
IN WITH IFRS, OUT WITH U.S. GAAP?
(Are we there yet?)

Background

In December 2007, the Securities and Exchange
Commission (SEC) permitted foreign issuers to file
their financial statements in accordance with
International Financial Reporting Standards (IFRS)
as issued by the International Accounting Standards
Board (IASB) without reconciliation to U.S.
Generally Accepted Accounting Principles (U.S.
GAAP).  However, if the foreign issuer uses a basis
of accounting other than IFRS as issued by the
IASB, the foreign registrant still must reconcile to
U.S. GAAP.

In 2001, the IASB was established to develop
international reporting standards.  In 2007, the IASB
and the U.S. Financial Accounting Standards Board
(FASB) agreed to work jointly on convergence. 

To date, more than 100 countries have adopted
IFRS, with another 50 expected to do so within the
next few years.  More than 12,000 companies have
adopted IFRS, including listed companies in the
European Union.  Sometime this year, the SEC will
vote on a timeline for allowing U.S. public
companies to report under IFRS as issued by the
IASB.

We are issuing this Perspectives to make our
clients – both public and private – aware of what
may sooner or later become a reality.  We are not
taking any position with respect to the merits of
GAAP vs IFRS, or vice versa, bearing in mind the
words of SEC Chairman Christopher Cox in a
speech delivered on January 10, 2008 to the
International Issues Conference of the American
Institute of Certified Public Accountants (AICPA):
Weôd all be better off in a world of investing if we
speak a common language.

Hand in hand with global accounting standards is
agreement on a common computer language for the

exchange of financial information.  Thus, the use of
XBRL (Extensible Business Reporting Language)
data tagging for financial reporting is also becoming
widespread.

Convergence

Although the FASB and IASB have made progress
in their efforts to converge IFRS and U.S. GAAP,
significant differences still exist. It is thought that by
the time the SEC allows or mandates IFRS for U.S.
publicly-traded companies most, if not all, of the key
differences, will have been resolved.  Some of these
differences include:

9 IFRS guidance regarding revenue recognition is
less extensive than U.S. GAAP and contains
relatively little industry-specific instructions.

9 IFRS does not permit Last In, First Out (LIFO)
as an inventory costing method.

9 IFRS uses a single-step method for impairment
write-downs, rather than the two-step method
used in U.S. GAAP, making write-downs more
likely.

9 IFRS has a different probability threshold and
measurement objective for contingencies.

9 IFRS does not permit curing debt covenant
violations after year-end.

Even if these differences are resolved, IFRS, which
is principles based,  provides much less overall
guidance than U.S. GAAP, which is rules based.
According to the AICPA, on a sheer volume basis
alone, IFRS fits into one two-inch thick book and
includes very little industry-specific instructions,
while FASB pronouncements measure nine inches
thick and that does not include all of the related
authoritative literature.



Public Companies

It is likely that U.S. public companies will be allowed
to use IFRS and, at some point, will be required to
do so, but exactly when is still an open question.
Some are saying IFRS will be required by the SEC
by the year 2013 – maybe somewhat later for
smaller public companies.  There is also a proposal
by the SEC that companies begin filing their
financial statements in XBRL as early as next year.

The impact of IFRS on U.S. companies goes
beyond their financial statements.  It will affect a
company’s tax planning, IT reporting systems,
employee benefit plans, etc. 

Until the SEC allows or mandates U.S. public
companies to adopt IFRS, their financial statements
must be prepared under U.S. GAAP.  It is believed
that there will be a transition period before a
compliance date is set. In the meantime, our clients
may wish to keep current on SEC developments and
become generally familiar with IFRS and their
impact on your business.  Some companies are
forming task forces in preparation for what is
believed to be the inevitable.  In addition to your
auditor, two good sources of information are:
www.sec.gov and www.ifrs.com.  

The costs of converting to IFRS when the time
comes will generally be determined by the size and
nature of the entity and will include costs associated
with identifying and quantifying the differences
between U.S. GAAP and IFRS, staff training and
implementing IT support. 

Private Companies

There are currently no plans to require private
companies to adopt IFRS.  However, like their public
counterparts, they may wish to monitor
developments because, eventually, the
understanding and/or use of globally accepted
standards may benefit their business.  For instance,
a U.S. private company may target a foreign
company to acquire and will have a need to
understand IFRS.  Or, a U.S. private parent
company may have a foreign subsidiary that is
required by local law to report under IFRS and the
parent will need to understand how that information
is converted to U.S. GAAP.

We believe that once the SEC allows U.S. public
companies to follow IFRS, the private company
reporting requirements will soon follow.

In May 2008, the AICPA’s governing council voted to
designate the IASB as the accounting body to
establish professional standards with respect to
international financial accounting and reporting
principles pursuant to Rule 202 (Compliance with
Standards) and Rule 203 (Accounting Principles) of
The Code of Professional Conduct of the AICPA.
The FASB will continue to set standards in the U.S.

IFRS Knowledge

The lack of knowledge of IFRS in the U.S. will make
the move from U.S. GAAP quite challenging – not
only for CPAs and their publicly-traded clients, but
also for actuaries, valuation experts, financial
consultants, bankers and many, many others in the
financial community.  

Currently, IFRS is not widely taught at U.S. colleges
and universities and is not covered on the Uniform
CPA Examination.  Professional associations and
industry groups will be integrating IFRS in their
training syllabus, publications, testing and certi-
fication programs, and colleges and universities will
include IFRS in their curricula. 

PKF directors have experience in IFRS and will be
integrating the subject matter into its staff training
courses.  PKF also can rely on other member firms
of PKF International whose countries report under
IFRS as issued by the IASB as a resource.

Items in this publication should not be considered official statements
of position, nor advice for individuals or organizations without
consulting a professional advisor.  This information is not intended to
be, nor can it be, used by any taxpayer for the purpose of avoiding tax
penalties For more information, please contact the director in charge
of your account or John Haslbauer, Henry Freire or Tom Sorrentino,
members of PKF’s Accounting & Auditing Committee.

Certified Public Accountants
A Professional Corporation

29 Broadway g  New York, NY 10006
Telephone: (212) 867-8000 g Telefax: (212) 687-4346
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