming days. One big challenge for
countries adopting IFRS is the shortage of resources and more particularly, IFRS-trained resources. For case in point,
with just six months to go before China’s listed companies adopt IFRS, demand for accountants is rising and could run
into millions in the coming years, if the new standards are rolled out for all of the country’s companies and not just the
listed ones.

Accountants say that the challenge for China, as it scrambles to meet the accounting shift deadline, will lie in getting its
over-1,100 listed companies to establish the appropriate financial reporting systems and in training enough qualified
accountants by January. The risk is that some of these companies may fail to make the transition on time. Estimates
reveal that China has a shortfall of 300,000 qualified accountants and is likely to require a further three million over the
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coming years to keep pace with its current rate of economic growth.
9. The Current Status of IAS (Indian Accounting Standards)

India is a member of IASC. The Institute of Chartered Accountants of India (ICAI), the apex body of accounting and
auditing, constituted an Accounting Standards Board (ASB) on April 21, 1977, to pronounce standards on various items
of the financial statements. The current Indian accounting standards are of good quality in most instances and in fact,
are practically the same as IASs. The statutory audit was the only enforcement mechanism till 1999. It was in 1999
when the Government of India constituted the National Advisory Committee on Accounting Standards (NACAS), an
advisory body on accounting standards by inserting Section 210A in the Companies (Amendment) Act 1999. So far, the
NACAS has advised the adoption of 27 accounting standards developed by ASB.

In support of its commitment to adopt IAS; the ASB is examining the various standards revised by IASB to initiate
revision in its corresponding. This Board has been releasing standards from time to time. Certain of the standards have
also been revised/deleted/curtailed in the light of new and additional standards as well as the experience of the industry.
Moreover, the Board has also prepared a comparative statement listing the IAS with corresponding Indian Accounting
Standards, and also the standards which are irrelevant in the context of present economic and business scenario
(Chowdhury, 2000). Till now, 29 Accounting Standards have been issued by the ICAI as against the 41 International
Accounting Standards. There are also five International Financial Reporting Standards (IFRS).

In India, since the ASB is not yet functional, the accounting standards as pronounced by the ICAI are adaptable by
every entity whose financial statements are subject to audit.

10. Grounds of Diversity between Indian Accounting Standards and IAS

India is slowly entering into the arena of accounting standards. But the progress of formulation of accounting standards
has been very slow as compared with the developments at international levels. However, some of the accounting
standards in India conform to the International Accounting Standards. Still there are significant variations between these
two. Efforts are on to counterpart Indian accounting standards with the IAS. A study of their variations would be crucial
for bridging the gaps (Reddy, 2000).

For India, the multiplicity of standard setters leads to delay and lack of direction. The increased complexity of the fair
valuation models as prescribed by international standards requires extensive valuation/objective professional judgments,
integrity and uniformity of approach, which may not be easily achievable across all countries—particularly in the
emerging economies like India.

It may be noted that in several important areas, when the Indian Standards are implemented, the accounting treatment in
these areas could lead to differences in the restatement of accounts in accordance with IAS. Some of these areas include:
a) Consolidated financial statements, b) Accounting for income taxes, ¢) Financial Instruments and d) Intangible Assets.

Another reason for the prevailing divergent accounting practices in the Indian Accounting Standards is the provisions of
the Income Tax Act 1961 and Indian Companies Act 1956. They do not go together. Sometimes, the prescriptions are
contradictory on a similar issue.

10.1 Company law and Accounting Standards

In India, though accounting standards setting is presently being done by ICAI, one could discern a tentative and
halthearted foray by company legislation in to the making of accounting rules of Measurement and reporting. This
action by itself is not the sore point but the failure to keep pace with the changes and simultaneously not allowing scope
for someone else to do it is disturbing.

A study of the requirement of company law regarding the financial statements reveal several lacunae like earning per
share, information about future cash flows, consolidation, mergers, acquisitions etc.

10.2 Income Tax Act and Accounting Standards

The Income Tax Act does not recognize the accounting standards for most of the items while computing income under
the head "Profits & Gains of Business or Profession". Section 145(2) of the I. T. Act has empowered the Central
Government to prescribe accounting standards. The standards prescribed so far constitute a rehash of the related
accounting standards prescribed by ICAI for corporate accounting. On a close scrutiny of these standards one is left
wondering about the purpose and value of this effort. Examples are application of prudence substance over form,
adherence to principles of going concern etc.

10.3 Other regulations and accounting standards

In respect of banks, financial institutions, and finance companies the Reserve Bank of India (RBI) pronounces policies
among others, revenue recognition, provisioning and assets classifications.

Similarly the Foreign Exchange Dealers Association (FEDAI) provides guidelines regarding accounting for foreign
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exchange transactions. Since the Securities & Exchange Board of India (SEBI) is an important regulatory body it would
also like to have its own accounting standards and in fact, it has started the process by notifying cash flow reporting
format. It is also in the process of issuing a standard on the accounting policies for mutual funds. It appears as if several
authorities in India are keen to have a say in the matter of framing accounting rules of measurement and reporting. The
tentative and half-hearted legal and regulatory intervention in accounting in India has come in the way of development
of robust, continuously evolving and dynamic accounting theory and standards (http://www.icai.org). In spite of this,
India’s adoption of IAS is inevitable. When the whole world is adopting one language, it will be simply impossible on
the part of India to hold it out for a too long period.

11. The Finale

A sound, unbiased, and transparent financial accounting and reporting thereof is a critical underpinning of our highly
participative and complex capital markets, our economic well-being, and our way of life. Prevailing laws of the land
significantly contribute to the variances between accounting standards of one country with the other. As we know that it
is an age of globalization, there is no conceptual boundary among the nations. Thus, the attainment of a single set of
accounting and reporting standards is the demand of the time. We will fall behind if this convergence process takes
more time.

The vision of convergence in accounting world may inspire many minds but in the practical field it is a very formidable
task. Many of the initial hurdles have been overcome and much progress towards convergence of accounting principles
and procedures among countries has already been achieved. Convergence initiatives are now working much more
effectively than ever before. Differences are still there but they are narrowing. It is expected that the pace of progress in
the sphere of convergence will accelerate further in the coming years. In Indian perspective, it will continue to adopt
IASs/IFRSs in the near future with few modifications to cater to the requirements of local climate.

Now, it is increasingly felt that [ASs/IFRSs would be the right choice for a single global standard, since it has been
prepared with much considerations and consultations. Bearing in mind the pace of the current global development on
convergence, substantial convergence is targeted for 2009 across global capital markets.
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