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5.0

OBJECTIVES

After studying this unit, you will be able to know:
● The basic concepts of Accounting Standards
● The need and benefits of Accounting Standards
● The list of Accounting Standards
5.1

INTRODUCTION

The basic concepts discussed in the foregoing paragraphs are the core elements in the
theory of accounting. These concepts (postulates or conventions), however, permit a
variety of alternative practices to co-exist. As a result, the financial results of different
companies cannot be compared and evaluated unless full information is available about
the accounting methods which have been used. The variety of accounting practices have
made it difficult to compare the financial results of different companies. Further, the
alternative accounting methods have also enabled the reporting of different results, even
by the same company.
5.2

NEED FOR STANDARDS

The information contained in published financial statements is of particular importance
to external users, such as shareholders and investors. Without such information they
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would not be able to make right decisions about their investments. As in several other
countries, Parliament in India has specified in the Companies Act the type and minimum
level of information which companies should disclose in financial statements. It is the
responsibility of the accounting profession to ensure that the required information is
properly presented. It is evident that there should not be too much discretion to
companies and their accountants to present financial information the way they like. In
other words, the information contained in financial statements should conform to
carefully considered standards. Public confidence in accounting information contained
in financial statements will grow if they are satisfied as to the logic, consistency and
fairness of the figures shown therein. For instance, a company could incur a loss and
still "pay dividends by manipulating the loss into a profit. In the long run this course
may have a disastrous effect on the company and its investors.
You would be better able to appreciate the function of accounting standards by relating
them to the basic purpose of financial statements which is the communication of
information affecting the allocation of resources. Ideally, such information should make
it possible for investors to evaluate the investment opportunities offered by different
firms and allocate scarce resources to the most efficient ones. In theory, this process
should result in the capital distribution of resources within the economy and should
maximize the potential benefit to society.
In this context unless there are reasonably appropriate standards, neither the purpose of
the individual investor nor that of the nation as a whole can be served. The purpose is
likely to be served if the accounting methods used by different firms for presenting
information to investors allow correct comparisons to be made. For example, they
should not permit a company to report profits which result simply from a change in
accounting methods rather than from increase in efficiency. If companies were free to
choose their accounting methods in this way, the consequences might be that deliberate
distortions are introduced, leading eventually to misapplication of resources in the
economy. The relatively less efficient companies will be able to report fictitious profits,
and as a result scarce capital of society will be diverted away from the more efficient
companies which have adopted more strict and consistent accounting methods.
5.3

BENEFITS OF ACCOUNTING STANDARDS

There are many benefits of accounting standards. Let us discuss the main benefits of
Accounting Standards one by one.
1) Standardized Accounting:
Perhaps the most important advantage of the FASB standard setting for businesses is
the uniform set of accounting principles it promotes. The FASB clearly states the
generally-accepted accounting principles that businesses must follow to avoid
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confusion. For example, the FASB prevents businesses from using one method for
calculating inventory at the beginning of a fiscal year and finishing the year with another
method. Without the accounting standards set forth by the FASB, businesses could use
accounting methods that portray financial data inaccurately to investors.
2) Problem Identification:
The FASB standard setting provides a framework upon which potential accounting
problems are identified and corrected. Because all businesses in the US use the same
accounting principles, any problems or inadequacies in the accounting process are
quickly identified and reported to the FASB. The FASB then investigates the problem
and, if needed, modifies or writes a new accounting rule for the accounting process. For
example, if businesses find that reporting a certain type of liability on their income
statement unfairly lowers their net income, they can appeal to the FASB so that it can
identify problems with the standard setting.
3) Private Regulation:
The FASB is a private entity with no affiliation to the US government. Despite this, the
Securities and Exchange Commission relies on the FASB to set the accounting rules
that all companies in the US must follow. The SEC can technically create an accounting
oversight board or government agency to set accounting rules. However, using the
FASB eases the burden on the US government and lets the private sector dictate
accounting rules.
4) International Accounting Standard:
The FASB is advantageous because it actively promotes an internationally recognized
set of accounting rules. Globalization has deeply connected foreign financial markets;
a standard set of accounting rules would make financial reporting more accurate and
fair between countries. One of the goals of the FASB is to make financial reporting
more uniform globally with the cooperation of the International Accounting Standards
Board (IASB).
5.4

CHANGING NATURE OF GENERALLY ACCEPTED ACCOUNTING
PRINCIPLES (GAAP)

Generally accepted accounting principles are usually developed by professional
accounting bodies like American Institute of Certified Public Accountants (AICPA) and
Institute of Chartered Accountants of India (ICAI). In developing such principles,
however, the accounting profession has to reflect the realities of the social, economic,
legal and political environment in which it operates. Besides academic research,
regulatory and tax laws of the government e.g., Companies Act, 1956, Income Tax Act,
1961 etc., in a large measure, influence the formulation of acceptable accounting
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principles. Stock exchanges and other regulatory agencies like Controller of Capital
Issues (CCI) have laid down rules for disclosure and extent of accounting information.
Since the environment in which business operates, undergoes constant changes as a
result of changes in economic and financial policies of the Government and changes in
the structure of business, continued evaluation of the relevance of generally accepted
accounting principles is required. In this sense, the principles of accounting are not everlasting truths. You will appreciate that it is the development of relevant accounting
principles in tune with the present day needs of the society that would make it possible
for the business enterprises to develop financial statements which would be acceptable
and of value to the end users.
Now we give you a brief account of the development of standards in the United
Kingdom, United States of America, India, and at the international level.
5.5

ATTEMPTS TOWARDS STANDARDISATION

Standardisation in the UK and USA: Though the Institute of Chartered Accountants in
England and Wales began making recommendations since 1942, the real progress
started with the establishment of the Accounting Statements Committee (ASC) by the
Institute in 1969 in the wake of public criticism of financial reporting methods which
permitted diverse practices. As a result of diversity in practices some big investors had
suffered heavy losses on their investments in well-known companies. The main
objective of ASC has been to narrow areas of difference and variety in accounting
practices. The procedure used for standardisation is initiated by the issue of an
"Exposure Draft" on a specific topic for discussion by accountants and the public at
large. Comments made on exposure draft are taken into consideration when drawing up
a formal statement of the accounting methods for dealing with that specific topic. The
statement is known as a Statement of Standard Accounting Practice (SSAP).
Once the statement of standard accounting practice is adopted by the accounting
profession (the fact that a statement has been issued by the Institute in itself signifies
the acceptance by the profession), any material departure by any company from the
standard practice in presenting its financial reports is to be disclosed in that report. So
far, nineteen statements of standard accounting practice, in addition to some exposure
drafts under consideration, have been issued by the ASC.
The need for evolving standards in the USA was felt with the establishment of Securities
Exchange Commission (SEC) in 1933. The SEC is the Government agency to regulate
and control the issuance of and dealings in securities of the companies. A researchoriented organisation called the Accounting Principles Boards (APB) was formed in
1957 to spell out the fundamental accounting postulates. The Financial Accounting
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standards Board (FASB) was formed in 1973. The FASB pronounces statements from
time to time articulating the generally accepted accounting principles. The constant
support given by SEC to FASB pronouncements has given considerable credibility to
its accounting policy statement. The FASB till 1985 has issued five statements of
concepts and eighty-eight statements of financial accounting standards.
Standards at International Level: In view of the growth of international trade and
multinational enterprises, the need for standardisation at international level was felt. An
international Congress of Accountants was organised in Sydney. Australia in 1972 to
ensure the desired level of uniformity in accounting practices. Keeping this in view, the
International Accounting Standards Committee (IASC) was formed and was entrusted
with the responsibility of formulating international standards. All the member countries
of IASC resolved to conform to the standards developed by IASC or at least to disclose
variations from recommended standards. After its formation in 1973, the IASC has
issued 40 international accounting statements to date. Another professional body, the
International Federation of accountants (IFAC) was established in 1978.
Attempts have also been made in countries of European Economic Community (EEC)
and Canada for standardisation of accounting practices regarding disclosure and
consistency of procedures.
5.6

ACCOUNTING STANDARDS IN INDIA

With a view to harmonise varying accounting policies and practices currently in use in
India, the Institute of Chartered Accountants of India (ICAI) formed the Accounting
Standards Board (ASB) in April 1977 which includes representatives from industry and
government. In line with the procedure followed in other countries, the preliminary
drafts prepared by the study groups and approved by ASB are circulated amongst
various external agencies, including the representative bodies of trade commerce and
industry. So far, twenty eight standards have been issued by ASB, a brief description of
which is provided in Appendix to this unit.
The standards are recommendatory in nature in the initial years. They are recommended
for use by companies listed on a recognised Stock Exchange and other large
commercial, industrial and business enterprises in the public and private sectors.
We advise that you read all or at least some of these standards in order to get a feel of
that these standards are all about. What policies and procedures of accounting these
standards aim to standardise and why? Do not worry if you are unable to understand
some of the ideas or expressions contained in the standards. You may like to come back
to these standards after you have been through all the blocks of this course in order to
have a better grasp of them.
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Regarding the position in India, It has been stated that the standards have been
developed without first establishing the essential theoretical framework. Without such
a framework, it has been contended, any accounting standards and principles developed
are likely to lack direction and coherence. This type of shortcoming also existed in the
UK and USA but then it was recognised and remedied long back. In the United States
the first task which FASB undertook was to develop a conceptual framework project
which aimed at defining the objectives of financial reporting ( a sample of which is
presented in Appendix II). This was to be followed by the spelling out of concepts and
standards establishing what have been frequently referred to as, generally accepted
accounting principles (GAAP). Any attempt to develop a conceptual framework
regarding the objectives of reporting will have to take into consideration the answers to
the following questions:
● Who are the users of financial reports ?
● What decisions do these user groups have to take?
● What information can be provided which would assist them to take such
decisions?
The objectives, as you have already noted, depend upon the economic, social, legal and
political environment of the country.
5.7

LISTS OF ACCOUNTING STANDARDS

Here is the summary of accounting standards issued by the ICAI as well as Companies
(Accounting Standards) Rules, 2006 notified by the Ministry of Corporate Affairs,
Government of India. These standards are followed by the preparers and auditors of
financial statements along with other stakeholders.
●

Policies related to accounting disclosure (AS 1)
This standard deals with the disclosure of significant accounting policies which are
followed in preparing and presenting financial statements.

●

Valuation of Inventories (AS 2)
This standard deals with the determination of value at which inventories are carried
in the financial statements, including the ascertainment of cost of inventories and
any write-down thereof to net realizable value.

●

Cash Flow Statements (AS 3)
This standard deals with the historical changes in cash and cash equivalents of an
enterprise. This is done by preparing a statement popularly called Cash Flow
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Statement. This statement classifies cash flows during the period from operating,
investing and financing activities.
●

Contingencies and Events Occurring After Balance Sheet Date (AS 4)
This Standard deals with the treatment of contingencies and events occurring after
the balance sheet date.

●

Net profit or Loss for the Period, Prior Period Items and Changes in
Accounting Policies (AS 5)
This standard should be applied by an enterprise in presenting profit or loss from
activities in the normal course of business, extraordinary items and prior period
items. This also includes changes in accounting estimates and changes in
accounting policies.

●

Construction Contracts (AS 7)
This standard prescribes the accounting for construction contracts in the financial
statements of contractors.

●

Revenue Recognition (AS 9)
This standard deals with the recognition of revenue in Profit and Loss a/c of an
enterprise. Revenue recognition is concerned with the revenue arising in the course
of the ordinary activities of the enterprise such as the sale of goods, rendering of
services, interest, royalties and dividends.

●

Property, Plant and Equipment (AS 10)
The objective of this Standard is to prescribe the accounting treatment for property,
plant and equipment (PPE).

●

The Effects of Changes in Foreign Exchange Rates (AS 11)
AS 11 lays down principles of accounting for foreign currency transactions and
foreign operations, i.e., which exchange rate to utilize and how to recognize the
financial effect of exchange rate fluctuations.

●

Government Grants (AS 12)
This standard deals with accounting for government grants. These are sometimes
called as subsidies, cash incentives, duty drawbacks, etc.

●

Accounting for Investments (AS 13)
This standard deals with accounting for investments in the financial statements of
enterprises and related disclosure requirements.
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●

Accounting for Amalgamations (AS 14)
This standard deals with accounting for amalgamations and the treatment of any
resultant goodwill or reserves.

●

Employee Benefits (AS 15)
The objective of this standard is to prescribe the accounting treatment and
disclosure for employee benefits in the books of an employer except for employee
share-based payments. It does not deal with accounting and reporting by employee
benefit plans.

●

Borrowing Costs (AS 16)
This standard should be applied in accounting for borrowing costs. It does not deal
with the actual or imputed cost of owners’ equity, including preference share capital
not classified as a liability.

●

Reporting on financial segments (AS 17)
The objective of this standard is to establish principles for reporting financial
information for different types of segments, products, services and enterprise
products and the different geographical areas in which it operates.

●

Disclosure of related party transactions (AS 18)
This standard should be applied in reporting related party transactions between a
reporting enterprise. The standard applies to the financial statements of each
reporting enterprise and also to the consolidated financial statements presented by
a holding company.

●

Accounting policies and disclosure on Lease transactions (AS 19)
The objective of this standard is to prescribe the appropriate accounting policies
and disclosures in relation to finance leases and operating leases.

●

Per Share Earnings or Earnings per share (AS 20)
AS 20 prescribes principles for the determination and presentation of earnings per
share which will improve the comparison of performance among different
enterprises for the same accounting period and among different accounting periods
for the same enterprise.

●

Preparation and Presentation of Consolidated Financial Statements (AS 21)
The objective of this standard is to lay down principles and procedures for
preparation and presentation of consolidated financial statements. Consolidated
financial statements are predetermined to present financial information about a
parent and its subsidiaries as a single economic entity. This is done to show the
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economic resources controlled by the entity as a whole, obligations of the group
and results the group achieves with its resources.
●

Accounting for Taxes on Income (AS 22)
The objective of this Standard is to prescribe the accounting treatment of taxes on
income since the taxable income may be significantly different from the income
displayed in financial statements due to many reasons, posing problems in
matching of taxes against revenue for a period.

●

Accounting for Investments in Associates (AS 23)
This standard should be applied in accounting for investments in associates in the
preparation and presentation of consolidated Financial Statements (CFS) by an
investor.

●

Discontinuing Operations (AS 24)
The objective of AS 24 is to establish principles for reporting information about
discontinuing operations. This helps the users of financial statements to make an
estimate of an enterprise’s cash flows, earnings-generating capacity, and financial
position by segregating information about discontinuing operations and continuing
operations. This accounting standard applies to all discontinuing operations of an
enterprise.

●

Interim Financial Reporting (AS 25)
This standard applies if an entity is required or elects to publish an interim financial
report. The prime objective of this standard is to prescribe the minimum content of
an interim financial report. This standard also prescribes the principles for
recognition and measurement of financial statements for an interim period.

●

Intangible Assets (AS 26)
AS 26 prescribes the accounting treatment for intangible assets. Intangible assets
refer to non-monetary assets which are identifiable, without physical substance,
held for use in the production or supply of goods, services, administrative purpose
and so on.

●

Joint Ventures reporting of interest in Financial statements (AS 27)
The objective of AS 27 is to set out the principles and procedures for accounting
for interests in joint ventures and reporting of venture assets, liabilities, income and
expenses in the financial statements of ventures and investors.

●

Impairment of Assets (AS 28)
The objective of AS 28 is to prescribe the procedures that an enterprise applies to
ensure that its assets are carried at no more than their recoverable amount. The asset
9

can be reported as impaired if its carrying amount exceeds the amount to be
recovered through use or sale of the asset and it requires the business entities to
recognise an impairment loss in such cases.
●

Contingent Liabilities and Contingent Assets and Provisions (AS 29)
The objective of AS 29 is to ensure that appropriate recognition criteria and
measurement bases are applied to provisions and contingent liabilities. This ensures
that sufficient information is disclosed in the notes to the financial statements which
enable users to understand their nature, timing and amount. The objective here is
also to lay down appropriate accounting for contingent assets.

Accounting standards list – Non-Mandatory
ICAI announced withdrawn the following accounting standards:
● AS 30 - Financial Instruments Recognition and Measurement
● AS 31- Financial Instruments Presentation
● AS 32- Financial Instruments Disclosures
5.8

LET US SUM UP

Accounting as a field of study in its developmental process has evolved a theoretical
framework consisting of principles or concepts over a period of time. These concepts
enjoy a wide measure of support of the accounting profession; that is why they are
known as Generally Accepted Accounting Principles (GAAP). Several concepts and
their implications for business and information users were discussed in this unit.
Since the accounting principles are broad guidelines for general application, they permit
a wide variety of methods and practices. The lack of uniformity in accounting practice
makes it difficult to compare the financial reports of different companies. Moreover,
the multiplicity of accounting practices makes it possible for management to conceal
economic realities by selecting those alternative presentations of financial results which
allow earnings to be manipulated. The financial statements prepared under such
conditions, therefore, may have limited usefulness for several users of information. This
problem has been recognised all over the world and various professional bodies are
engaged in the task of standardising accounting practices. There is a movement towards
consensus building even at the international level. Such professional bodies, in fact, first
look at the practices used by practising accountants They then try to obtain a refinement
of those practices by a process of consensus. It is in this manner that the theory of
accounting is built. In India also, some headway has been made by establishing twenty
eight standards for accounting practice.
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5.9

KEYWORDS

● Accounting framework includes generally accepted accounting principles
(GAAP) or the basis of which accounting data is processed, analysed and reported.
● Accounting theory is a set of interrelated principles and propositions which
provide a general framework for accounting practice and deal with new
developments in the area.
● Contingent Liability: A contingent liability is a liability that may occur depending
on the outcome of an uncertain future event.
● Joint Ventures: A commercial enterprise undertaken jointly by two or more parties
which otherwise retain their distinct identities.
● Interim Reporting: Interim reporting is the reporting of the financial results of any
period that is shorter than a fiscal year.
● Foreign Exchange: An institution or system for dealing in the currencies of other
countries.
5.10
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5.11

MODEL QUESTIONS

Q1:

Define the term ‘Accounting Standard’. What are the main objectives of
accounting standards?
Why should accounting practices be standardised? Explain.
What progress has been made in India regarding standardisation of accounting
practices?
Is it possible to give a true or a fair view of a company's position using
accounting information?
Write short notes on the followings
● Cash Flow
● Financial Reporting
● Earning per Share

Q2:
Q3:
Q4:
Q5 :
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6.0

LEARNING OBJECTIVES

After studying this unit, you should be able to:
● Describe International Financial Reporting Standards, GAAP, IAS etc;
● Develop the insights about the need and procedure of issuing IFRS;
● Understand how Indian economy is converging towards implementing IFRS.
● Make comparison between Indian AS and International AS;
6.1

INTRODUCTION

Accounting provides companies, investors, regulators and others with a standardized
way to describe the financial performance of an entity. Accounting standards present
and prepares of financial statements with a set of rules to abide by when preparing an
entity’s accounts, ensuring this standardization across the market. Companies listed on
public stock exchanges are legally required to publish financial statements in
accordance with the relevant accounting standards.
International Financial Reporting Standards (IFRS) is a single set of accounting
standards, developed and maintained by the International Accounting Standards Board
with the intention of those standards being capable of being applied on a globally
consistent basis — by developed, emerging and developing economies. Thus, providing
investors and other users of financial statements with the ability to compare the financial
performance of publicly listed companies on a like for-like basis with their international
peers.
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IFRS are now mandated for use by more than 100 countries, including the European
Union and by more than two-thirds of the G20. The G20 and other international
organisations have consistently supported the work of the Board and its mission of
global accounting standards.
6.2

NEED AND PROCEDURE OF IFRS

With the increasing globalization of financial markets and of companies, the use of a
single set of financial reporting standards across countries is viewed as having increased
the comparability of financial statements across borders. It also reduces the cost of
preparing the consolidated financial statements of groups made up of companies
conducting business all around the world.
Financial reporting standards have been in the spotlight since the banking crisis, more
specifically those requiring the measurement of financial assets and liabilities at fair
value. In September 2009, G20 leaders in Pittsburgh asked the accounting standard
setters IASB and, its US counterpart, the FASB to work towards a single set of high
quality global accounting standards by June 2011. Convergence, however, is proving
challenging and is likely to be pushed back.
Initially, IFRS begun as an academic project aimed at creating a single set of global
standards, their actual use was kick-started by the European Union.
An EU regulation requires listed companies in Europe to adhere to International
Financial Reporting Standards (IFRS) from financial years commencing on or after 1
January 2005 when preparing their consolidated accounts. In implementing this in UK
legislation, the Government has not yet made the use of IFRS compulsory for any
further categories of accounts, but the legislation permits all companies to use them for
individual and consolidated accounts if they wish.
Changes have been made to UK tax legislation to accommodate these new rules for tax
purposes.
International Financial Reporting Standards (IFRS) are developed through an
international consultation process, the “due process”, which involves interested
individuals and organisations from around the world.
The due process comprises six stages, with the Trustees of the IFRS Foundation having
the opportunity to ensure compliance at various points throughout:
1. Setting the agenda
2. Planning the project
13

3. Developing and publishing the Discussion Paper, including public consultation
4. Developing and publishing the Exposure Draft, including public consultation
5. Developing and publishing the Standard.
6. Procedures after a Standard are issued.
The IFRS issued by IASB and the corresponding Ind- AS are given below:
SL

IFRS No

TITLE

1

IFRS 01

First-time Adoption of Indian Accounting Ind-AS 101
Standards

2

IFRS 02

Share based Payment

Ind-AS 102

3

IFRS 03

Business Combinations

Ind-AS 103

4

IFRS 04

Insurance Contracts

Ind-AS 104

5

IFRS 05

Non-current Assets Held for Sale
Discontinued Operations

6

IFRS 06

Exploration for and Evaluation of Mineral Ind-AS 106
Resources

7

IFRS 07

Financial Instruments: Disclosures

Ind-AS 107

8

IFRS 08

Operating Segments

Ind-AS 108

9

IFRS 09

Financial Instruments

Exposure Draft Issued

10

IFRS 10

Consolidated Financial Statements

Exposure Draft Issued

11

IFRS 11

Joint Agreements

Exposure Draft Issued

12

IFRS 12

Disclosure of Interests in Other Entities

Exposure Draft Issued

13

IFRS 13

Fair Value Measurement

Exposure Draft Issued

6.3

Corresponding
converged Ind-AS

and Ind-AS 105

CONVERGENCE TO IFRS

For a country, there are two alternatives available for compliance and implementation
of the IFRS, which are (i) Adoption, (ii) Convergence
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Adoption: It means acceptance of IFRS in its original form. If a country adopts IFRS
in its original form, then it is not allowed to make any change in the language or format
of the IFRS formed by IASB.
Convergence: It means implementing IFRS with modification wherever necessary so
as to suit the requirements of a particular country.
India has decided to converge its existing accounting standards to IFRS. In India, the
converged accounting standards are called Ind-AS
As per the road-map announced by Ministry of Corporate Affairs (MCA) in March
2010, the Indian Accounting Standards (Ind-AS) converged with International Financial
Reporting Standards (IFRS) were to be applied to specified class of companies in phases
beginning with the financial year 1 April 2011. Audit observed that MCA could not
notify the date of implementation of Ind-AS as per its notified road-map. Slippages in
the implementation of Ind AS were discussed in Chapter 4 of Audit Report No. 2 of
2014.
Subsequently, in pursuance of the Budget Statement of the Finance Minister in February
2014, MCA after consultations with various stakeholders and regulators, issued a press
note on 2 January 2015 wherein a revised Road map for implementation of Ind-AS
converged with IFRS was laid down for companies other than Banking Companies,
Insurance Companies and Non-Banking Finance Companies (NBFC). The Ind-AS shall
be applicable to the companies as follows:
(i)

(ii)

On voluntary basis for financial statements for accounting periods beginning on
or after 1 April 2015, with the comparatives for the periods ending 31 March,
2015 or thereafter;
On mandatory basis for the accounting periods beginning on or after 1 April 2016,
with comparatives for the periods ending 31 March 2016, or thereafter, for the
companies specified below:
a) Companies whose equity and/or debt securities are listed or are in the process
of listing on any stock exchange in India or outside India and having net
worth of Rs. 500 crore or more.
b) Companies other than those covered in (ii) (a) above, having net worth of
Rs.500 crore or more.
c) Holding, subsidiary, joint venture or associate companies of companies
covered under (ii) (a) and (ii) (b) above.

(iii) On mandatory basis for the accounting periods beginning on or after 1 April 2017,
with comparatives for the periods ending 31 March, 2017, or thereafter, for the
companies specified below:
15

a) Companies whose equity and/or debt securities are listed or are in the process
of being listed on any stock exchange in India or outside India and having net
worth of less than Rs. 500 crore .
b) Companies other than those covered in paragraph (ii) and paragraph (iii)(a)
above that are unlisted companies having net worth of Rs. 250 crore or more but
less than Rs. 500 crore.
c) Holding, subsidiary, joint venture or associate companies of companies covered
under paragraph (iii) (a) and (iii) (b) above.
However, companies whose securities are listed or in the process of listing on SME
exchanges shall not be required to apply Ind-AS. Such companies shall continue to
comply with the existing Accounting Standards unless they choose otherwise.
(iv) Once a company opts to follow the Ind-AS, it shall be required to follow the IndAS for all the subsequent financial statements.
(v)

Companies not covered by the above roadmap shall continue to apply existing
Accounting Standards prescribed in Annexure to the Companies (Accounting
Standards) Rules, 2006.

Companies Act, 2013 specified that the financial statements shall comply with
accounting standards notified by Central Government and shall be in form or forms as
may be provided for class or classes of companies. This would facilitate implementation
of Ind-AS in phases. Accordingly, MCA vide its notification dated 16 February 2015
notified the Companies (Indian Accounting Standards) Rules 2015 specifying 39 IndAS to be implemented as per the above road-map. The Ind-AS have been formulated
by MCA in consultation with National Advisory Committee on Accounting Standards
(NACAS).
Challenges to convergence:
● As Ind-AS are essentially based on the concept of fair value measurement of
assets and liabilities, corresponding standards under the Income Tax Act are
essential to ensure smooth and harmonised transition. Draft Income
Computation and Disclosure Standards released by the Ministry of Finance in
this regard in January 2015 are under finalisation.
● Banks and Insurance Companies have been kept out of the proposed road map
for transition to Ind-AS in view of the specific needs and concerns of these two
sectors.
16

● Issues such as cost of compliance, capacity building, managing two sets of
standards (one for entities that seek transition and the other for those which do
not) and the impact of exceptions or ‘carve outs’ on the achievement of
objectives of convergence would need to be addressed through a wellcoordinated mechanism among MCA, DPE and ICAI.
6.4

DISTINCTION BETWEEN INDIAN AS AND INTERNATIONAL AS

The detail of difference between Accounting Standards and Ind- AS is enormous. Also,
the impact of these differences vary from industry to industry and even from company
to company. However, the major differences are listed below. Let us discuss them in
details.
Basis

Accounting Standards(AS)

Ind-AS

Need

When businesses were not
that
complicated
and
accounting was done at local
level,
then
accounting
standards based on local
GAAP were enough.

Today, businesses have become
complicated and a globalised world
is in the need of comprehensive
accounting standards that can be
consistently applied globally and
facilitate compatibility. Introduction
of Ind-AS is the need of the hour for
India to compete in this globalised
world

Objective

The basic objective of
Accounting standards is to
remove variation in the
treatment
of
several
accounting aspects and to
bring about standardization in
presentation. They intent to
harmonize
the
diverse
accounting policies in the
preparation and presentation
of financial statements by
different reporting enterprises
so as to facilitate intra-firm
and inter-firm comparison.

Ind-AS are Indian version of IFRS
because it will be impractical to just
adopt the IFRS blindly without
taking into consideration the current
Indian
scenario.
International
Financial Reporting Standards are
principles
based
standards,
interpretation and the framework
adopted by the International
Accounting
Standards
Board
(IASB). Since India is a member
country so it has to adopt these
standards. However, any changes in
these IFRS would have an impact on
books of Indian companies to adopt
these IFRS as and when amended.
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So to fill the difference, IndAS have
been introduced which is nothing
but IFRS. These standards have
been made applicable to Indian
companies through a road map i.e.,
in a systematic manner. The benefit
of these standards is that any change
in IFRS would not impact Ind- AS
directly. The Ministry of corporate
affairs can analysis such changes
and incorporate the same in Ind-AS
if it thinks it is suitable.
Pervasiveness

AS are not so pervasive or Ind-AS are pervasive and cover
widespread.
every area comprising reported
revenues,
expenses,
assets,
liabilities and equity.

Basis

AS are driven by ‘legal’ form Ind-AS focus on ‘substance’ rather
in a number of areas and are than the legal form. They are
rule based.
principal based, Ind-AS will also
result in accounting which more
closely reflects the underlying
business
rationale
and
true
economics of transaction.

Disclosure
requirements

Disclosure requirements are Disclosure requirements are more
comparatively less detailed.
comprehensive and multifold under
Ind-AS to enhance the transparency
and accountability of financial
statements.

6.5

LET US SUM UP

International Financial Reporting Standards is a single set of accounting standards,
developed and maintained by the International Accounting Standards Board with the
intention of those standards being capable of being applied on a globally consistent
basis. With the increasing globalisation of financial markets and of companies, the use
of a single set of financial reporting standards across countries is viewed as having
increased the comparability of financial statements across borders. India has decided to
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converge its existing accounting standards to IFRS. In India, the converged accounting
standards are called Ind-AS.
6.6

KEYWORDS

● Accounting Standards: Accounting Standards are defined as written statements
of accounting rules and guidelines or practices for preparing the uniform and
consistent financial statements. ASB: The board constituted by ICAI to conceive,
formulate, examine and review the accounting standards.
● GAAP: Generally Accepted Accounting Principles consist of accounting concepts
and conventions so as to bring comparability and uniformity in the financial
statements of various business organizations.
● International Financial Reporting Standards: IFRS is a single set of accounting
standards, developed and maintained by the International Accounting Standards
Board with the intention of those standards being capable of being applied on a
globally consistent basis.
● ICAI: Institute of Chartered Accountants of India- the apex body of accounting
professionals of India.
● Ind-AS: In India, the converged accounting standards are called Ind-AS. Ind-AS
101: Ind-AS 101 lays out the accounting principles for first-time adoption of IndAS.
6.7

FURTHER READINGS

● Monga, J.R., 2018. “Financial Accounting: Concepts and Applications”, Mayoor
PaperBacks, New Delhi.
● Maheshwari, S.N. and S.K. Maheshwari, 2018. “Financial Accounting”, Vikas
Publishing House, New Delhi.
● Sehgal, Ashok, and Deepak Sehgal, 2018. “Advanced Accounting”, PartI,
Taxmann Applied Services, New Delhi.
● Tulsian, P.C., 2018. “Advanced Accounting”, Tata Mc Graw Hill, New Delhi.
Materiality, Full Disclosure, Conservatism and Consistency.
● Gupta & Chaturvedi., 2018. ‘‘Financial Accounting’’, Shree Mahavir Book Depot
(Publishers), 2603, Nai Sarak New Delhi.
● Goel D. K., 2018. Accountancy (Arya Publications), 1569/30 Naiwala, Karol Bagh,
New Delhi 110 005.
● Maheshwari, S.N., 2018. Introduction to Accounting, Vikas Publishing House:
New Delhi.
● Gupta, R.N. & M.Radhaswamy, 2018. Advanced Accountancy, Sultan Chand and
Sons: New Delhi.

19

6.8

MODEL QUESTIONS

Q1:
Q2:
Q3:
Q4:

Define the term ‘IFRS’.
What is the need of forming IFRS?
What are the challenges of convergence accounting standards to IFRS in India?
Describe the difference between AS and Ind-AS?
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7.0

LEARNING OBJECTIVES

After studying this unit you will able to know
● The concept and objectives of business income
● Basis of measurement of income and
● About realisation concept.
7.1

INTRODUCTION

One of the most significant accounting concepts is “Concept of Income”. Similarly,
measurement of a business income is also an important function of an accountant. In
General terms, payments received in lieu of services or goods are called income. But
we are here more concerned for business income. Surplus revenue over expenses
incurred is called “Business Income.
Measurement of Business Income
There are following two factors which are helpful in the estimation of an income
● Revenues - Sale of goods and rendering of services are the way to generate
revenue. Therefore, it can be defined as consideration, recovered by the business
for rendering services and goods to its customers.

21

● Expenses - An expense is an expired cost. We can say the cost that has been
consumed in a process of producing revenue is the expired cost. Expenses tell us how assets are decreased as a result of the services performed by a business.
Measurement of Revenue: Measurement of the revenue is based on an accrual
concept. Accounting period, in which revenue earned, is the period of revenue accrues.
Therefore, a receipt of cash and revenue earned are the two different things. We can say
that revenue is earned only when it is actually realized and not necessarily, when it is
received.
Measurement of Expenses: In case of delivery of goods to its customers is a direct
identification with the revenue. Rent and office salaries are an indirect association with
the revenue..
There are four types of events (given below) that need proper consideration about as an
expense of a given period and expenditure and cash payment made in connection with
those items
● Expenditure, which are expenses of the current year.
● Some expenditure, which are made prior to this period and has become expense
of the current year.
● Expenditure, which is made this year, becomes expenses in the next accounting
period. For example, purchase of fixed assets and depreciation in the next upcoming years.
● Expense of this year, which will be paid in next accounting year. For example,
outstanding expenses.
7.2

COMPUTATION OF BUSINESS INCOME

To compute business income, following are the two methods:
 Balance Sheet Approach
Comparison of the closing values (Assets minus outsider’s liabilities) of a firm with the
values at the beginning of that accounting period is called the Balance Sheet approach.
In above value, an addition to capital will be subtracted and addition of drawings will
be added while computing the business income of a firm. Since, income is calculated
with the help of Balance Sheet hence called as Balance Sheet approach.
 Transaction Approach
Transactions are mostly related to production or the purchase of goods and the sale of
goods and all these transactions directly or indirectly related to the revenue or to the
cost. Therefore, surplus collection of the revenue by selling goods, spent over for
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production or purchasing the goods is the measure of income. This system is widely
followed by the enterprises where the double entry system was adopted.
7.3

BASIS OF MEASUREMENT OF INCOME

Following are the two significant basis of measurement of income –
●

Accrual Basis − In an accrual basis accounting, incomes are recognized in a
company’s books at the time when revenue is actually earned (however, not
essentially received) and expenses are recorded when liabilities are incurred
(however, not essentially paid for). Further, expenses are compared with revenues
on the income statement when the expenses expire or title has been transferred to
the buyer, and not at the time when the expenses are paid.

●

Cash Basis − In a cash basis accounting, revenues and expenses are recognized at
the time of physical cash is actually received or paid out.

7.4

OBJECTIVES OF MEASUREMENT OF BUSINESS INCOME

The measurement of income is useful for more than one purpose and therefore its
objectives may be studied from different points of view:
i)

As a guide to future investment: The current income positively influences the
expectations about the future. The prospective investor looks to the income of
the business enterprise as a guide to his investments decisions of the future. The
investors attempt to maximize their returns on their investments and their
decisions will be guided by income. So the allocation of investment funds and
selections of securities depend upon income levels of an enterprise.

ii)

As a tax base: Though the Income Tax Act does not define yet it does specify
what is taxable and what is deductible in arriving at the taxable income.
Accounting income provides income of a business enterprise. The tax authorities
can conveniently mobilize the revenues through taxes which are one of the main
sources of the Government’s income.

iii)

As a guide to dividend policy: The dividend policy at present is directed to
determine the proportion of the current income which should be retained and the
proportion which should be distributed as dividends. So long as dividends are
aid out of current income, the rights of the creditors are adequately protected
since other resources of the business enterprise would not be used to pay
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dividends. There are clear rules for measurement of distributable profits in the
Companies Act with a view to protect the interests of the creditors.
iv)

As an indicator of managerial efficiency: The efficiency of management as
decision makers and as trustees of resources is judged by the reported income of
the current year. The auditors therefore certify that the income statement
presents a true and fair view of operational results. The measurement of business
income therefore provides a suitable criterion for the efficiency of management
in a competitive economy.

v)

As a measure of overall efficiency and credit worthiness: Income is the
lifeblood of any business enterprise and therefore it provides that basic standard
by which the overall efficiency of the business is assessed. For creditors, a
profitable enterprise faces no difficulty in making timely payment on its debts.
Banks and other credit institutions too depend upon current income levels as a
guide about a firm’s ability to repay loan out of future income.

7.5

APPROACHES FOR MEASURING INCOME

In order to measure income, four main methods or approaches can be used: the operation
approach, activities approach, balance sheet approach, or value added approach. Let’s
take a look at each of these.


Transaction/Operation Approach
Transactions are mostly related to production or the purchase of goods and the
sale of goods and all these transactions directly or indirectly related to the
revenue or to the cost. Therefore, surplus collection of the revenue by selling
goods, spent over for production or purchasing the goods is the measure of
income. This system is widely followed by the enterprises where the double
entry system was adopted.



The Balance Sheet or value added Approach:
Comparison of the closing values (Assets minus outsider’s liabilities) of a firm
with the values at the beginning of that accounting period is called the Balance
Sheet approach. In above value, an addition to capital will be subtracted and
addition of drawings will be added while computing the business income of a
firm. Since, income is calculated with the help of Balance Sheet hence called as
Balance Sheet approach.
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7.6
ACCOUNTING
CONCEPT
THAT
IS
RELEVANT
TO
MEASUREMENT OF BUSINESS INCOME - REALIZATION CONCEPT
Realization concept in accounting, also known as revenue recognition principle, refers
to the application of accruals concept towards the recognition of revenue (income).
Under this principle, revenue is recognized by the seller when it is earned irrespective
of whether cash from the transaction has been received or not.
In case of sale of goods, revenue must be recognized when the seller transfers the risks
and rewards associated with the ownership of the goods to the buyer. This is generally
deemed to occur when the goods are actually transferred to the buyer. Where goods are
sold on credit terms, revenue is recognized along with a corresponding receivable which
is subsequently settled upon the receipt of the due amount from the customer.
In case of the rendering of services, revenue is recognized on the basis of stage of
completion of the services specified in the contract. Any receipts from the customer in
excess or short of the revenue recognized in accordance with the stage of completion
are accounted for as prepaid income or accrued income as appropriate.
Example: Motor Hyundai is a car Dealer. It receives orders from the customers in
advance against 20% down payment. Motor PLC delivers the cars to the respective
customers within 30 days upon which it receives the remaining 80% of the list price. In
accordance with the revenue realization principle, motor Hyundai must not recognize
any revenue until the cars are delivered to the respective customers as that is the point
when the risks and rewards incidental to the ownership of the cars are transferred to
the buyers.
Application of the realization principle ensures that the reported performance of an
entity, as evidenced from the income statement, reflects the true extent of revenue
earned during a period rather than the cash inflows generated during a period which can
otherwise be gauged from the cash flow statement. Recognition of revenue on a cash
basis may not present a consistent basis for evaluating the performance of a company
over several accounting periods due to the potential volatility in cash flows.
7.7

LET US SUM UP

One of the most significant accounting concepts is “Concept of Income”. Similarly,
measurement of a business income is also an important function of an accountant. In
General terms, payment received in lieu of services or goods is called income, for
example, salary received by any employee is his income. There may be different types
of incomes like Gross income, Net income, National Income, and Personal income, but
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we are here more concerned for business income. Surplus revenue over expenses
incurred is called “Business Income.”
7.8

KEY WORDS

● ASB: The board constituted by ICAI to conceive, formulate, examine and review
the accounting standards.
● GAAP: Generally Accepted Accounting Principles consist of accounting concepts
and conventions so as to bring comparability and uniformity in the financial
statements of various business organizations.
● Realisation Concept: Revenue can only be recognized once the underlying goods
or services associated with the revenue have been delivered or rendered,
respectively. Thus, revenue can only be recognized after it has been earned.
● Accrual accounting: Accounting method where revenue or expenses are recorded
when a transaction occurs rather than when payment is received or made. The
method follows the matching principle, which says that revenues and expenses
should be recognized in the same period.
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7.10

MODEL QUESTIONS

Q1.
Q2.
Q3.
Q4.

What is business income? Why should income be computed?
What are the principles that govern the measurement of accounting income?
What are the methods of computing business income?
Write a note about the realisation concept.
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