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Many U.S. executives don’t have fond memo-
ries of the effort required to address the year
2000 issue or implement the Sarbanes-Oxley
Act. For many, a significant expenditure of
time and capital was necessary to deal with
those issues. Today, with the conversion to
International Financial Reporting Standards
underway in many countries and pending in
others, some executives are wondering if a
déja vu experience is in the offing.

ortunately, IFRS conversion efforts need not follow the Y2K or SOX pathway.
F Those arduous routes can be avoided in favor of an IFRS journey that may
not only be comparatively safe and economical, but may also yield some tangible
benefits along the way.
But planning is paramount, and procrastination and passivity, likely counter-
productive. Experiences in the dozens of countries that have completed the con-
version process suggest unforeseen obstacles that can disrupt an IFRS journey in

various ways:

¢ Expense: For many companies, IFRS conversion resulted in a major capital

outlay and significant budget overruns.

e Scope: Unprepared organizations learned that conversion involved much
more than shuffling the chart of accounts and ensnared many more func-

tions than finance.

e Inefficiency: Companies that delayed conversion until the deadline was
upon them often resorted to a “fire-drill” approach, which often led to inef-

ficiency, complexity, distraction and redundancy.

In short, now may be the window of opportunity to get your IFRS roadmap
drawn, before the pressures of mandatory conversion dates dictate a less advanta-
geous path to compliance. Consider creating the itinerary now, take care of some
maintenance issues, and then tuck away your roadmap in the glovebox until you

are ready to embark, secure in the knowledge that your route has been planned.
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UNCERTAINTY

‘ J: 7 hile much of the world has converted, or soon will, uncertainty exists

in the United States as of mid-2009. The changing of the White House
guard in January also ushered in a new chairman of the U.S. Securities and Exchange
Commission, Mary L. Schapiro. And the IFRS conversion milestones established
by her predecessor are now uncertain.' Yet it should be noted that Ms. Schapiro’s
well-publicized concerns focused primarily on the implementation timetable, not
on the overall suitability of IFRS as a reporting standard for U.S. exchange-listed
companies. Indeed, the chairman has expressed her support for a high-quality set
of international financial reporting standards.’

According to a recent Deloitte” IFRS Pulse Survey of more than 150 finance
professionals from a cross-section of industries, 75 percent support or strongly sup-
port the movement toward a single set of high-quality global accounting standards
such as IFRS.?

Meanwhile, while regulatory uncertainty may have slowed the preparation of
finance departments across the United States, the rest of the world has moved in-
exorably toward IFRS. More than 100 countries across the globe, including those
in Europe, currently require or permit IFRS reporting. Chile officially adopts the
standard this year; Brazil in 2010; Argentina, Canada, India and Korea in 2011;
Mexico has instituted and Japan is weighing mandatory use by 2012.*

Where does this leave U.S. companies? Stuck in neutral perhaps, a position
many executives would rather avoid. According to the aforementioned Deloitte
survey, 62 percent of respondents agreed or strongly agreed with the statement
that, “The SEC should soon establish a ‘date certain’ for when IFRS would be re-
quired for U.S. issuers, as opposed to a timeline based on interim conditions and
milestones.”

Despite the calendar uncertainty, it may be time to plan your trip.

A few other considerations:

o [FRS will impact many areas: There’s simply no avoiding it. A success-
ful IFRS conversion project will likely involve not only technical accounting
and financial reporting, but also issues around internal processes and controls;
regulatory, statutory and management reporting; technology infrastructure; tax;
treasury; legal and contracts; compensation and human resources; and commu-

nication.

* As used in this article, “Deloitte” means Deloitte LLP and its subsidiaries. Please see www.deloitte.com/
us/about for a detailed description of the legal structure of Deloitte LLP and its subsidiaries.
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o Some companies will underestimate the challenge: The European experience,
which involved a wholesale conversion within a compressed timeframe, over-
whelmed many companies with the scope and complexity of the project.®

o The disruption can be successfully minimized if not eliminated: A key lies in
taking full advantage of the runway in front of you: don’t try to land this jumbo
jet on the last 50 yards of tarmac. A conversion effort that is sane (in the sense
of avoiding the fire-drill atmosphere that characterized SOX and Y2K), suc-
cessful (able to withstand the scrutiny of regulators, analysts and your inde-
pendent auditor), and economical (remaining within a reasonable budget) will
likely require a long-term approach. The American Institute of Certified Public
Accountants considers a three to five year timeline to be reasonable for transition
to IFRS. Other organizations, including Deloitte, have made similar comments.
Greater benefits and fewer disruptions will likely result from adopting the lon-

ger timeframe.

THE EUROPEAN EXPERIENCE

‘ J : 7 hen the European Union converted to IFRS in 2005, it was, for many

companies, an unpleasant trip driven by the tight timelines imposed by
the European regulators. Without the luxury of time to convert on a staggered ba-
sis, many companies were forced to rush through the process, leading to inefficien-

cies and ineffectiveness. Among the lessons learned were the following:

o The magnitude of the project was underestimated: Some companies began the
process with the misconception that conversion was primarily an account-
ing issue. That notion was replaced with a dawning realization of the true

scope and complexity of the project.

o Some projects were too narrowly focused: Due to the tendency cited in the bullet
above, some companies didn’t pay proper attention to the nonfinancial im-
pacts of conversion, including the effect on information technology, human

resources, legal and tax.

® Procrastination and delays were sometimes costly: Some companies paid a price
for waiting until the (already tight) deadline was imminent, in terms of

higher costs and greater diversion of resources.

®  Manual processes were relied upon: Some companies relied upon manual chang-
es and spreadsheets, which led to errors, costly rework, and other unin-

tended consequences.

o The information systems implications were often underestimated: Due to exhaus-

tive disclosure requirements under IFRS, significant upgrades to software
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THE ADDED COMPLEXITIES OF SOX

The systems of internal control
over financial reporting that com-
panies enhanced in response to the
Sarbanes-Oxley Act of 2002 may be
impacted by a conversion to IFRS.
Currently, most U.S. exchange-
listed companies attest to the effec-
tiveness of internal controls that are
designed to support reporting under
U.S. Generally Accepted Accounting
Principles (GAAP). But a conversion to IFRS will create different information
needs, which will require different processes to support them and
thus, potentially, entail a different control configuration to facilitate
accurate reporting.
To guard against falling out of SOX compliance during the IFRS conversion
process, consider factoring this potential issue into planning from the start.
Talk to your external auditor about the implications of an IFRS conversion

on your system of internal controls over financial reporting.

applications were required to capture the additional information. Upfront

planning to carry this out was not always implemented on a timely basis.

o Some companies resorted to extraordinary measures: These companies did not
achieve “business as usual” state for IFRS reporting because they weren’t
able to fully integrate IFRS into their systems and processes. Instead, the
first-year financials were produced using extraordinary, labor intensive and

unsustainable measures.

» Potential benefits were deferred: In some cases, due to these cited factors, the
first-year effort focused primarily on “getting it done.” Potential benefits in
terms of reducing complexity, increasing efficiency, decreasing costs, and
improving transparency had to be delayed. Several years in, some compa-

nies are only now starting to realize benefits from IFRS implementation.
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Yet it should not be implied that the conversion experience in the EU was uni-
formly negative. Many companies made great strides and derived tangible benefits
from the conversion, and some best practices can be gleaned from their experiences.
For example, many organizations perceived a weakness in terms of in-house knowl-
edge of IFRS and therefore prioritized staff training early in the process to facilitate
readiness by the transition date. Other companies made a concerted effort to reach
out to investors to discuss potential impacts during the transition, focusing on
some key measures such as operating income, net cash/debt, and other financial
metrics that may be impacted by the conversion. And other organizations ben-
efited from extensive, ongoing communications with their independent auditors as
the process unfolded, particularly in terms of dealing with numerous options and
alternative accounting treatments.

One significant lesson: It’s never too early to start planning your transition.

SUPERHIGHWAY OR SCENIC ROUTE?

The destination is clear, but the ar-
rival date is murky. Given these
conditions, what is the best route?

The choice between a rapid conver-
sion — the superhighway — and a more
leisurely pace — the scenic route — will
hinge on many factors, including your
business size and footprint, strategy and
plans, risk appetite, and corporate cul-
ture, along with regulatory measures
and your competitors’ actions. Both
routes will get you there, albeit with the
high speeds of the superhighway poten-

tially impacting the efficiency and safety

of the journey.

Global companies with aggressive competitors may wish to accelerate as quick-
ly as regulations allow. Conversely, domestic organizations with a conservative
philosophy may be content with a leisurely pace, bypassing any optional adoption
dates to wait for a mandatory deadline.

Generally speaking, a superhighway approach is characterized by a relatively
short timeframe, simultaneous conversion of all reporting entities, dedicated proj-
ect teams, and commitment of significant resources. Conversely, a scenic route

approach is conducted over a more extended period, with phased conversion of
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reporting entities, with at least some personnel retaining their “day job” duties,
and with a spreading out of project costs.
Regardless of which road you choose, the primary objectives should be the

same as they would be for any journey: arrive safely and on time, as efficiently

as possible.

MAP YOUR ROUTE

‘ J : 7 hile the pace and route may vary according to a company’s needs and ob-

jectives, all should consider beginning the trip with the same navigation
tool firmly in hand — an implementation roadmap.

A carefully drafted roadmap may allow a company to generate value from an
exercise that otherwise could be solely reactive and compliance-driven. The map
may lead to reduced implementation costs, standardization and centralization of
statutory reporting activities and related controls, potential tax savings in certain
areas, greater consistency of accounting policy application, and, if desired, even

core finance transformation.
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Conduct a safety check: The following items may belp lead you through a

safe journey.

Designate a sponsor and a project leader. Someone needs to take charge, so
identify a leader with clout to sponsor the effort, such as your chief financial of-
ficer, chief accounting officer, or other C-suite executive. Also choose a project
leader who will run the day-to-day aspects of the operation and report back to
the sponsor. Because the effort will require the cooperation of many, your desig-
nees will likely need sophisticated people skills to persuade when possible and
demand when necessary. These leaders should be able to exert influence across
the organization when there are IFRS-related changes to implement, problems to
solve, and decisions to be made. This role becomes especially important in larg-
er, matrixed organizations that may have dozens of different IFRS work streams

— from accounting and tax to systems and controls — working in parallel.

Create a PMO. A project management office provides a single point of coordina-
tion that can help you leverage project benefits; facilitate the consistent application
of accounting policy and changes across a global enterprise; issue important com-
munications and consistent nomenclature; deploy standard templates; and help all

parties adhere to a single, unified plan.

Determine where you are. It’s hard to reach your destination if you don’t know

your starting point. Find answers to these preliminary questions:
® What are our current and pending IFRS reporting requirements?
* How many local GAAPs do we currently report under?

e How many of our business units already prepare IFRS financial

statements?
e How many of our competitors have converted?
* Do we have a major ERP or finance transformation project in the works?
e Are we involved in or considering a major acquisition?

e What is the level of IFRS knowledge within the company, both domesti-

cally and globally? Will training or hiring be required to augment it?

Prioritize your people needs. Many U.S.-based companies face a dearth of
IFRS knowledge within their organizations. While over half (54 percent) of
the respondents in the Deloitte survey indicated some or sufficient knowl-

edge of IFRS in-house, 40 percent of the respondents admitted they had no
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IFRS knowledge or experience in-house.” Only 27 percent of respondents indi-
cated that the impact of IFRS on personnel has been evaluated.® You may need

to employ a combination of training, hiring, and transfers to bridge the gap.

Engage your independent auditor. Consider getting assistance with
your effort by drawing upon a well-informed source — your indepen-
dent auditor. Larger accounting firms likely have participated in numer-

ous conversion projects; tap into that knowledge early in the process.

Get your team aligned. Gather key members of your executive team to bring
everyone up to speed and get thinking aligned. Consider asking your indepen-
dent auditor to make a presentation. Make sure your agenda includes an IFRS
primer and a regulatory update. Discuss your current reporting status across
all entities. Explore the potential impacts across departments, divisions and

geographies. And end up with a Q&A session to hear and address concerns.

Budget now, even if you plan to spend later. Despite heightened interest and
strong support of IFRS, 64 percent of respondents to the Deloitte Pulse survey
stated they had not yet allocated budget funds for IFRS conversion.” This is likely
due, at least in part, to timeline uncertainty. Nonetheless, a significant number of
other companies are taking action: 22 percent of survey participants have budgeted
for assessment and readiness.' And a small minority (three percent) have budgeted

for all aspects of conversion."!

Plan your trip: Gain a clear idea of your destination and the major mile-

stones along the way.

Address accounting changes. Your first step is the most obvious: develop a
full understanding of the accounting changes associated with a transition from
U.S. GAAP to IFRS. Significant variability exists by industry; seek out guid-
ance tailored to your sector.'” Some multinationals can find in-house expertise
in units already reporting under IFRS. Other organizations may need to develop

their talent through training or hire professionals already versed in the standards.

Refresh your policies. Conversion to IFRS may facilitate a revisit of fixed asset
componentization, inventories, derivatives, revenue recognition and other account-
ing policies. In other words, IFRS provides a refresh exercise for accounting policy

implementation, with the aim of more transparent and timely financial reporting.
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Forty-six percent of respondents in the Deloitte Pulse survey plan to rewrite or

refresh their accounting policies as part of their conversion plan.'?

Consider nonfinancial impacts. Expand your focus to include operational adjust-
ments, including systems, people and process implications. Consider, for example,
how an accounting change such as revenue recognition might impact the configu-

ration of an ERP system.

Investigate presentation and disclosure requirements. IFRS rules for presen-
tation and disclosure differ significantly from U.S. GAAP and may require data
and information that you don’t currently capture. The differences may necessitate

changes in systems, processes and controls.

Communicate frequently. Be vocal with internal and external constituents re-
garding the changes around IFRS. Consider creating websites, blogs and road
shows to educate employees, avoid confusion, and engage the larger organization
in the effort. Investors and analysts will appreciate being kept informed, and such
communications may even contribute to the perception that your company is for-

ward-thinking and ahead of the pack.

Improve efficiency: If high mileage is your goal, consider some of these
activities.

Leverage existing projects. If you have started — or are about to start — an
enterprise resource planning (ERP) or finance transformation project, now is the
time to factor in IFRS considerations. Recent versions of major ERP systems are
designed to accommodate IFRS, which can be mapped in, usually with significant
cost savings. A finance transformation project, conducted hand-in-hand with an
IFRS conversion, can yield efficiencies for both. Thirteen percent of respondents in
the Deloitte Pulse survey plan to leverage their conversion to complete a finance

transformation project.

Consider shared services centers. IFRS provides a compelling reason to establish
shared services centers, with the prospect of consolidating dozens of local GAAPs
down to a single reporting standard. Geographically dispersed finance offices could
be drastically reduced or even eliminated in favor of a central finance function,
strategically located to take advantage of tax incentives, payroll savings and facili-
ties cost reductions. Six percent of respondents in the Deloitte Pulse survey plan to

establish a shared services center as part of their IFRS conversion. !4
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Conduct a trial run. Implementation might be easier if you take a bite-sized ap-
proach starting with a single country or reporting entity. Use existing reporting re-
quirements and local country IFRS requirements to your advantage. For example,
subsidiaries in countries adopting IFRS over the next three years may be good
candidates for a trial run. Learn from this initial conversion exercise, and apply the

lessons learned to the global rollout down the road.

FACING THE INEVITABLE

IFRS is neither Y2K nor SOX.

Some might say Y2K was characterized by fear of the unknown; although the
predicament was perceived well in advance, nobody knew exactly what would hap-
pen at the stroke of midnight. IFRS, in contrast, has a well-documented imple-
mentation history in dozens of countries and thousands of companies.

SOX was notable for its tight timelines; although limited delays were granted,
accelerated filers were nonetheless forced to move hastily. The IFRS conversion pro-
cess in the United States, on the other hand, will likely take place over an extended
timeframe that could allow for a methodical approach and a measured pace.

A key for a safe and efficient IFRS journey is to take advantage of the calendar.
Start soon, and there will likely be no need for decisions under duress or for fran-
tic mobilizations. Indicators suggest the inevitability of IFRS for U.S. exchange-

listed companies. Many executives will gear up now.

Nicholas Difazio is a partner with Deloitte & Touche LLP and is a national leadership pariner with the
Jfirm’s IFRS services.

D.J. Gannon is a partner with Deloitte & Touche LLP and is the national leader of the firm’s IFRS Center
of Excellence.
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