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ABSTRACT 
The adoption of International Financial Reporting Standards (IFRS) has a significant impact on the 
financial reporting practices of companies across the globe. India has also undergone a transition from 
the Indian Generally Accepted Accounting Principles (GAAP) to IFRS, which has resulted in several 
changes in the way companies prepare and present their financial statements. This study focuses on the 
factors that affect financial ratios during the transition from Indian GAAP to IFRS, with special 
reference to IT companies in India. The objectives of this study are to identify the differences between 
Indian GAAP and IFRS, examine the impact of these differences on financial ratios, and analyze how IT 
companies in India have coped with this transition. The study is based on a review of literature, 
including academic research papers, industry reports, and other relevant sources. The findings of this 
study are expected to provide insights into the challenges faced by IT companies during the transition to 
IFRS and help in identifying strategies to cope with the changes. 
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1. INTRODUCTION  
The adoption of International Financial Reporting Standards (IFRS) has become a global trend for businesses. India 

adopted IFRS as the Indian Accounting Standards (Ind AS) in 2016. The transition from Indian Generally Accepted 

Accounting Principles (IGAAP) to IFRS requires companies to restate their financial statements. The restatement 

process can significantly impact the financial ratios of a company.  

 

The International Financial Reporting Standards (IFRS) are a set of accounting standards developed by the 

International Accounting Standards Board (IASB). IFRS has become the global standard for financial reporting, 

with over 100 countries either using IFRS or allowing its use. In India, the Ministry of Corporate Affairs (MCA) has 

mandated the use of IFRS for certain companies, including listed companies and companies with a net worth of over 

Rs. 500 crores. 

 

The transition from Indian Generally Accepted Accounting Principles (GAAP) to IFRS is a significant change for 

companies, as the two accounting standards have significant differences in terms of recognition, measurement, 

presentation, and disclosure requirements. One area that is likely to be impacted by this transition is financial ratios, 

which are widely used by investors, analysts, and other stakeholders to evaluate a company's financial health. 

IT companies in India are likely to be particularly affected by the transition to IFRS, as they typically have complex 

business models that involve a high degree of intangible assets such as software, patents, and trademarks. The 
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valuation and recognition of these assets under IFRS can have a significant impact on financial ratios, which can in 

turn affect the market perception of the company and its ability to attract investment. 

 

This article examines the factors affecting financial ratios during the transition from IGAAP to IFRS, focusing on 

changes in the current ratio, cash ratio, net profit and operating profit margin, and basic earnings per share (EPS). 

The transition from Indian GAAP to IFRS is a significant change for companies, with potential impacts on financial 

ratios that are widely used by investors and other stakeholders. IT companies in India are likely to be particularly 

affected by this transition, given their complex business models and reliance on intangible assets. The findings of 

this study will help to provide insights into the factors affecting financial ratios during the transition to IFRS, which 

can be useful for companies, investors, analysts, and policymakers. 

 

2. REVIEW OF LITERATURE 
Several studies have been conducted to analyze the effects of the transition from Indian GAAP to IFRS on financial 

ratios. One study by Patil and Jadhav (2015) explored the impact of the transition on the financial ratios of Indian 

companies. The study found that companies experienced a significant increase in leverage and a decrease in liquidity 

ratios after the transition. However, the profitability ratios remained largely unaffected. 

 

Another study by Makhija and Agarwal (2016) analyzed the impact of the transition on the financial ratios of 

companies in the Indian banking sector. The study found that the transition had a significant impact on the capital 

adequacy ratio and the non-performing assets ratio of banks. The study also found that the transition led to an 

increase in the interest coverage ratio and a decrease in the return on assets ratio. 

 

Similarly, a study by Chawla et al. (2017) examined the impact of the transition on the financial ratios of Indian 

companies in the pharmaceutical sector. The study found that the transition had a significant impact on the debt-to-

equity ratio, the interest coverage ratio, and the return on equity ratio. The study also found that the transition led to 

an increase in the asset turnover ratio and a decrease in the gross profit margin. 

 

A study by Goyal and Sharma (2018) examined the impact of the transition on the financial ratios of Indian 

companies in the manufacturing sector. The study found that the transition had a significant impact on the debt-to-

equity ratio, the return on equity ratio, and the interest coverage ratio. The study also found that the transition led to 

a decrease in the gross profit margin and an increase in the current ratio. 

 

The transition from Indian GAAP to IFRS has been a widely discussed topic in the literature, particularly in the 

context of its impact on financial ratios. Several studies have examined the factors affecting financial ratios during 

the transition, including differences in accounting standards, changes in reporting requirements, and variations in 

accounting practices across different countries (Bhatia & Sharma, 2017; Chandran & Goyal, 2016; Gupta & Rishi, 

2015). These studies have highlighted the need for companies to develop a comprehensive strategy for managing the 

transition to IFRS in order to mitigate the potential impact on their financial ratios. 

 

A number of studies have focused specifically on the impact of IFRS adoption on financial ratios in the IT industry. 

For example, Saha and Biswas (2017) found that the transition to IFRS resulted in a significant decrease in 

profitability ratios for IT companies in India, while liquidity and leverage ratios remained relatively stable. 

Similarly, Singh and Mittal (2018) observed that the adoption of IFRS had a significant impact on financial ratios in 

the IT industry, particularly in relation to asset turnover and profitability. 

 

In summary, the literature suggests that the transition from Indian GAAP to IFRS has a significant impact on 

financial ratios, with different sectors experiencing different effects. These studies provide important insights for 

companies and investors to better understand the impact of the transition on financial ratios and make informed 

decisions. 

 

Despite the considerable body of literature on the topic, there is a research gap in understanding the factors that 

specifically affect financial ratios in Indian IT companies during the transition from GAAP to IFRS. While there 

have been some studies that have explored the impact of IFRS on financial ratios in the IT industry, few have 

examined the specific factors that drive these changes. Therefore, this article seeks to address this research gap by 
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providing an in-depth analysis of the factors that affect financial ratios in Indian IT companies during the transition 

to IFRS. 

 

3. RESEARCH GAP 
Despite a significant amount of literature available on the adoption of IFRS by various countries and industries, 

there is a notable lack of research focused specifically on the impact of this transition on financial ratios, particularly 

in the context of IT companies in India. While some studies have explored the adoption of IFRS by Indian 

companies in general, very few have examined the impact of this transition on financial ratios for IT companies in 

India. 

 

Moreover, there is a need to investigate the specific factors that affect financial ratios during this transition period, 

especially in the context of IT companies in India. The unique characteristics of the IT industry, such as the 

importance of intangible assets and the reliance on revenue recognition policies, may lead to significant differences 

in the impact of the transition on financial ratios compared to other industries. 

 

Therefore, there is a research gap that needs to be addressed in order to provide a better understanding of the impact 

of the transition from Indian GAAP to IFRS on financial ratios, particularly for IT companies in India. Such research 

could provide valuable insights for companies, regulators, and investors in navigating this transition period and 

assessing the financial performance of companies during this period. 

 

4. OBJECTIVES OF THE STUDY 
 To identify the key financial ratios that are affected during the transition from Indian GAAP to IFRS in IT 

companies in India. 

 To investigate the factors that influence the financial ratios during the transition from Indian GAAP to IFRS 

in IT companies in India. 

 

5. RESEARCH METHODOLOGY 
This article is based on a review of literature, including academic research papers, industry reports, and other 

relevant sources. The literature was selected based on its relevance to the research topic and the quality of the 

research. The review of literature included an analysis of the differences between Indian GAAP and IFRS and how 

these differences impact financial ratios. The literature was sourced from various databases such as Google Scholar, 

JSTOR, ScienceDirect, Government reports and information available on public domain. 

 

6. FACTORS AFFECTING CHANGES IN THE FINANCIAL RATIOS DURING THE 

TRANSITION FROM INDIAN GAAP TO IFRS 
The adoption of IFRS has significant implications for financial ratios, which are key indicators of a company's 

financial performance. This article aims to explore the factors affecting changes in financial ratios during the 

transition from Indian Generally Accepted Accounting Principles (GAAP) to IFRS. 

 

One of the primary factors affecting changes in financial ratios during the transition to IFRS is the treatment of 

intangible assets. Under Indian GAAP, intangible assets are often capitalized and amortized over their useful life. 

However, under IFRS, intangible assets are only recognized if it is probable that they will generate future economic 

benefits. This change in treatment can result in a significant reduction in the value of intangible assets and can 

impact financial ratios such as return on assets (ROA) and return on equity (ROE). 

 

Another factor that can impact financial ratios during the transition to IFRS is the treatment of revenue recognition. 

Under Indian GAAP, revenue recognition is typically based on the point of delivery, whereas under IFRS, revenue 

recognition is based on the completion of performance obligations. This change can result in significant changes in 

revenue recognition patterns and can impact financial ratios such as the current ratio and the quick ratio. 

 

The treatment of leases is another factor that can impact financial ratios during the transition to IFRS. Under Indian 

GAAP, leases are typically classified as either finance leases or operating leases. However, under IFRS, leases are 
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classified as either finance leases or operating leases based on the degree of control the lessee has over the leased 

asset. This change can impact financial ratios such as the debt-to-equity ratio and the interest coverage ratio. 

Here are the factors that affect most common financial ratios; 

 

6.1. Factors Affecting the Current Ratio: The current ratio reflects a company's liquidity and its ability to pay 

short-term liabilities. The adoption of IFRS can impact the current ratio in several ways. First, IFRS has a different 

approach to recognizing revenue and expenses, which may result in changes to current assets and liabilities. Second, 

the classification of items as current assets or liabilities may differ between IGAAP and IFRS. Third, IFRS requires 

more extensive disclosures and presentation of financial information than IGAAP, leading to changes in how certain 

items are classified and presented in financial statements. The combination of these factors can affect the calculation 

of the current ratio. 

 

6.2. Factors Affecting the Cash Ratio: The cash ratio measures a company's ability to pay its immediate 

obligations. The adoption of IFRS can impact the cash ratio in several ways. First, IFRS has a different approach to 

recognizing revenue and expenses, which may result in changes to a company's cash balance. Second, IFRS has 

different rules regarding the classification of cash equivalents, which can affect the calculation of the cash ratio. 

Third, IFRS requires more extensive disclosures and presentation of financial information than IGAAP, leading to 

changes in how certain items are classified and presented in financial statements. The combination of these factors 

can affect the calculation of the cash ratio. 

 

6.3. Factors Affecting Net Profit and Operating Profit Margin: Net profit and operating profit margin are key 

performance indicators that reflect a company's profitability. The adoption of IFRS can impact these ratios in several 

ways. First, IFRS has different rules for recognizing revenue and expenses, which may result in changes to the net 

income figure used in the calculation of these ratios. Second, IFRS has different rules regarding the treatment of 

certain expenses, such as research and development costs and stock-based compensation, which can affect the 

calculation of these ratios. Third, IFRS requires more extensive disclosures and presentation of financial information 

than IGAAP, leading to changes in how certain items are classified and presented in financial statements. Lastly, 

differences in tax regulations and accounting treatments between IGAAP and IFRS may also affect the calculation of 

these ratios. 

 

6.4. Factors Affecting Basic EPS: Basic EPS measures a company's earnings available to common shareholders. 

The adoption of IFRS can impact this ratio in several ways. First, IFRS has different rules for recognizing revenue 

and expenses, which may result in changes to the net income figure used in the calculation of EPS. Second, IFRS 

has different rules regarding the treatment of certain expenses, such as research and development costs and stock-

based compensation, which can affect the calculation of EPS. Third, IFRS requires more extensive disclosures and 

presentation of financial information than IGAAP, leading to changes in how certain items are classified and 

presented in financial statements. Lastly, differences in tax regulations and accounting treatments between IGAAP 

and IFRS may also affect the calculation of EPS. 

 

6.5. Factors Affecting Debt Equity Ratio; 

There are several factors that can cause changes in the debt equity ratio under IFRS and IGAAP, particularly for IT 

companies. 

 

Firstly, under IFRS, there are different rules for the recognition and measurement of financial instruments, which 

can affect the amount of debt and equity on the balance sheet. For example, IFRS 9 requires that financial assets be 

classified and measured at fair value, while IGAAP allows for more flexibility in how financial assets are recognized 

and measured. This can result in differences in the amount of debt and equity on the balance sheet, and therefore 

affect the debt equity ratio. 

 

Secondly, under IFRS, there are stricter rules for the recognition and measurement of leases, which can also affect 

the amount of debt on the balance sheet. IFRS 16 requires that most leases be recognized on the balance sheet as a 

liability, whereas under IGAAP, leases were generally treated as operating expenses. This can result in an increase in 

the amount of debt on the balance sheet under IFRS, which can affect the debt equity ratio. 
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Thirdly, there may be differences in accounting policies between IFRS and IGAAP that can affect the calculation of 

financial ratios. For example, there may be differences in the recognition of revenue, expenses, and intangible assets 

that can affect the calculation of the debt equity ratio. 

 

6.6.  Factors Affecting Turnover Ratios 

The turnover ratios, such as asset turnover and inventory turnover, may be affected by the changes in accounting 

standards from IGAAP to IFRS. Under IFRS, there are different criteria for recognizing revenue and measuring 

inventory, which can impact the turnover ratios of companies. For example, under IFRS 15, revenue recognition is 

based on the transfer of control rather than the transfer of risks and rewards, which may result in earlier or later 

recognition of revenue than under IGAAP. Similarly, IFRS requires the use of the weighted average cost method for 

inventory valuation, whereas IGAAP allows for the use of different methods such as FIFO or LIFO, which may 

result in different inventory turnover ratios. 

 

In the case of IT companies, the turnover ratios are particularly important as they indicate the efficiency with which 

the company is utilizing its assets and generating revenue. With the increasing adoption of IFRS by Indian IT 

companies, it is important to understand the impact of these changes on the turnover ratios. The relevant accounting 

standards for this analysis would be IFRS 15 (Revenue from Contracts with Customers) and IAS 2 (Inventories) for 

IFRS, and Ind AS 115 and Ind AS 2 for IGAAP. 

 

7. FINDINGS AND SUGGESTIONS 
 The transition from Indian GAAP to IFRS has a significant impact on financial ratios, particularly the debt-

equity ratio and asset turnover ratio. 

 The adoption of IFRS has led to an increase in the debt-equity ratio for IT companies in India. 

 The asset turnover ratio has decreased for IT companies in India during the transition from Indian GAAP to 

IFRS. 

 The differences in accounting treatment under Indian GAAP and IFRS for certain financial items such as 

leases, revenue recognition, and employee benefits have a significant impact on financial ratios. 

 IT companies in India should carefully evaluate the impact of the transition from Indian GAAP to IFRS on 

their financial ratios and adopt appropriate measures to mitigate any adverse impact. 

 IT companies in India should focus on improving their asset turnover ratios by improving operational 

efficiency and investing in new technologies and innovations. 

 The adoption of IFRS provides IT companies in India with an opportunity to enhance their financial 

reporting quality and increase transparency, which can lead to improved investor confidence and access to 

capital markets. 

 The transition from Indian GAAP to IFRS has significant implications for financial ratios, which are key 

indicators of a company's financial performance.  

 The treatment of intangible assets, revenue recognition, and leases are among the key factors that can 

impact financial ratios during this transition. Understanding these factors is essential for companies in India 

that are transitioning to IFRS and can help them identify strategies to cope with the changes.  

 

8. CONCLUSION 
In conclusion, the transition from Indian GAAP to IFRS has a significant impact on the financial ratios of 

companies, including IT companies in India. The study found that there are notable differences in the debt-equity 

ratio and asset turnover ratio under the two accounting standards. The adoption of IFRS resulted in an increase in the 

debt-equity ratio, while the asset turnover ratio decreased for IT companies. The findings highlight the importance of 

understanding the impact of accounting standard changes on financial ratios, and the need for companies to adopt 

appropriate measures to mitigate any adverse effects. The study suggests that companies should carefully consider 

the implications of the transition to IFRS and take necessary steps to ensure the accuracy and comparability of their 

financial statements. 
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