IFRS

perspectives

An executive survey

No matter how it takes shape, transition to IFRS in the US
will dramatically impact companies in a number of ways.
We share our views, along with those of over 100 CFOs and
managing directors in US-based multinationals.t

Recent public comments by SEC officials and the G-20 have revitalized discus-
sions around IFRS. Comments by Chairman Schapiro and others indicate that
the SEC will provide additional guidance on the status of the SEC’s thinking
about IFRS soon. The September G-20 meeting highlighted the commitment of
the world’s leaders to one global set of accounting standards and asked regula-
tors to redouble their efforts on the convergence front to meet the 2011 deadline.
The FASB and IASB announced recently that they will focus efforts on meeting
the 2011 deadline by working more closely together and issuing joint standards
rather than converged separate standards. SEC commissioner Elisse Walter
said in December that the SEC would share, in early 2010, its thinking about
proposed actions to address certain challenges of moving to IFRS in the US.

PwC'’s point of view

Notwithstanding challenges, and although the path seems unclear at the
moment, we continue to believe the US will transition to IFRS. The global
transition to IFRS is too significant to ignore. Transition continues with Brazil,
Canada, and South Korea by 2011 and Mexico in 2012. Japan will allow
optional IFRS use for certain domestically listed companies beginning with
fiscal years ending in March 2010. In addition, over 100 countries have already
adopted IFRS with the number increasing to over 150 in 2011.

T Survey conducted in the second half of 2009 by an independent research firm as part of
PricewaterhouseCoopers’ Barometer Survey program.
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Highlights

The next several years will
bring a near-constant rate of
accounting change.

Nearly 60% of executives either
agree with the current pace of
conversion or think it should
proceed more quickly.

Despite an uncertain timeline,
over half of respondents view
IFRS conversion as at least

a moderate priority.

Companies should maintain
corporate oversight as non-US
subsidiaries adopt IFRS.

A combined 85% of respon-
dents plan to do so.

Preparation is possible. There
are a number of steps compa-
nies should take.
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The recent financial crisis has shown
the interconnected nature of capital
markets around the world, demon-
strating the importance of achieving
a common accounting language. A
long-term, convergence-only process
risks derailing the goal of achieving
global standards and will never
achieve fully the goal of a single set of
standards. IFRS stakeholders outside
the US are likely to become less
willing to cooperate and may disen-
gage from the convergence process
if the US is not clearly committed to
IFRS. Indications of this already exist.

We expect to begin to see revised
thinking from the SEC in the coming
months. That said, any final deci-
sion on a mandatory adoption date
is still anticipated during 2011 or
shortly thereafter. In response to
preparer concerns, we believe the
SEC will allow more than the three
years proposed in the roadmap to

effect conversions. This means that
the start of any mandatory conver-
sion period set by the SEC will likely
extend beyond the original 2014 date,
perhaps by one or two years. Once
the mandatory conversion timetable
is established, we believe the SEC
may allow a broader early adoption
option than proposed in the original
roadmap.

Regardless of the speed and direc-
tion of the SEC, or whether changes
arrive through convergence, an
SEC-mandated move to IFRS, or
continued IFRS adoption by subsid-
iaries and counterparties, the effect
on US businesses will be consider-
able. Companies will be well-served
by understanding the scope of these
changes and how exactly they will
affect their organizations.

For non-US subsidiary adoptions,
converting from local GAAP requires

a commitment of management

focus, resources, and funding. The
transition will have implications on
processes, systems, people, and tax,
and may be costly, complex, and
time-consuming. However, as more
non-US subsidiaries adopt IFRS,
there may be considerable benefits to
the company as a whole, for example
streamlining the consolidation
process. To maximize these benefits,
US corporate oversight is vital to
ensure there is a uniform approach
to the adoption of IFRS across all
subsidiaries.

By keeping apprised of developments
with IFRS at home and abroad, US
companies may ensure that they and
their affiliates remain well positioned
to efficiently and effectively address
issues relating to ongoing global
conversion, near-term US GAAP and
IFRS convergence, and the eventual
US conversion to IFRS.

Marketplace perspectives

Following are the results of our survey questions, accompanied by our brief analysis.

Question 1. What is your view on the overall
pace of conversion to IFRS in the US?
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The bulk of respondents are comfortable
with the pace of US conversion as-is. Just
over a quarter think we’re moving too
quickly, whereas one in five think the SEC
and standard setters should be moving
more quickly to convert to IFRS in the

US. Overall, this means that the SEC’s
thoughtful pace makes sense to this broad
range of corporate executives.

Question 2. What is your company’s preferred
approach to achieving a global set of
accounting standards?
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A combined 43% favor either near-term
mandatory change or a change date
preceded by partial convergence between
IFRS and US GAAP in select areas. Nearly
a quarter prefer full convergence between
the two standards. One in five would
prefer to keep US GAAP as-is.

Question 3. What is the priority level of IFRS
conversion to your organization?
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Responses indicate that over half (53%)
of all executives responding to the survey
place IFRS conversion as a moderate or
higher priority, while 44% consider it a
low priority or not a priority at all. Regard-
less of a company’s views on pace or
approach, most agree this is an issue on
which they must remain focused.
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Question 4. Where does your company stand
with respect to using IFRS in your organization?
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Given the multinational companies
surveyed, it is not surprising that a good
number are already using IFRS some-
where in the world. More interesting is
the total of the responses, “Have done an
impact assessment and ready to move
forward” and “Planning to do an impact
assessment”. Between the two, nearly
one-third have done an assessment or
are planning to do so. Regardless of a
company’s views on IFRS, anticipating
potential changes and planning ahead
for various scenarios can be an advan-
tage. The relatively minor investment can
assure a company and its investors that
it is prepared for whatever comes next
regarding IFRS.

Question 5. In your company, what role will
corporate headquarters most likely take if or
when subsidiaries adopt IFRS?
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These results are reassuring. As
mentioned above, companies should influ-
ence the transition timing, strategies, and
policy decisions of non-US subsidiaries
that are increasingly likely to be on IFRS or
IFRS for SMEs in the foreseeable future.

IFRS perspectives: An executive survey

Question 6. In your company, how important is
each of the following when considering the
success factors needed for IFRS conversion?
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Internal education/training of
personnel

A combined 75% of respondents indicated
this area was either critical or very impor-
tant to their company. We, too, believe that
a well thought-out training strategy is vital
to successfully making the transition to
IFRS (indeed, for near-term convergence
issues as well). It is essential that project
and finance teams are equipped with the
appropriate knowledge, skills and behav-
iors to effectively use IFRS in their day-to-
day roles, and incorporate new working
practices into business as usual. Given the
far reaching impact of IFRS, training needs
extend not only to those directly impacted
by IFRS, but also to the wider organiza-
tion (e.g. operational/functional managers,
business units, Boards, acquisition teams,
investor relations) who may now be faced
with new information, policies, processes
and systems.

Systems enhancements

A lesser number of respondents viewed
system enhancements as either a critical
or very important success factor in

an IFRS conversion. While initially the
importance may not be as evident in other
areas, the systems impact is one that
requires companies’ attention. Tech-
nology is a key enabler in the transition
to IFRS. Most organizations will undergo
a phased embedding process. Therefore,
the ability to produce both US GAAP and

IFRS information will be necessary for an
extended period until there is a complete
global shift to IFRS for statutory purposes.
Recognizing that changes to technology
cannot be avoided, forward-looking
companies are taking steps now to gain
an understanding of how well their existing
systems can support IFRS compliance
and what changes are needed.

Costs

Nearly half of the respondents ascribed

a high level of importance (critical and
very important) to costs when considering
success factors needed for a conversion.
Costs will be a factor in a conversion—
the SEC has estimated that US issuers
on average will spend 0.125% t0 0.13%
of revenue in the first year of transition.
Per SEC estimates, second-year costs
would be 75% less than first-year, and
third-year costs would be 90% lower than
second-year.

These are higher than companies expe-
rienced in Europe, which can in part be
associated with the need for a longer dual
reporting transition period and more strin-
gent internal control requirements in the
US compared to Europe.

About this survey

This survey was conducted by an
independent research firm to ascer-
tain the views of over 100 CFOs and
managing directors regarding the tran-
sition to IFRS in the US. Executives
surveyed were leaders in US-based
multinational companies spanning
many industries.

Below are the average demographics
of our survey respondents’ companies:
10,214
$9.18B
$9.92B

Number of employees:
Annual revenues:

Market capitalization:

This is a part of PwC’s Barometer
Survey program, which provides
quarterly guideposts on the direction
of the economy and its key industries,
including revenue growth, new invest-
ments, new hiring plans, emerging
business barriers and more. Changing,
in-depth “hot topics” are featured
each quarter, and for this survey, IFRS
was the “hot topic”.




What should companies be
doing now?

According to our survey, a combined
total of almost one half of companies
are either currently using IFRS some-
where in the world, have completed
an initial impact assessment, or are
planning to do an assessment soon.
This sends a strong message —
companies are anticipating and
getting prepared for the changes
that lie ahead on the IFRS land-
scape. Other companies may wish to
consider doing the same if they have
not already. We cannot stress enough
the importance of an appropriate
level of awareness and prepared-
ness. If readers take just one thing
away from this survey, we hope it is
that. Companies should be thoughtful
and measured in their approach as
they consider this complex change
management challenge.

Below are our suggestions on what
companies should be doing now:

e Focus on the challenge. The
next several years will bring major
changes to US financial reporting.

Whether changes arrive through
convergence, an SEC-mandated
move to IFRS, or continued IFRS
adoption by subsidiaries and coun-
terparties, the effect on US busi-
nesses will be considerable.

* Perform an assessment.
Consider the effects various alter-
native paths could have. Identify
and consider the implications of
business, accounting, tax structure,
financing, long-term contractual
commitment, investor, control,
systems and work-force related
issues. Consider how changes
will influence the behavior of your
non-US counterparties (customers
and vendors).

e Be poised to adapt to ongoing
change. Use scenario planning to
incorporate likely convergence and
IFRS adoption expectations into
your strategic thinking and busi-
ness planning. Closely follow SEC
actions, new FASB and IASB stan-
dards, and the increasing interna-
tional acceptance of IFRS and IFRS
for SMEs for statutory purposes.

¢ Maintain corporate oversight.
Influence transition timing, strat-
egies, and policy decisions of
non-US subsidiaries that are
increasingly likely to be on IFRS
or IFRS for SMEs in the foreseeable
future.

¢ |dentify what you can do now.
Be mindful of aspects of conver-
gence and conversion that will
take the longest. Consider smaller
controlled one-off projects and
“easy wins” where desirable.

By following these recommendations,
companies will be better prepared
for whatever comes next—be it
more convergence, more imme-
diate conversion, or somewhere in
between. In our experiences with
IFRS conversions elsewhere in the
world, many companies failed to
adequately plan and were therefore
forced to conduct last-minute transi-
tions which increased conversion
costs and left opportunities on the
table. Through adequate advance
planning, US companies can avoid
those risks.

For our full line of IFRS resources, including additional publications, webcasts and interactive tools, please visit

www.pwc.com/usifrs.

This survey is part of PricewaterhouseCoopers’ Barometer Survey program—specifically the quarterly Management Barometer.
For additional information about the Barometer Survey program, please visit www.barometersurveys.com.

To have a deeper conversation about how this topic may affect your business and/or obtain further information, please visit our
dedicated US IFRS website or contact one of the following:

John Barry

US IFRS Leader

(973) 236 5460
john.barry@us.pwc.com

Richard Fuchs

IFRS Industry & Markets Leader
(646) 471 8280
richard.a.fuchs@us.pwc.com

Dave Kaplan

International Accounting Leader
(973) 236 7219
dave.kaplan@us.pwc.com

Ken Kuykendall

IFRS Tax Leader

(312) 298 2546
o.k.kuykendall@us.pwc.com

Terri McClements

IFRS Advisory Leader

(703) 918 3174
terri.mcclements@us.pwc.com

David Schmid

IFRS Assurance Leader
(312) 298 2939
david.schmid@us.pwc.com

Jeroen Van Paassen

IFRS Operations Leader

(617) 530 5351
jeroen.van.paassen@us.pwc.com
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