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Introduction
Economic and financial interdependence has been rising continuously in the past few decades. This trend generates a demand for policymaking on issues of a cross-border nature, which sometimes makes them difficult to address by individual nation-states or even by traditional treaty-based international organizations.

Accounting standards setting, though generally thought of as a dour matter, is one the most advanced attempts at managing international collective challenges through such non-traditional means. By making the strategic move in 2000-02 to endorse International Financial Reporting Standards (IFRS), a body of norms prepared by a private-sector organization with global scope but no democratic accountability, The European Union has started a worldwide experiment whose rapidly unfolding consequences will provide lessons for other areas of policy in the financial sector and beyond. 
As of August, 2008, more than 100 countries around the world require or permit IFRS reporting. Approximately 85 of those countries require IFRS reporting for all domestic listed companies.

In November, 2007, the U.S. Securities and Exchange Commission voted to allow non-U.S. issuers to report their financials in line with IFRS without reconciling them with the U.S. Generally Accepted Accounting Principles (GAAP). 

In November, 2008, the SEC issued a “road map” that could lead to regulations requiring U.S. businesses to file their financial statements using international rules by 2014, or by 2011 for companies that volunteer an early adoption. The SEC indicated that after receiving the public comment, they will decide in 2011 whether to keep the time table.

Following the SEC announcement, the big four accounting firms started to take a leading role in supporting the idea of converging from the U.S. GAAP to IFRS as soon as it could be done.

The SEC road map indicated, that the move forward to switch is based on many factors. Some of those factors are: improvements in the Accounting Standards, education and training of IFRS in the U.S. and the accountability and funding of the International Accounting Standard Board.

The Emergence of IFRS as a set of Global Standards

The emergence of IFRS has coincided with the requirement of their use by the European Union. Beginning 2005, virtually all publicly held companies listed on exchanges in the European Union are required to use IFRS. Australia, New Zealand, Hong Kong, Singapore and the Philippines have adopted IFRS. Canada announced that in 2011, all the listed Canadian firms must use IFRS. China has adopted IFRS, and many developing countries have turned to IFRS as their National GAAP.
But even with the emergence of IFRS, a difference can still exist between IFRS as adopted by the IASB and as adopted by the European Union or a particular country. In adopting IFRS, the European Union and some countries have made relatively modest modifications. As a result, any reference to IFRS should not be unqualified. 

How Will IFRS Differ from U.S. GAAP?

IFRS is characterized as more “principles based” than U.S. GAAP, which is seen as largely “rule-based”. However, it should be noted that any GAAP is, by definition, a set of principles. U.S. GAAP gives substantial discretion to managers in determining the assumptions behind their accounting statements, even on such basic terms as depreciation economic life and inventory costing methods, decisions that can influence annual income by hundreds of millions of dollars for large firms.
The age of U.S. GAAP (resulting in a larger body of policy than that of the younger international accounting standards organizations) and the voracious appetite of U.S. Accounting Practitioners for official guidance and clarifications of standards (mainly as an insulation against liability in them highly litigious United States) are responsible for much of the rule-based characteristics of U.S. GAAP. If IFRS is adopted in the U.S., the demand for guidance will likely not abate. As companies seek guidance on specific situations, standard-setters may feel pressure to expand the IFRS rulebook, thus eroding its principles-based nature.
Advantages of a Single Set of Standards

A single set of accounting standards, like IFRS, offers a number of advantages. First of all, IFRS will mean a reduced cost of capital because the same standards will apply regardless of location. The time and expense of applying different accounting standards will be greatly reduced with the use of one consistent repeating standard. In essence, it is like using the same language. Translation costs are eliminated. 
Secondly, the information for decision making is enhanced by a single set of accounting standards. A similar basis for comparison is established. “Apples to apples”, will be the basis of comparison and decision making, as opposed to an “apples to oranges” basis for comparison. The latter is inexact, and the degree of the disparity is often uncertain and subject to varying interpretations.

Thirdly, some proponents argue that the use of IFRS in the United States will produce a clearer system based on solid principles rather than rule-based system.

Switching to IFRS will help companies, investors and the public globally compare their financial statements easier. With an international accounting standard in place, it allows companies and competitors to be able to compare with each other. IFRS will also make it easier for companies to initiate partnership, implement cross-border acquisitions, and develop cooperation agreement with foreign entities.
Disadvantages of Converting to IFRS

Although the switch to IFRS has some benefits, the switch also could be at a disadvantage for the U.S., at least in the short-run.

The first problem is IFRS raises uncertainty because international financial reporting standards permit managers to exercise their own judgment when deciding what to report in their financial statements.
 Having uncertain financial statements is not good for companies and certainty not good for the United States.

Secondly, unlike the FASB, which has a long history of self-regulation, oversight and funding, the IASB is still a relatively new organization, and its oversight and funding structures are not as well-developed. The IASB is based in London and is overseen by the IASC Foundation, a not-for-profit organization run by 20 trustees with diverse backgrounds. The Foundation has financed the operation of the IASB primarily through voluntary contributions from market participants and governments from across the world’s capital markets. 

Until now, there is no clear indication that there will be a global organization such as the SEC that watches over the use of IFRS. This could cause a problem for fraudulent financial statements.

Lastly, a major disadvantage is it is hard to compare financial statements. As stated at IFRS.com,…many countries that claim to be converting to international standards may never get to 100 percent compliance. Most reserve the right to carve out selectively or modify standards they do not consider in their national interest, an action that could have lead to incomparability-one of the very issues that IFRS seeks to achieve.

The Costs

Since the SEC announced their “road map”, the accounting profession reacted very positively to the decision. All the big four accounting firms published a lot of materials about their support to the convergence process, similarities and differences between U.S. GAAP and IFRS and encouraging their client firms to consider the sift to the international standards and offering to help during the transition period.

Not a long time ago, the same client firms have to spend millions of dollars to comply with SOX section 404 in order to develop their internal control systems.

In December, 2008, the SEC issued their final rule for using eXtensible Business Reporting Language (XBRL), which requires large companies to use the new format in 2009. An act which will require additional cost. Now, if we expect those same firms to change their reporting format to IFRS will require millions of dollars to make the change and to train their accounting staff.

In the meantime, as the U.S. march towards IFRS, colleges and universities must change their curriculum to accommodate the teaching of IFRS, and the uniform CPA examinations will need to be modified as well. In addition to the training of accounting and finance professionals, audit committee members will also need to understand IFRS.

Inventory Valuation

The most frequently discussed difference between IFRS and U.S. GAAP is the treatment of inventory costing. U.S. GAAP allows the LIFO assumption, which expenses the most recently purchased inventory as a cost of goods sold expense, to be used for inventory costing. As prices tend to rise in most industries, this practice results in lower profits. Nonetheless, most U.S. companies use the LIFO method because it conveys tax advantages, and due to a unique “conformity rule”, if the company uses the LIFO in tax accounting, it must also use the same method for financial reporting. Under IFRS, LIFO is not allowed at all. Unless the SEC seeks an exception for U.S. firms-somethings which the U.S., FASB has advised against-or unless the U.S. Internal Revenue Service scraps the conformity rule, U.S. companies will be forced to discontinue LIFO. While the result will be increased net income, it will ultimately be a disadvantage to stockholders because companies will be charged more corporate taxes. This tax penalty could be in the hundreds of millions of dollars for some large industrial firm.

The Change in Washington

The U.S. has a new president who is starting his term in one of the most difficult economic times in the country’s history. The new president appointed in new chair to the SEC.

We expect the change in the administration as well as the SEC leadership will slow the convergence process because the huge costs that American firms have to pay to change their accounting systems to comply with IFRS’s requirements. 

Conclusion

The authors are aware that the shift to IFRS will reduce the cost of capital and in general it will make comparability among different firms a lot easier.

However, it is also clear that the IASB and FASB has a lot of work to do, before all the users feel that the quality of the international standards are good enough to be used. Also, until it is clear that the IASB will have the funding they need and the enforcing agency that will enforce the standards, the U.S. should not converge.
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