MESSAGE

October 31, 2009
Dear Professional Colleagues,

It has been a unique privilege bestowed upon the Team NIRC which entails
to organize and conduct as many programmes as possible so as to fulfill
the foremost duty and prime responsibility to equip our CA Fraternity so as
to enable them to perform with utmost skill and expertise without any
hindrances.

The Northern India Regional Council of the ICAI is organizing a Full Day
Conference on International Financial Reporting Standards (IFRS) on
Saturday, the 31° October, 2009 at India Habitat Centre, New Delhi. As we
are aware that our Esteemed Institute identifying and realizing the
importance of the subject, has decided for absolute implementation of IFRS
by the public interest entities in India from the year 2011 onwards.
Hence, Team NIRC felt the strong need of organizing this Conference which
would provide an in-depth knowledge of the subject to the members. May
we also take this opportunity to request all the participants to deliberate
more on practical issues arising out of the implementation of IFRS.

The Conference is not only designed with respect to convergence of
accounting standards into IFRS but also related to Practical Aspects of
IFRS, wherein we discuss the Issues and Challenges of First Time Adoption
of IFRS, Treatment of Financial and Non-Financial Assets & Liabilities
specifically Property, Plant and Equipments, Intangible Assets, Deferred
Taxes and Investment Property as well as Presentation of Financial
Statements under IFRS. So, we feel attending this conference will be highly
enriching and purposeful in the above aspects which will help all of us in
the coming years.

NIRC is pleased to present 24" Background Material to its esteemed
participants in today’s Conference on IFRS. We extend our sincere
gratitude for the precious time spent and tremendous efforts put in by all
eminent professional speakers CAs. C.V. Sajan, Parveen Kumar, K.
Kanagaraj Antonysamy; Chinnsamy Ganesan and Krishan Kant Tulshan for
their whole hearted co-operation in bringing out this Background Material
and making the Conference a Grand Success.

With Warm Regards
Team NIRC
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OVER VIEW OF IFRS

CA. C. V. SAJAN [ ajancv@yahoo.co.in]

Application of IFRS means ...

Applying the principles laid down by IASB in

IFRS

IAS

Interpretations of IFRIC
Interpretations of SIC

For presenting financial statements

In what respect IFRS is different from INDIAN GAAP

Accounting assumptions are refined

Certain Key terms refined — Equity, operating cycle for
Current assets/liability.

Objective of financial statements refined — faithful
representation

Presentation requirements refined

Recognition/measurement principles refined-Fair value
accounting gets predominance

Disclosures elaborated

Is there any possible danger in the present form of

IFRS

Profits declared by Financial sector players and BOT
contractors need not be real

Judgment on fair value can go wrong

Too much of technical disclosures defeat the very purpose,
some times

Over reliance on Mathematical equations can be too
dangerous




Are IFRSs Applicable to non profit entities

» Although IFRS uses terms that are meant for profit making
entities, IAS 1 permits appropriate modification to line
descriptions or even to financial statements in such cases

« Similarly in case of MFs etc. where share capital is not
“equity”, appropriate adaptation to present unit holders
interest is permitted

Basic features under IFRS

« Fair presentation

(1)through faithful representation of transactions and events and by
applying correct recognition and measure techniques

(2)By complying with IFRS
» Going Concern
» Accrual basis
» Materiality and aggregation
» No offsetting unless any IFRS permits
« Frequency of reporting
« Comparative information
» Consistency of presentation
All the above are in alignment with INDIAN GAAP

Financial statements comprise of..

« Statement of financial position

« Statement of comprehensive income
» Statement of changes in equity

« Statement of cash flows

« Notes , comprising summary of significant accounting
policy and other information

« Earliest period comparative statement, in case of
restatement or reclassification

* The titles can be different too..

Concept of profit and loss account under IFRS

* Income statement has two parts
« The first part arrives at profit or loss
» Second part is for other comprehensive income

« Total comprehensive income consisting both , is the
change in equity




Minimum line items in a Statement of financial

position- Assets contd ... from prev... - Liabilities

Property plant and equipment

Investment properties

Intangible assets

Financial assets (other than 5, 8 &9)
Investments accounted under equity method
Biological assets

Inventories

Trade and other receivables

. Cash and cash equivalents

0. Assets held for sale —Non current

Trade and other payables

Provisions

Financial liabilities (other than 1 and 2)
Liabilities for current tax

Deferred tax

Liabilities in the group held for sale (IFRS 5)
Non controlling interest

Equity (in consolidated, only of parent)

0N ORON =
© N oA WN =

Is there any format or order for presentation

Can you add more line items specified
« Present items in the order of liquidity, if that is more relevant ,
* Yes else present as current and non current category. No order or
format , other than this, prescribed.

* The line items prescribed are minimum required « Bifurcation of items to more than 12 months and otherwise

required

« Additional line items, headings, sub totals etc relevant for

user , may be shown « Flexibility in the description, aggregation , depending on the kind

of entity
« No aggregation disregarding the line items prescribed

« Where classification for current items made, deferred tax can
not be a current item




Statement of Comprehensive income

»  Single statement of comprehensive income
identifying profit or loss separately

or

*  Two statements

1. Separate income statement for Profit and loss
components and

2. Other comprehensive income statements

Separate income statement

At minimum level following line items are needed
* Revenue -EBIT
» Finance costs

+ Share of profit /loss of associates /JVs accounted
under equity method

» Tax expenses

» Profit/loss from discontinued operations and impact
of fair value measurement of items constituting
discontinued operations.

* Profit or loss

Second part of Income statement
Statement of Comprehensive income

» Profit or loss from separate income statement
« Each component of other comprehensive income
(classified by nature)

« Share of other comprehensive income of associates and
JVs —accounted under equity method

« Total comprehensive income

Line items in other comprehensive income

Changes in revaluation surplus (IAS16 and 38)
Actuarial gains or losses (IAS19)

Gains/losses from translating of foreign operation (IAS
21)

Gains and losses on re-measuring available for sale
financial assets (IAS 39)

Effective portion of gains/losses from cash flow hedge
(IAS39)

Effect of reclassification adjustments of the above




Additional disclosure in income statement

» *Profit or loss attributable to
(a) non controlling interest
(b) owners of the parent

*To be shown in statement 1

* **Total comprehensive income attributable to
(a) non controlling interest
(b) owners of the parent

** To be shown in statement 2

» Additional line items , headings, sub total
etc...permitted depending on relevance to users

How is Net profit under IFRS different from Indian GAAP

* Revenue —IAS 18 —Separation of Interest for Extended credit,
Certainty of realization , Risk reward transfer, reliable
estimate of the fair value of income recognized

» Construction contracts — proportionate completion — IFRIC 12

« Provisions, contingencies — IAS 37 Vs AS 29 — same
principles for recognition- measurement provides for present
value for long term liability

» Employee liability — IAS 19 Vs AS 15 — Recognition of
Actuarial losses/gains can be deferred in IAS19.

+ Leases AS 19 and IAS 17 are not different

* Impairment AS 28 and IAS 36 follow same principles

« Events after balance sheet - AS 4 requires proposed dividend
accounting ; IAS 10 does not.

Plant , Property Equipment

Initial measurement at cost

Component based Depreciation is a principle
Cost method or revaluation method is a choice
Depreciation to go to P/L in all cases

Yearly reassessment of useful life and change of
depreciation prospectively as an estimate change

Revaluation surplus is debited on its reversal (up on
subsequent revaluation) to OCI

Reversal of revaluation loss on subsequent revaluation is
credited to P/L

Revaluation surplus transferred to retained earnings directly
on disposal of asset

First time adoption necessitates fair valuation

Intangible assets

» AS 26 and IAS 38 principles are same for recognition and
initial measurement

» Cost or revaluation method- accounting policy choice
« Depreciation, revaluation related principles same as in PPE

« There could be Intangible assets with indefinite useful life and
hence no amortization needed

* Impairment test of Goodwill must , irrespective of indication of
impairment













Financial Statements

Position in the World..

Statement IFRS US GAAP INDIAN GAAP n . ) )
Balance Sheet Required Required Required More than 110 countries (require or permit)
Income Required Required Required = All Listed European Companies — 2005
Statement = Pakistan — Already Reporting as per IFRS
Statement of Required Other Income Not Required
Comprehensive Statement = Canada — January 2011
Income = Japan — To Converge by 2016
Cash Flow Required Required Not for All
Statement Entiies = US — Sooner or Later — By 2014...7?
SOCIE Separately May be No Separate = |ndia — 2011
Required combined Statement
Explanatory Required Required Required
Notes
® Copyright Reserved ® Copyright Reserved 10
H ?
Hierarchy... HOW..~
= |[FRS- 8 Standards
Standards (IFRS / IAS)
= |JAS- 29 (Sr.1-41) Standards
g = |FRIC- 17 Interpretations
IFRIC /3SIC P .
= SIC- 11 (Sr.1-33) Interpretations
= Framework- Presentation of Financial
Framework Statements
Other Accounting Standards
(® Copyright Reserved 1




Framework

A Main Purpose of Financial Statements

A Key Components
« Assets
. Liability

- Equity

Framework

HISTORY

April, 1989 Approval of Framework for the
Preparation and Presentation of
Financial Statements by IASC Board

July, 1989 Publication of Framework

April,2001 Adoption of Framework by the IASB

PURPOSE- Assistance to

* Development & Review of IAS
* Harmonization of Regulations, Standards

The Board of IASC

'

Y.

National Standard- Setting
Bodies

|* Development of National Standards

J

Preparers of Financial

Statements ¢ Application of IAS

\

Users of Financial

* Interpretation of the information
Statements

J

Auditors

NN M

¢ Formation of opinion
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STATUS

4[ Framework is not an IAS

4[ Nothing in this Framework overrides any specific 1AS

~[ In case of a conflict....??

OBJECTIVES

OBJECTIVES

Financial
Position

—
Performance

~—

1

Changes in
Financial

Position
~———

FINANCIAL STATEMENTS...

Relevance
Reliability
Qualitative

. Substance Over
Characteristic
s .
Comparability

Completeness

CONSTRAINTS...

,—[ Timeliness
| C

IR

J

I—[ Balance between Benefit & Cost

|—[ Balance between Qualitative Characteristics

—
—




ELEMENTS OF FINANCIAL
STATEMENT

DEFINITIONS..

A Assets

Related to Financial | Related to Performance An asset is a resource controlled by the
Position (Income Statement) enterprise as a result of past events and
(Balance Sheet) . . .
from which future economic benefits are
* Assets ¢ Income .
expected to flow to the enterprise.
« Liabilities *Expenses
 Equity
DEFINITIONS.. DEFINITIONS..
A Liability
A liability is a present obligation of the AEquity

enterprise arising from past events, the
settlement of which is expected to result in
an outflow from the enterprise of resources
embodying economic benefits.

Equity is the residual interest in the assets
of the enterprise after deducting all its
liabilities.
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DEFINITION...

Alncome

Income is increases in economic benefits
during the accounting period in the form
of inflows or enhancements of assets or
decreases of liabilities that result in
increases in equity, other than those
relating to contributions from equity
participants.

DEFINITION...

A Expense

Expenses are decreases in economic
benefits during the accounting period in
the form of outflows or depletions of assets
or incurrence of liabilities that result in
decreases in equity, other than those
relating to  distributions to  equity
participants.

1AS-1

Presentation of Financial Statements

Objective

Financial Statements to Disclose
Financial Position
Financial Performance
Cash Flows

To Help User Making Decision

2]




Components

A Statement of Financial Position (Balance Sheet)
A Statement of Comprehensive Income (P&L A/c)
A Statement of Changes in Equity (SOCIE)

A Statement of Cash Flows

A Accounting Policies And Explanatory Notes

Statement of Change in Equity

A Must Show:
« Profit and Loss for the Period
« Directly Recognized Items of Income and Expenses
« Total Income and Expenses for the Period

-« Each Component of Equity, the Effect of Change in
Accounting Policies.

Financial Statements

A Should Show
« Fair Position

« Economic substance not Merely Legal Form

A The Off-setting of Assets and Liabilities is not Allowed

No Formats Defined .....

Financial Statements - Principles

Going

Accrual
Concemn ccrua

Consistency| | Materiality

22




Other Features ...

A Financials to Present Fair Position
A Compliance with all the IFRSs / IFRICs

A Consistency

(@opyright Reserved

Features...

4 Owners (Equity Holders)

A Comparative Information for the Previous Period

A No Specific Format for Financial Statements

A Assets and Liabilities — Current and non Current

Assets/Liabilities - Current & Non Current

= Issues
« How to Differentiate ?

« How to Classify the Assets/Liabilities into Current
and Non Current ?

(@®opyright Reserved

Current Assets

Cash or cash equivalent assets - held for trading
(within next 12 months)

Current Assets

Expected recovery

Normal X ) g
equivalents
Cyeie sheet date

@®opyright Reserved
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Current Liabilities

To be settled within next 12 months.

Current Liabilities

Normal Primarily Held ??t\em?rr'ﬁ within
Operating For months

i After balance
cyele Trading sheet date

No unconditional right
to defer seftiement

12 months after
balance sheet dafe

(@opyright Reserved

CHALLENGES

* Professional
Judgment
* New Concepts

Professional

* Regulators
* Awareness
« Training

* Iniial Hiccups
« Hit at net worth /
Bottom Line

Management

ISSUES — Ultimately...?

Converge

<

i

Adopt

ISSUES - Concept

Standard

24
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IAS 39

FINANCIAL INSTRUMENTS:
RECOGNITION AND MEASUREMENT

Scope exclusions

| |AS 39 applies to all types of financial instruments except
for the following, which are scoped out of IAS 39: [IAS
39.2]

> interests in subsidiaries, associates, and joint ventures
accounted for under IAS 27, IAS 28, or IAS 31;

» however IAS 39 applies in cases where under IAS 27, IAS

28 or IAS 31 such interests are to be accounted for under
IAS 39.

RELEVANT
INTERPRETATIONS

m |[FRIC 16 Hedge of a Net Investment in a Foreign Operation
m |FRIC 12 Service Concession Arrangements
m |IFRIC 9 Reassessment of Embedded Derivatives

m |AS 39 (2003) superseded SIC 33 Consolidation and Equity
Method - Potential Voting Rights and Allocation of Ownership
Interest

Scope

» The standard also applies to

> derivatives on an interest in a subsidiary,
associate, or joint venture

»employers' rights and obligations under
employee benefit plans to which IAS 19 applies

» contracts in a business combination to buy or sell

an acquire at a future date
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Scope

> rights and obligations under insurance contracts,
except IAS 39 does apply to financial instruments
that take the form of an insurance (or reinsurance)
contract but that principally involve the transfer of
financial risks and derivatives embedded in insurance

contracts

» financial instruments that meet the definition of own
equity under IAS 32

SCOPE-Leases

m |[AS 39 applies to lease receivables and payables
only in limited respects: [IAS 39.2(b)]

> applies to

> lease receivables with respect to the derecognition

and impairment provisions.

> lease payables with respect to the derecognition

provisions.

> derivatives embedded in leases.

Scope

» financial instruments, contracts and obligations
under share-based payment transactions to
which IFRS 2 applies

» rights to reimbursement payments to which IAS

37 applies

SCOPE-Financial guarantees

m |AS 39 applies to financial guarantee contracts
issued.

m However, if an issuer of financial guarantee contracts
has previously asserted explicitly that it regards such
contracts as insurance contracts and has used
accounting applicable to insurance contracts,

m the issuer may elect to apply either IAS 39 or IFRS
4Insurance Contracts to such financial guarantee

contracts.
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SCOPE-Financial guarantees

m The issuer may make that election contract by contract, but
the election for each contract is irrevocable.

m Accounting by the holder is excluded from the scope of IAS
39 and IFRS 4 (unless the contract is a reinsurance
contract).

m Therefore, paragraphs 10-12 of IAS 8Accounting Policies,

Changes in Accounting Estimates and Errors apply.

SCOPE-Loan commitments

® An issuer of a commitment to provide a loan at a below-
market interest rate is required initially to recognise the
commitment at its fair value;

m subsequently, the issuer will remeasure it at the higher of

a) the amount recognised under IAS 37 and

b)the amount initially recognised less, where appropriate,
cumulative amortisation recognised in accordance with 1AS

18.

SCOPE-Loan commitments

m Loan commitments are outside the scope of IAS 39 IF

m they cannot be settled net in cash or another financial
instrument,

m they are not designated as financial liabilities at fair value
through profit or loss,

m and the entity does not have a past practice of selling the
loans that resulted from the commitment shortly after

origination.

SCOPE-Loan commitments

m An issuer of loan commitments must apply IAS
37 to other loan commitments that are not within
the scope of IAS 39 (that is, those made at

market or above).

® Loan commitments are subject to the
derecognition provisions of IAS 39. [IAS 39.4]
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SCOPE:-Contracts to buy or sell
financial items

m Contracts to buy or sell financial items are

always within the scope of IAS 39.

Scope: Non-financial Item Contracts

Forward contracts to buy or sell a non-
financial item (e.g. commodity contracts)

70

Continue to be held for the purpose
of the receipt or delivery of a non-
financial item in accordance with
the entity’s expected purchase,
sale and usage requirements

Can be seftled net in cash or
another financial instruments

Within scope Not within scope

SCOPE-Contracts to buy or sell
non-financial items

m Contracts to buy or sell non-financial items are within the
scope of IAS 39 if

m they can be settled net in cash or another financial asset
and

m are not entered into and held for the purpose of the receipt
or delivery of a non-financial item in accordance with the
entity's expected purchase, sale, or usage requirements.

m Contracts to buy or sell non-financial items are inside the
scope if net settlement occurs.

Contracts to buy or sell non-
financial items- net settlement

m The following situations constitute net settlement: [IAS 39.5-6]

> the terms of the contract permit either counterparty to settle net

> there is a past practice of net settling similar contracts

» there is a past practice, for similar contracts, of taking
delivery of the underlying and selling it within a short
period after delivery to generate a profit from short-term
fluctuations in price, or from a dealer's margin, or

» the non-financial item is readily convertible to cash
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SCOPE-Weather derivatives

m Although contracts requiring payment based on
climatic, geological, or other physical variable
were generally excluded from the original version
of IAS 39,

m they were added to the scope of the revised
IAS 39 in December 2003 if they are not in the
scope of IFRS 4. [IAS 39.AG1]

Definitions-FINANCIAL ASSET

M any asset that is:

> cash;

> an equity instrument of another entity;
» a contractual right:

v to receive cash or another financial asset from another
entity or

v to exchange financial assets or financial liabilities with
another entity under conditions that are potentially
favourable to the entity or

Definition: What is a Financial
Instrument?

A contract that gives rise to:

Financial

IN ONE ENTITY

B
Financial Liability or
Bquity Instrument

IN ANOTHER ENTITY

Definitions-FINANCIAL ASSET

» a contract that will or may be settled in the entity's
own equity instruments and is:

v"a non-derivative for which the entity is or may be
obliged to receive a variable number of the entity's own
equity instruments or

v a derivative that will or may be settled other than by the
exchange of a fixed amount of cash or another
financial asset for a fixed number of the entity's own

equity instruments.
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Definitions-FINANCIAL ASSET

v'For this purpose the entity's own equity

instruments do not include

v instruments that are themselves contracts for
the future receipt or delivery of the entity's own
equity instruments; they also do not include

puttable financial instruments

Definitions Financial liability

» a contract that will or may be settled in the entity's own
equity instruments and is:

v'a non-derivative for which the entity is or may be
obliged to deliver a variable number of the entity's own
equity instruments or

v a derivative that will or may be settled other than by the
exchange of a fixed amount of cash or another
financial asset for a fixed number of the entity's own

equity instruments.

Definitions Financial liability

»: any liability that is:
> a contractual obligation:

v'to deliver cash or another financial asset to
another entity; or

v'to exchange financial assets or financial liabilities
with another entity under conditions that are

potentially unfavourable to the entity; or

Definitions Financial liability

v'For this purpose the entity's own equity
instruments do not include: instruments that
are themselves contracts for the future receipt
or delivery of the entity's own equity

instruments or puttable instruments

» The same definitions are used in IAS 32. [IAS
32.8]
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