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The Securities and Exchange Commission’s
plan to scrap 25,000 pages of U.S. accounting
rules in favor of an international version 

of 2,600 pages may simplify life not only for U.S.
multinationals but for every publicly traded American
company—even those with zero exposure to the 
rest of the world. But expect some pain before the
gain. “Getting ready for the change is a big-scale
project,” warns Margaret M. Smyth, vice president
and controller of United Technologies Corp. 

She should know. Smyth is in the midst of helping
the Hartford, Connecticut, conglomerate plan its
transition from U.S. generally accepted accounting
principles (GAAP) to international financial reporting
standards (IFRS). United Technologies—maker of
Sikorsky helicopters, Pratt & Whitney jet engines,
Otis elevators, and Carrier air conditioners, among
other things—generates nearly two-thirds of its $55
billion in annual revenues overseas and already uses
the global accounting standards at some of its foreign
subsidiaries. It then has to recrunch those numbers
to meet GAAP standards and U.S. requirements, so
consolidating all financial reporting under a single
standard obviously has some appeal. As Smyth points
out, however, moving to IFRS will be not just an
accounting exercise but a major, company-wide
undertaking. For one thing, whether a company uses
GAAP or IFRS can make a big difference in its
reported revenues and earnings. This in turn may
mean that executive pay packages linked to those
numbers may have to be tweaked, tax strategies
adjusted, and information systems recalibrated. 

Both standards call for basic financial data that
include a balance sheet and income statement. But
GAAP’s requirements are rules-based, meaning that
they prescribe, often in very narrow terms, exactly
how accounting issues are to be handled. IFRS is
looser. For example, GAAP says a company can’t
book a sale without “persuasive evidence” that a
contract exists. IFRS permits booking a sale when it’s
probable that the sale will happen and the benefit to
the company can be measured. And where IFRS does
get prescriptive, its formulas can differ significantly

from GAAP’s. The two standards conflict in the way
they account for derivatives, depreciation of fixed
assets, and research and development, for instance. 

All these variations can have a significant impact
on the bottom line. Jack Ciesielski, publisher of 
The Analyst’s Accounting Observer, studied the 2006
performance of 137 non-U.S. companies that reported
their results under both GAAP and IFRS. He found
that 63% had bigger profits under the international
standards—and that the median earnings increase
was a hefty 11%.

The switch to IFRS is not quite a done deal. Even
though the SEC plans to permit some U.S. companies
to abandon GAAP and start using IFRS exclusively
in 2010, the agency will still revisit the issue in
2011 before making conversion compulsory and has
spelled out milestones it wants to see met by then.
And during her Senate confirmation hearing in
January, newly installed SEC chair Mary Schapiro
said she plans to take a fresh look at the proposed
changeover and will not be bound by the existing
road map that’s out for comment. Among other
things, she voiced concern about the independence 
of the International Accounting Standards Board,
which develops IFRS standards, and the cost of
conversion to U.S. companies.

Most observers believe the change is inevitable,
though, even if the deadlines move. “This is no
longer a conversation piece,” says James Brady, 68, a
Baltimore-based managing director of consulting
firm Ballantrae International Ltd. and a director of
utility Constellation Energy Group, spice maker
McCormick & Co., retailer NexCen Brands Inc., and
mutual fund company T. Rowe Price Group. Brady
views Schapiro’s comments as related to the timing
rather than the substance of IFRS. “My feeling is that
the global nature of the current credit crisis makes
the transition all the more likely and appropriate,”
he says. “Boards need to be made comfortable that
their companies are preparing with reasonable
diligence for the IFRS reality.”

Directors won’t be responsible for mastering every
nuance of the new standards, but they will want to
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The planned switch from U.S. to international accounting
standards could cost companies millions, and compliance will hit
smaller outfits disproportionately hard. Sound familiar? 

     



of those 20 companies have to be using IFRS.
Should a board push for an early move to IFRS?

“Factors to consider before taking this step include
the size of your global footprint, where you’re 
raising capital, and whether you’re doing a lot of
joint ventures outside the U.S.,” says Paul Munter, a
partner with accounting firm KPMG LLP and leader

of its IFRS practice in the U.S.
Companies that already use
IFRS overseas, compete for
capital and customers in the
global marketplace, and work
with international partners
have strong incentives to jump
the deadline. An early start
would make it easier to find

experienced consultants to help you through the
conversion process. This expertise is likely to be
harder to hire as the deadline gets closer. Blythe
McGarvie, 52, a certified public accountant and CEO
of LIF Group, a consulting firm in Williamsburg,
Virginia, suggests that directors look at what other
companies in their industry are doing with respect 
to early adoption of IFRS before making a decision
for their own company, assuming it’s eligible. “We
want to be in lockstep,” says McGarvie, who sits 
on the boards of consulting firm Accenture Ltd.,
Pepsi Bottling Group, insurer Travelers Cos., and
entertainment conglomerate Viacom Inc. 

There are arguments against early adoption of
IFRS. Companies that break a fresh trail forfeit the
opportunity to learn from the experience of others.
And there’s always the chance, remote though it
might be, that the SEC could reverse direction after
its 2011 review and decide that adopting IFRS
would be a mistake. Margaret Smyth says United
Technologies won’t be adopting the global standards
until it is sure they’ll become mandatory.

Significant discrepancies between IFRS and
GAAP still need to be ironed out. Among them:
U.S. tax law encourages companies to account for
inventory on a last-in, first-out basis, whereas
international accounting standards don’t allow LIFO
reporting, period. “Many companies, if they switched
to IFRS and nothing were done to address this, would
be writing a very big check to the IRS,” says Smyth.
“That is obviously something you’re not going to do,
and certainly not earlier than you have to.”

The respective standard-setting bodies—the
Financial Accounting Standards Board in the U.S.
(FASB) and the International Accounting Standards
Board (IASB)—have been working to iron out these
sorts of differences, and it’s entirely possible that
they could do so in the next couple of years. “IFRS
and GAAP are different but not nearly as different as
people think they are, and won’t be as different in
2011 when the convergence process will be finished,”

The idea of embracing international accounting standards in the U.S.
got serious in 2002, when the Financial Accounting Standards Board 
of the U.S. and its foreign counterpart, the International Accounting
Standards Board, committed themselves to a convergence process
designed to eliminate the major discrepancies between the systems. 

That same year, the European Commission voted to require that
publicly traded European companies adopt IFRS, starting in 2005, to
get its member countries onto the same reporting standard. As more
countries moved to the international rules, and as the convergence
process progressed, U.S. regulators began to see international
standards as a viable option for U.S. companies. The Securities and
Exchange Commission gave the movement additional impetus when it
ruled that foreign companies whose securities trade in the U.S. can file
financial reports here based on IFRS, without reconciling them with
GAAP. That became effective in 2008.

In August, after a year of soliciting input, the SEC outlined a
proposed timetable for U.S. companies’ adoption of IFRS, and
formalized it in November. The agency can decide whether to make the
timetable final after it weighs comments, which were due by the end of
February 2009. Under the proposal, the deadlines for the conversion
to IFRS would be staggered through the end of 2016, by which time all
U.S. companies must use the international standard.

THE STORY SO FAR
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know that management has a plan to effect the
transition to IFRS efficiently and in a way that
addresses all the many implications, including
Sarbanes-Oxley compliance and investor relations.
(See the box on page 39 for a sampling of questions
directors should be putting to senior executives.) 

Under the SEC’s current proposal, so-called 

large accelerated filers—companies with a market
capitalization of $700 million or more—would 
be required to make the switch to IFRS in 2014.
Accelerated filers, those with a market cap of $75
million to $700 million, would convert in 2015. 
The rest would do so in 2016. Some companies 
will be able to adopt IFRS ahead of their deadlines,
provided they meet two criteria: First, they have 
to be among the world’s 20 largest companies, by
market cap, in their industry. Second, a plurality 

“IFRS AND GAAP ARE DIFFERENT BUT NOT
NEARLY AS DIFFERENT AS PEOPLE THINK THEY
ARE, AND WON’T BE AS DIFFERENT IN 2011
WHEN THE CONVERGENCE WILL BE FINISHED.”

       



says Phil Laskawy, vice chairman of the International
Accounting Standards Committee Foundation,
which oversees the IASB. A retired chairman and
CEO of accounting firm Ernst & Young, Laskawy,
67, was appointed non-executive chair of Fannie Mae
in September after the mortgage company’s takeover
by the federal government and also serves on the
boards of General Motors Corp., health-care products
distributor Henry Schein Inc., and financial-services
firm Lazard Ltd.

Companies with strong project-management 
skills may be able to handle the switch internally,
but if they don’t have IFRS experience with overseas
subsidiaries they may need technical help, perhaps
from whoever provides their accounting software.
Some programs can run dual accounting standards
simultaneously, says KPMG’s Paul Munter, 
which could be useful for companies still reporting
to the SEC under GAAP even as they’re preparing 
to convert to IFRS. A report by Jefferson Wells
International, an internal-auditing unit of Manpower
Inc., the temporary-help outfit, suggests that
companies run parallel accounting systems for six 
to 12 months before switching over to IFRS
permanently. This will ensure that processes and
controls are operating effectively and provide time to
see how the new standards are affecting financial
statements. Expect big burdens on internal personnel.
At United Technologies, Smyth says, the conversion
team includes representatives from all six of the
company’s business units and from each functional
area of the company, including IT, human resources,
treasury, and tax. Directors must also make sure 
that the company’s investors and employees are 
kept up-to-date. “The board needs to understand
management’s communication plan and how it is
executing against that plan,” says Munter. 

Directors also need to prepare themselves for the
cost of converting to IFRS. European corporations
whose annual revenues exceed $5 billion spent 
an average of $3.3 million to implement IFRS,
according to the Corporate Executive Board, a
business-research firm in Arlington, Virginia. As
with the implementation of the Sarbanes-Oxley Act
of 2002, the cost of moving to IFRS as a percentage
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Want to make sure your top team is preparing the company to
convert its accounting practices so they’ll meet international
financial reporting standards (IFRS)? Here’s a sampling of the
questions that often crop up when audit committee members 
at client companies discuss the subject with accounting firm 
KPMG International: 

• What’s the biggest effect international accounting standards will
have on our company?

• How will IFRS affect our earnings per share?

• What impact will IFRS have on our executive compensation plans?

• How will IFRS affect our tax liabilities, internal controls, and
global IT systems?

• Is our company already affected by IFRS reporting obligations
outside the U.S.? If so, how?

• Do we have the resources to handle the conversion in-house, or
will we need to hire outside help?

• When can we expect to see a plan for converting to IFRS?

• How long should we expect the conversion to take, and will we
meet our deadline?

• How can we minimize disruption to our financial processes during
the changeover?

• What will it cost?

10  QUESTIONS  DIRECTORS  
SHOULD ASK MANAGEMENT 

To listen to a webcast on
other audit committee
challenges, go to
boardmember.com
and click “Audit” in the
menu options.

of revenue is higher for smaller companies than for
larger ones.

The conversion will take time too. One study
found that the switch took most European
companies between one and two years—and 40%
needed even longer. And yes, it means an enormous
amount of extra work for the audit committee. But
hey, what’s new about that? !

        


