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Statement of Problem

The Financial Accounting Standards Board (FASB) has been working with the
International Accounting Standards Board (IASB) to converge U.S. Generally Accepted
Accounting Principles (GAAP) to International Financial Reporting Standards (IFRS).
However, there are differences between the two accounting standards. What are the
differences between U.S. GAAP and IFRS? How will the differences and the
convergence project affect the United State's economy, companies, or the accounting
profession as a whole?
Sources ofData

2007 Current Text, International Financial Reporting Standards, The CPA Journal,
Journal of Accountancy, Price Waterhouse Coopers, Deloitte & Touche, Yahoo Finance,
CFO.com, The Business Times Singapore, Accounting Today, Lawyers Weekly,
American Institute of Certified Public Accountants, United States Law Firm Group, and
Accountancy Ireland.
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Conclusion Reached
Based on the research perfonned, there are more similarities between U.S. GAAP and
IFRS than there are differences. In addition, some differences ultimately equate to the
same conclusion under both accounting standards. The convergence to IFRS should not
negatively affect the U.S. economy, companies, or the accounting profession.
Furthennore, IFRS typically results in a higher net income than U.S. GAAP.
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Chapter 1
INTRODUCTION
Purpose of the Study

The Financial Accounting Standards Board (FASB) has been working on
converging U.S. generally accepted accounting principles (GAAP) with international
financial reporting standards (IFRS). The purpose of this study is to determine the
potential affect, if any, to U.S. companies' financial results, and to determine·whether the
transition to IFRS is beneficial to the U.S. economy. The scope of the project is limited to
accounting articles, books, journals, and CD-ROM presentations. The project will .review
the current differences between the U.S. and international accounting standards, and
focus on how the adoption ofIFRS may influence U.S. companies' financial results. The
project will include an analysis of Phillips-Van Heusen Corporation' s (PVH) 2007
financial statements under U.S. GAAP and IFRS. PVH is a retail apparel company, and is
listed on the NYSE. PVH sources, markets, and distributes an array of products under
various brand names (both owned and licensed) such as: Calvin Klein, Bass, Van Heusen,
lzod, Geoffrey Beene, Arrow, DKNY, Sean Jean, Timberland, Tommy Hillfiger, Nautica,
Perry Ellis, Michael Kors, Joseph Abound, Chaps, BCBG, Kenneth Cole, Eagle, Jones
New York, Buggati, and Insignia PVH is a dynamic clothing company that has three
major components to its operations, which are retail outlet stores, licensing of products,
and wholesaler of products.
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· In 1993 Daimler-Benz AG, a German company listed its stock on the New York
Stock Exchange (NYSE). Under U.S. GAAP, the company reported a loss of one billion
Deutschmarks. Under German GAAP, the company reported a profit of 168 million
Deutschmarks (Gill 1). The differences between two GAAPs can be critical to a
company's results. This project is significant due to the condition of the U.S. economy.
The economy is currently in a fragile state facing several obstacles such as the housing
crisis, consumer spending and confidence, oil prices, inflation, declining dollar value,
war, and recession. How will the conversion to IFRS impact U.S. companies' financial
results? Will companies that were previously profitable show losses? What affect if any
will this have on the U.S. economy? Perhaps, investors and banks will not invest or loan
money lo companies showing losses. Perhaps, it will become harder for companies to
raise capital. Will companies showing losses lay off workers to regain a positive net
income? One way or another, the conversion will affec_t the profession as a whole. While
the results under IFRS should not be as dramatic as the example above, it is imperative to
understand the differences and the potential impact to the U.S. economy and companies.
The project is limited to current standards and existing differences between U.S.
GAAP and IFRS. These differences may cause the International Accounting Standards
Board (IASB) to adopt some U.S. GAAP accounting standards or cause FASB to adopt
some IFRS. The results concluded in this project are more theoretical rather than actual
differences that may or may not exist upon completion of the convergence project.
Currently, both FASB and the IASB have been updating their standards to be more in line

\

with each other. FASB has been adding standards to comply with IFRS and IASB pas

j

been amending its standard to comply with U.S. GAAP. Therefore, the diffote11ces are
less likely to be as significant when the convergence project is completed.
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Chapter 2
BACKGROUND OF THE STUDY
Literature Review

In 1966, an international study group formed, comprising of the Institute of

Chartered Accountants of England & Wales (ICAEW), American Institute of Certified
Public Accountants (AICPA), and Canadian Institute of Chartered Accountants (CICA).
The group resulted in the foundation of the Accountants International Study Group
(AISG) in 1967. In 1973, the·International Accounting Standards Committee (IASC) was
fanned as a result of the studies of the AISG. The IASC renamed itselfto its current title
International Accounting Standards Board (IASB). The IASC created the initial
international accounting standards (IAS). The IASB created what is known today as
International Financial Reporting Standards (IFRS). Together both set of standards make
up IFRS. The purpose of IFRS is to "develop high-quality, compatible standards for both
domestic and cross-border reporting .... [that] would make it easier for investors and
analysts to compare companies across borders", Colleen Cunningham, Managing
Director at Resources Global Professionals.
On June 2, 2002, the European Council of Ministers approved the regulation
requiring all European Union companies listed on regulated markets to prepare accounts
in accordance with IFRS for accounting periods beginning on or after January 1, .2005
(Institute of Chartered Accountants in England and Wales 1). The European Union
consist of the following 27 countries: Austria, Belgium, Bulgaria, Cyprus, Czech
Republic, Denmark, Estonia, Finland, France, Germany, Greece, Hungary, Ireland, Italy,
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Latvia, Lithuania, Luxembourg, Malta, The Netherlands, Poland, Portugal, Romania,
Slovakia, Slovenia, Spain, Sweden, and United Kingdom. The acceptance by the EU
propelled IFRS to its globally accepted status. Today, more than 100 countries currently
report under IFRS and many more countries plan to follow suit and adopt IFRS (see
Appendix A). The United States of America is among the list of countries schedule to
adopt IFRS.
The convergence project between FASB and IASB is addressing the cur.rent
differences between the two accounting standards, as well as the "independence, funding,
and resources of the International Accounting Standards Board," accordin·g to FASB
chairmen Robert Herz (Journal of Accountancy 31 ). Herz noted that there are different
versions of IFRS, which vary by country. A key factor for those in opposition to the
adoption of IFRS. Another issue that FASB has to address, Herz mentions, is whether
IFRS will be mandatory for private and not-for-profit companies too. These issues
amongst others have to be address by FASB prior to the adoption of IFRS. Due to these ·
issues, Herz believes that convergence to IFRS will take place in the year 20 l3 if the
boards do not come across major complications.
Tius project focuses on significant financial differences commonly found between
the two accounting standards that may impact the results of an organization. Differences
that do not have a significant financial impact are excluded from this analysis. It should
be noted that "the general principles, conceptual framework, and accounting results
between [U.S. and International accounting standards] are often the same or
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similar....The existence of any differences- and their materiality to an entity's -financial
statements- depends on a variety of specific factors including: the nature of the entity, its
interpretation of the more general IFRS principles, its industry practices, and .its
accounting policy elections where U.S. GAAP and IFRS offers choice" (Ernst and
Young, LLC 2). Differences exist because the IASC and IASB had the benefit of
hindsight; being able to look at the best standards from around the world and to address
the practical complications within those standards (Ernst and Young, LLC 2). "For these
reasons, some of the differences between U.S. GAAP and IFRS ... are intentional
deviations from U.S. requirements" (Ernst and Young, LLC 3). Interpretations also play a
role in differences between U.S. GAAP and IFRS. IFRS are principle based. That is IFRS
are more broad and general. The lack of specifics leaves organizations the ability to
interpret standards, thereby, causing differences; even amongst IFRS filers. U.S. GAAP,
on the other hand, is both principle and rule based. The U.S. has literature .given
interpretations of standards, industry specific guidance, and implementation guidance
(Ernst and Young, LLC 3). For those in favor of IFRS and for anyone that has researched
U.S. accounting standards, one criticism is that U.S. GAAP is complicated. Between all
of the different guidances (i.e., Accounting Princples Board Opinions (APBs); Emerging
Issues Task Force (EITFs); Statement of Positions (S0Ps); FASB statements, concepts,
technical bulletins, and interpretations; Accounting Research Bulletins (ARBs) and
Interpretations, Accounting Standards Executive Committee (AcSEC) pronouncements,
and all the other authoritive literatures) U~S. GAAP research can be overwhelming.
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According to Ernst & Young, differences that currently exist .relate to the
following topics: Financial Statement Presentation, Consolidations and Joint Ventures,
Business Combinations, Inventory; Intangible.Assets; Long-Live.Assets; Impairment of
Assets, Leases, Financial Instruments, Foreign Currency Matters, Income Taxes,
Provisions and Contingencies,, Revenue Recognition, Share-Based Payments, Employee
Benefits (other than Share-Based Payments), Segment Reporting, Earnings Per Share,
Interim Financial Reporting, Subsequent Events, and Related Parties. This section will
address each topic by reviewing the differences between IFRS and U.S. GAAP as
outlined by Ernst & Young.

Financial Statement Presentation
Under both U.S. GAAP and IFRS, financial statements consist of a balance sheet,
income statement, a statement of cash flows, and a statement of other comprehensive
income wider U.S. GAAP or a statement of recognized income and expense (SORIE)
under IFRS (Ernst & Young 4). The balance sheet shows a company's financial position
at a point in time. The income statement shows a company's results of operations,
specifically profit or loss, for a given period. A statement of cash flows shows a
company's inflow and out flow of cash. The statement of comprehensive income or .the
SORIE shows the change in equity of a company during a period from transactions,
events, and circumstances that are not final. For example, pension minimum liability
adjustments, unrealized gains and losses for available-for-sale securities, and foreign
currency .items.
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According to Ernst & Young, U.S. GAAP requires comparative .financial
statements but there are circumstances where a single year is permitted for presentation.

Under IFRS, two years of infonnation is required for presentation. Other differences
relating to financial statement presentation between the two standards is that U.S. GAAP
requires deferred taxes to be categorized as current or non-current. Deferred truces are
classified as non-current only, under IFRS. U.S. GAAP also requires entities to "present
expenses based on function, for example, cost of sales ·or administrative cost. [Under
IFRS,] entities may present expenses based on either function or nature, for example,
salaries or depreciation" (Ernst & Young 4). IFRS prohibits extraordinary items .in the
income statement Under U.S. GAAP, extraordinary items are permitted and are
"restricted to items that!are both unusual and infrequent" (Ernst & Young 5). "Significant
items that are unusual or infrequent are prese)).ted separately on the face of the income
statement as a component of continuing operations" under U.S. GAAP (Ernst & Young
5). Under IFRS, "separate disclosure of the nature and amount is required, but can be
done in the income statement or in the notes" (Ernst & Young 5). Changes in equity can
be presented in either the footnotes or a separate statement under U.S. GAAP. Under
IFRS, changes in equity must be included as part of a separate statement (pages 4-5).
Consolidations

Consolidation is defined as the presentation of a single set of financial statements
covering multiple entities as if they were one enterprise. U.S. GAAP requires entities that
own more than 50% of the outstanding voting shares of another entity.., directly or
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indirectly to be consolidated. IF.RS "focuses on: the concept of the power to control"
(Ernst & Young 6). The key difference between U.S. GAAP and IFRS is that "the ability
to control is considered separately from the exercise of that control" (KPMG l O} The
ability to control means "the power to govern the financial and operating policies of an
entity [in order to] obtain benefits from -its activities" (KPMG I 0). Control presumes to
exist under IAS if the parent owns greater than 50% of the votes [including] potential
voting rights" (Ernst & Young 6). For example, an entity has l 00 shares of common
stock available to issue. If 30 shares are issued to Parent company and 40 shares are
issued to other companies, 30 shares remain as potential voting rights (I 00..3040= 30). If
Parent company has "control", the 30 shares remaining as potential voting rights are
included as Parent company ownership, and consolidation will be mandatory because
parent company owns 60% of the combined, outstanding and potential, voting rights.
Under U.S. GAAP no consolidation would be necessary because .Parent company owns
less than 50% of the total outstanding voting rights. Under IAS, more companies will be
required to consolidate due to the consideration of potentia1 voting rights in determining
the greater than 50% criteria
The increase irt consolidations ensures that the financial conditions of companies
are more transparent. Consolidations are important because it reflects the true financial
position of an entity. For example, a parent company may have very little debt; however,
its subsidiaries may have a massive amount of debt that the parent may be responsible for
if the subsidiary defaults. If the entities were not required to consolidate, it would appear
that the parent company is solvent. Besides a footnote disclosure, this debt probably
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would not be reflected in the financial statements of the unconsolidated parent company.
Consolidation will require companies to show the debt and reflect the true position of the
company in the financial statements; thereby, depicting a more accurate picture as to the
status of the parent company's solvency.

Joint Ventures
Joint Ventures are enterprises owned and operated by a small group of businesses
as a separate and specific business or project for the mutual benefit of the members of.the
group. Under U.S. GAAP, joint ventures are "generally accounted for using the equity
method of accounting" (Ernst & Young 7). Equity method accounting requires .the
investor company to hold the investment on the balance sheet as an asset Any net loss or
income sustained by the investee company will reduce or increase the carrying amount of
the investor's investment shown on the balance sheet, and the resulting gains or losses are
offset against the investor' s earnings. Under the equity method only the .investor
company's assets and income statement will be affected due to the joint venture. Losses
in excess of the carrying amount of the joint venture will only be recognized to the extent
that the investor has an obligation to fund further losses (KPMG 25). The carrying
amount can also decrease by any dividends received by the investor company from .the
investee company. Under IAS, joint ventures may be accounted for using either the
equity method or the proportionate consolidation method of accounting (Ernst & Young
7). Under the equity method of accounting for an investment in common stock, the
investor company must have significant influence in the investee company, which is
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typically twenty to fifty percent of voting stock under both U_S. GAAP and .IFRS. JRRS
also considers potential voting rights.
The proportionate consolidation method allowed by IAS affects the .investor
company' s assets, liabilities, income, and expenses. "Under the proportionate
consolidation method, the balance sheet of the [investor company] includes its share of
the assets that it controls jointly and its share of the liabilities for which it is jointly
responsible. The income statement of the .[investor company] includes its share ofthe
income and expenses of the jointly controlled entity. IAS 31 allows for the use of two
different reporting formats for presenting proportionate consolidation. The [investor
company] may combine its share of each of the assets, liabilities, income and expenses of
the jointly controlled entity with similar items, line by line,

in its financial statements; or

the [investor company] may include separate line items for its share of the assets,
liabilities, income and expenses of the jointly controUed entity in its financial statements"
(Deloitte 1). Under the proportionate consolidation method, an organization claims assets
and liabilities of a separate entity for which it may not be legally entitled to (for assets) or
legally responsible for (for liabilities). This impacts the financial statements and could be
a significant difference between IFRS and GAAP because IFRS filers can .have
overstated assets, liabilities, or both. This can results in false ratios.
Business Combinations

A business combination is the bringing together of separate entities or businesses
into one reporting entity by way of acquisition. An acquisition is the purchase of one
entity by another entity. Business combinations are accounted for using the purchase
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method under both IFRS and GAAP (Ernst &

Young 8). Under the purchase .method, the

acquirer accounts for the business combination at the date of acquisition by taken the
total purchase price less the fair value of the net assets received (i.e., assets minus
liabilities) from the acquired entity. The purchase price is computed by adding all cash
and cash equivalents paid, the fair value of other purchase consideration given (e.g.,
acquirer's common stock), and any cost directly related to the acquisition. The difference
between the purchase price and the net assets received is goodwill. Goodwill can be
positive or negative depending on whether the purchase price exceeds the net assets
received (i.e., positive goodwill) or whether the net assets received exceed the purchase
price (i.e., negative goodwill). Under IFRS, negative goodwill is recognized as income to
the acquirer immediately. Under GAAP, negative goodwill reduces the fair value ofthe
acquired net assets back to the carrying amount on the acquiree's books. Any negative
goodwill remaining is recognized as an extraordinary gain. Another difference between
.IFRS and GAAP relating to business combination is the valuation date of the net assets
acquired. GAAP allows the valuation date to be a "reasonable period of time before or
after the tenns of the acquisition are agreed to and announced .... [IFRS only allows the]
acquisition date to be the valuation date, that is, the date that the acquirer obtains control
of the acquiree" (Ernst & Young 8). While this difference should not materially impact
the accounting for business combinations, there could be a slight variance when using
different acquisition dates to determine the fair value of the acquired assets.
Other differences relating to business combinations are the treatment of acquired
in-process research and development, and acquisitions of less than 100% of acquiree. The
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fair value of in-process research and development acquired is determined and expensed
immediately under GAAP (Ernst & Young 9). IFRS requires the in-process research and
development asset to be "recognized as a finite life intangible asset .separate .from
goodwill if the definition of intangible asset is met and the fair value can be measured
reliably" (Ernst & Young 9). The impact to the financial statements results in an .increase
.in expenses and a decrease in assets under GAAP. The IFRS impact would be an increase

in assets only.
Acquisitions of less than 100% of the acquiree are treated differently under
GAAP and IFRS. "Net assets of acquiree are [measured] at [the] full fair valueforlFRS
and minority interest is measured at its proportionate share of the [full] fair value of the
acquirees net assets, exclusive of goodwill" (Ernst & Young 9). GAAP accounts for the
net assets acquired partly at fair value and partly at historical book value. Minority
interest, under GAAP, is measured at its proportionate share of the historical book value
of the acquiree's net assets (Ernst & Young 9).
-Inventory

According to Ernst & Young, the major differences relating to inventory are the
last-in-first-out (LIFO) inventory accounting method allowed under GAAP and the
reversal of inventory write-downs allowed by IFRS (11 ). The LIFO inventory accounting
method allows inventory at the balance sheet date to be valued for less than what's
actually on hand. LIFO assumes that the last inventory received was the first inventory
sold. Since costs of inventory typically continue to -increase due to inflation, the ability to
use the costs of old inventory to value the inventory on hand at the date of the balance
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sheet understates inventory. During periods of inflation, inventory and net income are
understated, and cost of sales is overstated. During periods of deflation, the opposite is
true. LIFO is prohibited by IFRS (11). Reversals of inventory write-downs are disallowed
under GAAP (11). Under IFRS, inventory write-down reversals are permitted (11). This
allows inventory that was previously impaired to be reinstated up to its original cost.
Therefore, IFRS inventory can fluctuate due to inventory write-down reversals.

Intangible-Assets

-An .intangible asset is defined as an identifiable non-monetary asset that cannot be
seen, touched or .physically measured, which is created through time and/or effort .and
that .is identifiable as a separate asset and provides a future economic benefit Examples
of an intangible asset include goodwill, computer software development, and some types
of advertising cost. The significant differences between IFRS and GAAP relating to
intangible assets are the treatment of development cost, capitalization of advertising cost,
and the revaluation of intangible assets (Ernst & Yound 12). Under IFRS, "intangible
asset arising from development shall be recognized if an entity can demonstrate .t he
technical feasibility of completing the intangible asset so that it will be available for use
or sale; its intention to complete the intangible asset and use or sell .it; .i ts ability to use or
sell the intangible asset; how the intangible asset will generate probable future economic
benefits; the availability of adequate technical, financial and other resources to complete
the development and to use or sell the intangible asset; its ability to measure reliably the
expenditure attributable to the intangible asset during its development" {IASB 1).
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According to Ernst & Y0W1g, W1der U.S. GAAP, dev~lopment cost of an
intangible asset are expensed as incurred unless a separate standard states otherwise (12).
For example, development cost relating to computer software developed for external ttSe
are capitalized once technological feasibility is established in accordance with specific
criteria in FAS 86 (12). Development cost relating to software used for internal usage
may be capitalized at the development stage of the application in accordance with SOP
98-1 (12). In addition, U.S. GAAP allows for the capitalization of "direct response
advertising" under SOP 93-07, whereas, IFRS requires that all advertising be expensed as
incurred, excluding, advertising prepayments (12). IFRS allows intangible assets to be
.revalued to fair value, whereas, U.S. GAAP does not permit revaluation of intangible
assets (12).

Long-Live Assets
Long-live assets are assets expected to be used for more than one .reporting
period. Examples oflong-lived assets are fixed assets, and intangible assets such as
goodwill, copyrights and patents. The significant differences relating to long-live assets
are the ability to revalue assets and the measurement of borrowing costs (Ernst & Young
15). IFRS allows for the revalluation oflong-live assets to fair value, where as U.S.
GAAP does not allow the usage of fair value relating to most assets. Prior to 2007, U.S.
GAAP required most assets to be reported on a historical cost basis. In February .2007,
FAS 159 was issued, which granted companies reporting under U.S. GAAP the option to
report selected assets and liabilities at fair value. However, fixed assets are exluded from
the-list of assets that may be reported at fair value W1der FAS 159. This was most likely a
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result of the convergence project to align U.S. GAAP with IFRS. Under U.S. GAAP,
"eligible borrowing cost capitalized as part of the associated asset do not include foreign
exchange rate differences [and] interest earned on borrowings .[do .not] generally offset

interest cost incurred during the period" (Ernst & Young 15). Under IFRS, foreign
exchange rate differences are .i ncluded in eligible borrowing cost and interest earned
offsets interest incurred (Ernst & Young 15). The computation of the amount of
borrowing cost to be capitalized is also different W1der GAAP and IFRS. Under lFRS,
actual borrowing costs are capitalized (Ernst & Young15). Under U.S. GAAP,
"borrowing cost equals the weighted average accumulated expenditures times .t he
borrowing rate" (Ernst & Young 15).

Impairment ofAssets
Impairment of assets refers to assets whose value has declined beneath the value
shown on a company's books. The significant differences between U.S. GAAP and .I.FRS
relating to asset impairment are the method in determining impairment, the impairment
loss calculation, and the reversal of a prior impairment loss (Ernst & Young .1 7). Under
U.S. GAAP, there is a two-step approach to calculate asset impairment. For long-lived
assets, the carrying amount of the asset is first compared to the sum of.future
undiscounted cash flows generated from use of the asset and the eventual disposition
(Ernst & Young 17). If the undiscounted cash flows exceed the carrying amount, no
impairment exists. If the undiscounted cash flows are less than the carrying amount, an
impairment loss must be calculated. To calculate the amount of the impairment under
U.S. GAAP, the fair value amount is subtracted from the carrying amount. Under IFRS,
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there is only one-step approach to-calculate asset .impairment (Ernst & Young 17). If
impairment indicators exist, the amount by which the carrying amount of the asset
exceeds its recoverable amount equals the impairment loss (Ernst & Young 17). The
recoverable amount is the higher of the fair value less costs to sell or the present value of
future cash flows in use including disposal value (Ernst & Young 17).

u_s. GAAP

prohibits a reversal of an impairment loss. IFRS prohibits a reversal for goodwill, but
allows other long-Jived assets to be reversed up to the initial carrying amount (Ernst &
Young 18).

Leases
"A lease is a contractual agreement between a lessor, who conveys the right to use
real or personal property (an asset), and a lessee, who agrees to pay periodic.rents over a
specified time [for the right to use the asset]" (Becker Convisor F5-6). Under U.S.
· GAAP, "a lease for land and buildings that transfers ownership to the lessee or contains a
bargain purchase option would be classified as a capital lease by the lessee .. .. If the fair
value of the land at inception .represents .25% or more of the total fair value of the lease,
the .lessee must consider the land and building separately for purposes of evaluating other
lease classification criteria" (Ernst & Young.20). The lessee capital lease criteria.are- a
transfer of ownership at the end of a lease, a bargain pmchase option exist in contract, the
present value oflease payments equals or is greater than 90% of the .leased property .fair
value, or 75% of the asset economic life is being conunitted in the lease term (Becker
Convisor FS-10). Both the land and building will be subject to this criterion if the .land is
considered separately from the building due_to the value of the land representing 25% or
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more of the fair value of the lease. If the land represents less than.25% than the-land-not
subject to the 90% or 75% criteria. Under IFRS, there is no 25% test. ''The land and
building elements of the lease are considered separately for purposes of evaluation ofall
.indicators unless the amount that would initially be recognized for the land element is
immaterial, in which case they would be treated as a single unit for purposes oflease
classification" (Ernst & Young 20).
Differences also exist between U.S. GAAP and IF.RS relating to the treatment.and
.recognition of a gain or loss on a sale-leaseback transaction. "In a sale-leaseback
transaction, the owner of a property (seller-lessee) .sells the property and simultaneously
leases it back from the purchaser-lessor. Usually there is no visible interruption in the use
of the property. Sale-leaseback transactions are treated as single financing transactions
where, in general, any profit or loss is deferred and amortized. In general, two questions
are involved in determining the treatment of any profits. Is the lease a capital or operating
lease, and what portion of the rights to the leaseback property are retained?" (Convisor
FS-:24). The gain or loss is calculated by subtracting the asset net book value from the

selling price to calculate the tentative gain. Next, either the present value of the minimum
lease payments are subtracted from the tentative gain to compute the -gain or .loss for
operating leases or the lessor of the present value of the minimum lease payments and the
fair value of the leased property are subtracted from the tentative gain to compute the
gain or loss for capital leases (Con.visor FS-24). "If the seller does not relinquish more
than a minor part of the right to use the asset, gain or loss is generally defer.red or
amortized over the lease term. If the seller relinquishes more·than a minor part of the use
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of the asset, then part or all of the gain may be recognized depending on the .amount

relinquished" (Ernst & Young 20). Under IFRS, gain or loss is recognized immediately
subject to adjustment if the sales price differs from fair value (Ernst & Young.20).

Financial Instruments
Financial instruments are cash, ownership interest in an entity., or a contractual
right to receive, or deliver, cash or another financial instrwnent. Examples of financial
instruments are cash, foreign currency, deposits, stock certificates, bonds, and options.
.According to Ernst & Young, "there is only one measurement model used whenever fair
value is used" under U.S. GAAP. IFRS has "various .. .standards using slightly different
wording to define fair value" (Ernst & Young 21 ). IFRS criteria for assets and Uabilities
that can be measured using fair value is more restrictive than under U.S. GAAP (Ernst &
Young.21). Under IFRS, "day one gains·can be recognized only when all inputs to the
measurement model are observable" (Ernst & Young 21 ). Under U.S. GAAP, al] -inputs
to th.e measurement model are not required to recognized day one gains (Ernst & Young
.21 ).

Other differences between U.S. GAAP and IFRS relating to financial instruments
are debt versus equity classification; compound (hybrid) financial instruments,
impairment recognition for available-for-sale debt instruments, hedge effectiveness
shortcut method, hedging of a component of a risk in a financial instrument, and .the
effective interest method. "U.S. GAAP specifically identifies certain instruments with
characteristics of both debt and equity that must be classified as liabilities. Certain other
contracts that are indexed to, and potentially settled in, a company's own stock may be
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classified as equity if they -require physical settlement or net-share settlement or .give .the
issuer a choice of net-cash settlement or settlement in its own shares" (Ernst & Young
22). Under IFRS, "Classification of certain instruments with characteristics of both debt
and equity focuses on the contractual obligation to deliver cash, assets, or an entity's own
shares .... Contracts that are indexed to, and potentially settled in, a company's own.stock
are classified as equity when settled by delivering a fixed number of shares for fixed
amount of cash" (Ernst & Young .22).
According to Ernst & Young, under U.S. GAAP, "Compound (hybrid) financial
instruments are not bifurcated into debt and equity components, but they .may .be
bifurcated into debt and derivative components" (22). IFRS requires "compound (hybrid)
financial instruments to be split into a debt and equity component and, if applicable,.a
derivative component" (Ernst & Young 22). An example ·o f a compound (hybrid)
financial instrument is a convertible bond. Impairment recognition of an available-for
sale debt instruments are allowed under IFRS if evidenced of a credit default exist (Ernst
& Young 22). Under U.S. GAAP, "declines in fair value below cost.may result .in.an
impairment loss on an available-for-sale security due solely to a change in interest rates if
the entity does not have the positive ability and intent to hold the asset until it recovers or
matures" (Ernst & Young 22). The hedge effectiveness shortcut method is permitted in
U.S. GAAP and disallowed under 1FRS (Ernst & Young 22). "The risk components -that
may be hedged under U.S.GAAP are specifically defined by the literature, with no
additional flexibility .... [Under IFRS,] entities are allowed to hedge components of.risk
that give rise to changes.in fair value. IFRS also requires the original effective interest
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rate to be used throughout the life of the instrument for all financial assets and
liabilities .... [U.S. GAAP] requires catch-up approach of calculating the effective interest
for amortized cost-based assets, depending on the type of instrument" (Ernst & Young
22}.

Foreign Currency
Foreign currency transactions are transactions with a foreign entity dominated in a
foreign currency. Due to differences in exchange rate, foreign currency translations are
required to express the results of the foreign transactions into the financial statements of
the domestic parent. For example, if a foreign subsidiary local functional currency .is
euros and the subsidiary shows a 10,000€ cash balance or profit then the cash balance or
profit in U.S. dollars is more like $15,000 because one euro equals about one and one
halfdollars. Differences exist between U.S. GAAP and IFRS in the treatment of the
translation of a functional currency of a foreign operation i·n a hyperinflationary economy
(Ernst & Young 24). Under U.S. GAAP,-"Local functional currency financial statements
are re-measured as if the functional currency was the reporting currency with [the]
resulting exchange differences recognized in income" (Ernst & Young 24). Under IFRS,
"Local functional currency financial statements are indexed using a general price .index,
and then translated to the reporting currency at the current rate" (Ernst & Young 24).
Another difference exists in the treatment of the translation difference .in equity
when a partial return of a foreign investment is made to the parent (Ernst & Young 24).
Under U.S. GAAP, "the translation difference in equity is recognized .in income only
upon sale, or complete liquidation or abandonment of the foreign subsidiary. No

22
recognition is made when there is a partial return ·of investment to the .parent" (Ernst.&
Young.24). Under IFRS, "a return of investment is treated as a partial disposal of the
foreign investment and a proportionate share of the translation difference is recognized .in

income" (Ernst & Young 24). Differences also exist in the consolidation of foreign
operations. Under U.S. GAAP, "the step-by-step method :is used whereby each entity is
consolidated into its immediate parent until the ultimate parent has consolidated financial
statements of all the entities below it" (Ernst & Young 25). According to Ernst & Young,
under l.FRS, the direct or step-by-step method may be used. The direct method means that
each entity consolidates directly into the parent company~ "The choice ofmethod could
affect the cumulative translation adjustments deferred within equity at intermediate
·levels, and therefore the recycling ofsuch exchange rate differences upon disposal ofan
intermediate foreign operation" (Ernst & Young 25).

Income Taxes
Under lFRS, the "Tax basis is generally the amount deductible or taxable for tax
purposes. The manner in which management intends to settle or recover the carrying
amount affects the determination of tax basis.... [Under U.S. GAAP,] tax basis is a
question of tax Jaw" (Ernst & Young.26). Uncertain tax positions are not specifically
address .in IFRS (Ernst & Young 26). "IAS 12 indicates that tax assets and liabilities
should be measured at the amount expected to be paid .... Practice varies .regarding the
consideration of detection risk under IFRS" (Ernst & Young 26). U.S. GAAP on the
other hand, has specific guidance that addresses uncertain tax positions and detection -r isk
is not considered (Ernst & Young 26). Under U.S. GAAP, "A benefit is recognized when
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it is more likely than not to be sustained on the technical merits of.the .position. The
am.ount of the benefit to be recognized is based on the largest amount of tax benefit that
is greater than 50% likely of being realized upon settlement" (Ernst & Young.26). lFRS
allows the "deferred tax effects arising from the initial recognition of an asset or liability
not to be recognized when the amounts did not arise from a business combination .and
upon occurrence the transaction affects neither accounting nor taxable profit" (Ernst &
Young 27). Under U.S. GAAP, no such exemption exists. Under U.S. GAAP, deferred
tax assets are "Recognized in full with an offsetting valuation allowance to decrease the

tof:a] amount to the "more likely than not" criteria to be realized" (Ernst & Young.27).
Under IFRS, no valuation allowance account exists. Instead, only the probable amount is
recognized. That it the amount that is "more likely than not" to be realized. Under .IF.RS,
the enacted or "substantially enacted" tax rates are used to calculate the deferred tax asset
or Jiability(Emst & Young.27). U.S. GAAP only allows the enacted tax .rate.for the
calculation of the deferred tax (Ern!,t & Young 27). U.S. GAAP also requires a current or
non-current classification. Whereas, all deferred tax is classified as non-current under
IF.RS (Ernst & Young 27). Under U.S. GAAP, recognition of deferred tax liabilities from
investments in subsidiaries or joint ventures are not recognized if they are "permanent.in
duration" (Ernst & Young 27). Under IFRS, recognition is not required if the reporting
entity bas control over the timing of the reversal of the temporary difference and .it is
probable that the difference will not reverse in the near future (Ernst & Young 27).
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Provisions and Contingencies
Provisions and contingencies are existing conditions, situations, or set of
circumstances involving varying degrees of uncertainty that may result .in the .increase or
decrease .in an asset or the incurrence or avoidance of a liability. The differences between
U.S. GAAP and IFRS relating to provisions and contingencies are the discounting of
provisions, measurement of provisions with a range of possible outcomes, the treatment
ofrestructuring cost, and the disclosure of contingent liabilities (Ernst & Young .28).
Under U.S. GAAP, "provisions may be discounted only when the amount of the liability
and the timing of the payments are fixed or reliably determinable, or when the obligation
is a fair value obligation" (Ernst & Young 28). Under IFRS, "provisions should be
recorded at the estimated amount to settle or transfer the obligation talcing .into
consideration the time value of money" (Ernst & Young 28). IFRS requires the "best
estimate to be accrued .... [U.S. GAAP] requires that the most likely outcome or when .no
outcome is more likely than the others, the minimwn amount" to be accrued (Ernst &
Young 28). " .. . each type of restructuring cost are examined to determine the recognition
under U.S. GAAP .... [Under IFRS,] restructuring cost are typically recognized earlier
than under U.S. GAAP because IFRS focuses on [the] exit .plan as a whole, .r ather than
individual cost components of the plan" (Ernst & Young 29). In addition, IFRS allows
reduced disclosure if it would jeopardize an entity' s position in a dispute to a contingent
liability (Ernst & Young 29). Under U.S. GAAP, no such provision exist (Ernst & Young
-29).
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.Revenue .Recognition
U.S. GAAP and IFRS have similar criteria for revenue recognition. Both require
that revenue be recognized if risks and rewards of ownership have been transferred,
coUectibility is reasonably assured, and revenue can be measured reliably. However, U.S.
GAAP also requires persuasive evidence of the sale (Ernst & Young 30). Under IFRS,
revenue stemming from the rendering of services may be recognized in accordance with
long-term contract accounting; whereas, the "Application oflong-term contract
accounting is not permitted for non-construction services", under U.S. GAAP (Ernst &
Young 30). U.S. GAAP also has specific criteria requiring multiple elements .to .be
separate units of accounting (Ernst & Young 31 ). IFRS does not provide specific criteria
for making this determination (Ernst & Young 31 ). "Discounting of deferred receipt of
receivables to present value is required only in limited situations [under U.S. GAAP]. ...
[Under IFRS, deferred receipt of receivables is] considered to be a financing agreement
and the value of revenue to be recognized is determined by discounting all future receipts
using an imputed rate of interest" (Ernst & Young -3.1 ).
Construction contracts are accounted for using the percentage-of-completion
method if certain criteria are met under both IFRS and U.S. GAAP (Ernst & Young.31 ).
However, if the criteria are not met to utilize the percentage-of-completion, than U.S. ·
GAAP defers to the completed contract method, which JFRS prohibits (Ernst & Young
31). Instead, IFRS "revenue recognition is limited to recoverable cost incurred .. .. [IFRS
requires that] construction contracts are combined or segmented if certain criteria.are
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construction contracts if certain criteria is met (Ernst & Young.31 ). The criteria under
U.S. GAAP differs from the criteria under IFRS for the combining or segmenting of
construction contracts (Ernst & Young .31).

Share-Based Payments
Under U.S. GAAP, the value of''transactions with non-employees are either
based on the fair value of the services or goods received or the value of the eqwty
instrument given, whichever is more reliable .... [Under 1FRS,] the value must be based
on the value of the goods or services received" (Ernst & Young 32). However, ff the
value of the services or goods cannot be determined, than the fair value of the equity
instrument must be used (Ernst & Young 32). "The measurement date [under IFRS,] is
the date the entity obtains the goods or [receives the services]" (Ernst & Young .32).
Under U.S. GAAP, entities must use the earlier of the date goods or services were
received, or the date at which a "commitment for performance" was reached (Ernst-&
Young 32). Under IFRS, entities " Must recognize compensation cost on an accelerated
basis" for rewards containing onJy service conditions (Ernst & Young.33). U.S. GAAP
gives entities the option to elect the straight-line basis or the-accelerated basis to
recognize compensation expense for awards with service conditions (Ernst & Young.33).
IFRS also requires that-each reward type be measured separately. Under U.S. GAAP,
entities have the option to measure each award type separately or as a whole (Ernst &
Young.33). ...Equity repurchase features at employee's election does not require a liability
classification if employee bears the risk and rewards of the equity ownership for at least
six months from the date equity is issued or vests" (Ernst & Young 33). Under IFRS, a
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"liability classification is required" (Ernst & Young .33). Deferred truces on .share based
payments are "Calculated based on the cwnulative GAAP expense recognized and trued
up or down upon realization of the tax benefit .[under U.S. GAAPJ.... [Under .IF.RS,

deferred taxes is] Calculated based on the estimated tax deduction detennined at each
reporting date" (Ernst & YoungJ3) .
.Employee Benefits (other than Share-Based Payments)

According to Ernst & Young, under U.S. GAAP, different actuarial .methods .are
.required to calculate an entity's obligation (34). IFRS requires the usage ofthe _"projected
unit credit method" only (Ernst & Young.34). Defined benefit plan assets are "Valued.at
fair value as of the balance sheet date" for IFRS. Under U.S. GAAP, defined benefit plan
assets are valued at "fair value or a calculated value that smoothes the ·effect of short-term
market .fluctuations over five years within three months of the balance sheet date" (Ernst
& Young.34). Actuarial gains or losses for annual pension cost "May be recognized in

the .income statement as they occur or deferred through a corridor approach" under both
U.S. GAAP and IFRS (Ernst & Young.34). However, U.S. GAAP also al.lows other
rational approaches besides the corridor approach (Ernst & Young 34). Deferred actuarial
gains and losses, and prior service cost are amortized over the future .serv.ice Jives of
employees or the remaining .life expectancy for inactive employees under U.S. GAAP
(Ernst & Young .34). Under IfRS, deferred actuarial gains and losses, and .prior .service
cost are amortized over the average remaining service period and immediately for
inactive employees (Ernst & Young.34). Under U.S. GAAP, the over or under funded
status of plan assets or liabilities must be recognized in the balance sheet "as the
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difference between the fair value of plan assets and the benefit obligation" (Ernst.&
Young .35). Under IFRS, a liability must be recognized "in the balance sheet equal to the
present value of the defined benefit obligation, plus or minus any actuarial .gains and
.losses not yet recognized, minus unrecognized prior service costs, minus the fair value of
plan assets" (Ernst & Young35). IFRS does not address balance.sheet classiJications
such as current or non-current (Ernst & Young 35). Under U.S. GAAP, "no portion of a
plan asset can be classified as current, [and the} current portion of .[theJ..... .postretirement
liability is the amount expected to be paid ...." over a 12-month period (Ernst & Young
34). Under IFRS, "gains and losses from settlements or curtailments .[are] .recognized
when it occurs. [Under U.S. GAAP,] settlement gains or losses [are] recognized when the
obligation is settled. Curtailment losses -[are) recognized when curtailment .is .probable ...
curtailment gains are recognized only to the extent they exceed unrecognized actuarial
losses at the curtailment date" (Ernst & Young .35). Multi-employer .pension .plans are
"accounted for similar to a defined contribution plan" under U.S. GAAP (Ernst & Young
.35). Under IFRS, multi-employer pension plans are "accounted for as either a defined
contribution or defined benefit plan based on the terms of the plan" (Ernst & Young 35).
A defined contribution plan specifies the periodic amount of contributions to the .plan .and
the allocation to employees. The defined benefit plan specifies the benefits to be paid to
employees at retirement. Contributions under the defined benefit plan are computed .using
actuarial estimates of future benefit payments. Post-retirement benefits other than
pensions are "based on the accumulated benefit obligation (ABO) .rather .than the
projected benefit obligation (PBO)" under U.S. GAAP (Ernst & Young 35). The
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clifference between the (ABO) and the (P.BO) .i s that and (ABO) includes .no assumptions
about future compensation levels, that is, it uses current salaries and the (PBO) estimates
future compensation .levels.

Segment .Repor.ting
A segment is a component of an enterprise that engages .in business -activities
from which .i t eams revenues and incurs expenses, whose operating results are reviewed
and financial information is available. On November 30, .2006, .the -IASB adopted .IFRS 8
to replace IAS 14, which addresses Operating Segments. IFRS 8 is effective as of January
1,.2009 and eliminates most of the differences between U.S. GAAP and.IF.RS .relating -to
segment .reporting (Ernst & Young .37). The remaining differences relating to segment
reporting are the manner in determining segments and the disclosure .requirements (Ernst
& Young 37). Under U.S. GAAP, "Entities with a matrix form of organization must

determine segments based on products and .services.-.. [Under .IFRS,] "All entities .must
deter.mine segments based on the management approach, regardless of [the] form of [the]
organization" (Ernst & Young .37). IFRS also requires the .reporting of.liabilities for
segment .reporting, whereas, .liabilities are excluded from disclosure under US GAAP
(Ernst & Young-37).
Earnings Per Share

Earnings per share is net ,income .per .share of common .stock. There .are to
methods of calculating earnings per share, basic and diluted earnings per share.
Differences relating to earnings per.share between U.S. GAAP and.IF.RS are contracts
that may be settled in shares or cash, treatment of contingently convertible debt, and the
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calculation of year-to-date diluted earning per share for options and wammts -using the
treasury stock method and for contingently issuable shares (Ernst & Young 38). U.S.
GAAP .preswnes that "contract that may be settled .i n .shares or cash..... will be .setteled .in
shares unless evidence is provided to the contrary .... [IFRS assumes that] such contracts
will always be settled .in shares" (Ernst & Young J8). for the calculation of year-to-date
diluted earning per share for options and warrants using the treasury stock method and for
contingently issuable shares, ''the .number ofincremental shares is computed using a
year-to-date weighted average of the number of incremental shares included in each
quarterly calculation" .[for U.S. GAAPJ.. ~· .[Under IF.RS,] .the .number ofincremental
.shares .is computed using the entire year-to-date period [without averaging] the current
period with each prior period" (Ernst & Young38). Under U.S. GAAP, "potential
issuable shares are included .i n diluted earnings per share" for the treatment of
contingently convertible debt (Ernst & Young 38). Under .IF.RS, "Potential .issuable
shares are considered and are included .in diluted earnings per share only if the
contingencies are satisfied at the end of the reporting period" (Ernst & Young-3 8).
Inter.im Financial .Reporting

.Interim .financial reporting .refers to .financial statements .issued .through-out a
companies fiscal year, usually quarterly, but does not represent a full fiscal year. Under
U.S. GAAP, "each .interim .period is viewed as an .integral .part of.an annual .period. .As an
result, certain costs that benefit more than one interim period may be allocated among
those periods, resulting in deferral or accrual of certain costs" (Ernst & Young .39). Under
.IF.RS, "each interim period .is viewed as a discrete reporting period. A cost that does not

31

meet the definition of an asset at the end of an interim .period .is not defer.red and a
liability recognized at an interim .reporting date must represent an existing obligation. For
example, inventory cost variances that do not meet the definition ·of.an asset cannot be
deferred" (Ernst & Young39).

Subsequent Events
Subsequent events are events that take place after the financial closing date but
still affect the-current financial results. Differences that ·exist ·between U.S. ·GAAP and

IF.RS .relating to subsequent events are·the treatment of stock dividends declared after
balance sheet date and short-term loans .refinanced with .Jong-term .loans after balance
sheet date (Ernst & Young 40). Under U.S. GAAP, stock dividends declared after the
balance sheet date are reflected in the cur.rent .financial statements ·(Ernst & Young 40).
Under .IF.RS, financial statements are not adjusted to reflect the stock dividend
declaration(Emst & Young 40). Under U.S. GAAP, short-term .loans .refinanced .to .Jong
temdoans after the balance sheet date "are classified as long-term if the entity intends to
refinance the Joan on a long-term basis and ... the entity can demonstrate .the .abi.lity to
refinance the loan" prior to issuing the financial statements (Ernst & Young 40). Under
IFRS, "short-term loans refinanced after the balance sheet date.may qualify for

disclosure, but would not result in reclassification of the loan to long-term liabilities"
(Ernst & Young 40).
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Chapter-3
ANALYSIS OF THE DATA

PVH Financial Statement Translation
Typically, financial statements under IFRS produce a higher net income than under U.S.
GAAP. To translate the balance sheet of.Phillips-Van -Heusen (PV.H), .I .reviewed the
notes to .P VH's consolidated financial statements and compared the accounting policies
to IF.RS. Based on thisreview,.many of.the accounting.policies conforming.to U.S.
GAAP also conformed to IF.RS. To translate .financial statements to lFRS, a person
would .have to analyze each transaction of an entity.. Since I did .not.have access .to each of
PV.H's transactions, .my translation is limited and I am only able to project a select few
items and show .how they affect PV.H' s .financial .statements.

Inventory
.B ased on .my review of.PVH'.s .financial .statement .footnotes, PVH .had a portion
of.inventory accounted for using LIFO. The LIFO inventory method is prohibited under
IF.RS . .As .such, PVH's inventory balance computed under LIFO .must be .adjusted to
FIFO. To .recalculate a company's LIFO inventory balance to FIFO, companies must
.record a LIFO reserve, which .is typically .recorded .in the .financial .statement to assist
financial statement users .in .restating the LIFO .i nventory balance to FIFO. According to
PVH's notes .to the consolidated financial statements, no LIFO .reserve was -r ecorded
because .L IFO approximated FIFO. Therefore, the inventory balances as a result of using
LIFO were.immaterial to the jnventory balance computed using .F IFO. .As.such, .there is
an insignificant adjustment to the financial statements to comply with IFRS. If an
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adjustment was .necessary the .impact would have .affected the .inventory asset .account and
the offset would have been to cost of goods sold (COGS). Other companies result may be
different and may .require a material adjustment to comply with .IFRS. The .prohibition of
LIFO will .increase a company's net income.

Fixed Assets
Under IFRS, companies have the option to carry fixed assets at (air value or
historical cost. Therefore, .no adjustments are .necessary assuming companies decide to
continue to .report historical cost. However, if a company decided to report fixed assets at
fair value a significant .impact to the .financial statements will be .required. To .show .the
possible .impact to PVH's .financial statements, I assumed a 50% increase in fair value for
building and Jand (see Appendix .8). Based on this assumption, there would be .an $-18.1
mill.ion dollar .increase in assets with the off set going to other comprehensive income.

Deferred Taxes
All deferred taxes are classified as non-current under IFRS. Therefore, PVH must
.recJassify the.short-term .portion of deferred taxes to .long-.tenn. The current.portion of.the
deferred taxes total $2.8 million. This amount would be reclassified to non-current
.liabilities and may affect .PVH's current ratio amongst other .ratios. The cur.rent .ratio
computed under U.S. GAAP .is .2.32. Under IFRS, the current ratio is.2.34 (see Appendix
C). The .recJassification of the current .portion of deferred taxes ·did .not cause .a .material
impact to the current ratio. Other company's results may be different.
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Financial Statements
Based on the above criteria, there would be an insignificant change to PVH's
balance.sheet (see.AppendixD). Working capita] computed under U.S. GAAP .is.$956
million. Under lFRS, working capital would equal $974 million. The income statement
was not affected by the adjustments made above {see .Appendix .E). Th.is translation is
limited due to amount of information available. The correct way "to determine the impact
of the differences is to apply both sets of.[accounting] .standards to the .same under.Iy.ing
financial information" (Hughes & Sanders 4). The other way to review differences
between the two accounting .standards is to review .reconciliations of.JFRS .to U.S. GAAP
prepared on Form .20-F filed with the SEC (Hughes & Sanders 4). "Form 20-Fs are filed
on an annual basis by foreign .private .issuers with .securities .traded on U.S ..markets .and
exchanges" (Hughes & Sanders 4). Foreign private issuers are defined as those
companies .in which the .majority of.shareholders and officers are .located outside-.the U.S.
According to Hughes and Sander, "the 20-F reconciliation of IFRS to U.S. GAAP
net.income and equity clearly indicate where differences .....occur .(and] .provide
explanations for each of the .reconciling.items... .." Hughes and Sander compiled 12 form

F..20 .filers who report under IFRS and the associated form .F..20s for the company's .fiscal
year ending 2005 (see Appendix F). 11 out of the 12 companies show a lower net income
under U.S. GAAP. The differences arise from business combination, financial
instruments, intangible assets, pensions, revenue recognition, income taxes, fixed assets,
and shared based payments. Not all companies .have every difference .listed, and .the
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amount of the differences vary by company.. In November .2007, .the SEC approved a
ruling to accept foreign private issuers financial statements prepared under I.FRS without
the reconciliation to U.S. GAAP.. Therefore, the form .20-.F .reconciling .IFRS .to U.S.
GAAP will slowly dissipate. This proves the direction that U.S. GAAP is headed. IFRS is
no .longer a possibility.; .rather., .it .is a certainty.
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Chapter 4

FINDINGS AND INTERPRETATIONS
Conclusion
The affect of the conversion to IFRS will affect each company's financial
statements differently. Based on the amount of information disclosed in PVH's footnotes,
not many adjustments to the financial statements were made. Result may have been
different if each transaction under GAAP was compared to IFRS. Many variables
determine the impact of the convergence to IFRS on a company's financial statements.
There is no way to predict how IFRS will affect each company unless each company is
evaluated individually. In theory, IFRS seems to be a logical move in the right direction
to becoming a global economy. There are many benefits to having global accounting
standards, "for companies: reduced cost of capital and the ease of using one consistent
reporting standard from subsidiaries in many different countries .... For investors: better
information for decision making, leading to broader investment opportunities [due to
information being comparable] .... For national regulatory bodies: better information for
market participants in a disclosure-based system" (Deloitte & Touche 3).
The accounting profession as a whole will benefit along with certain countries.
According to the first Global Leadership Survey taking by the International Federation of
Accountants' (IFAC), "attracting new entrants to the profession is the second most
important concern" to respondents of the survey, which consisted of "presidents and
chief executives from around the world" (Quah 1). "Respondents felt that most countries
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face a shortage of professional accountants- and that this limited supply of qualified
accounting professionals is having a negative effe.c t on some national economies" (Quah
I). Survey respondents in Africa, Middle East, Latin America, and the Caribbean
expressed the most difficulties in finding accountants followed by North America and
Asia Pacific respondents (Quah I). Singapore solicited consultation on how to attract
international auditors (Quah ]). In addition, survey respondents said the convergence to
IFRS is very important to economic growth and development in their countries (Quah 2).
In theory, the convergence to IFRS would allow accountants from all over the world to
work in any country they choose because the accounting practices will be uniform across
countries. Countries in Africa, Middle East, Latin America, Caribbean, North America,
and Asia Pacific will have an opportunity to fill any shortages of accountants. Many of
the respondents feel that accountants and auditors add credibility to financial information
provided to lenders, investors, and other stakeholders (Quah 1). If these countries are able
to attract more accountants and auditors, lenders; investors; and stakeholders may invest
more in these countries because of the perceived reliability of the financial information.
Due to the complexity of U.S. GAAP there are people who are in favor of the
convergence to IFRS; however, there are still some in opposition. Charles Niemeier, a
member and former acting chair of the Public Company Accounting Oversight Board
(PCAOB), "suggested that much of the detail in GAAP is justified by long-standing
experience" (Katz 1). Niemeier is suggesting that IFRS is premature and inexperienced.
Speakers at a roundtable discussion on global accounting standards at New York
University's Stem School of Business said, "that IFRS lacks the detail provided under
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GAAP to provide adequate financial reporting ... in the United States" relating to the oil,
gas, and insurance industries (Katz 1). However, "some critics of U.S. GAAP's
complexity ... consider industry specific guidance to be one of the U.S. accounting
system's major flaws" (Katz 1).
Neimeier also questions "the consistency of IFRS among the companies that use
it . ...There are variants of IFRS beyond the version created by the IASB, and recent
reports suggest that some companies are not fully complying with IFRS" (Johnson 2).
"The IASB has broader governance, independence, and funding issues that remain to be
resolved" (Protiviti 3). "The security of the U.S. markets, the roles of various standard
setters, enforcement mechanisms at the international level, the ability and willingness of
other nations to strive for and achieve the high quality standards of financial reporting,
the funding mechanism for IASB, changes to the CPA exam and accounting curriculum,
and the fact that we may yield control of our professional guidance to international
standard-setters" have to be considered (Henry 3). In addition, Robert Hertz, F ASB
chairman, believes that "banking regulations, state contracting Jaws, and other legal
agreements have to addressed before the adoption of IfRS" (Johnson 2). This is due to
most contracts requiring U.S. companies to report under U.S. GAAP. The convergence to
IFRS should not impact the U.S. economy because companies will most likely be more
profitable; however, there are other issues (as noted above) that are just as important to
consider.
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Countries Reporting Under IFRS
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APPENDIX B

PVH's Fixed Assets
Phillips-Van Heusen
Property, Plant, and Equipment
Fiscal Year 2007
(In thousands $)

Land
Buildings and Building Improvements
Machinery, software, and equipment
Furniture and fixtures
Shops within a store
Leasehold improvements
Property, plant and equipment, gross
Less: Depreciation
Property, plant and equipment, net

Fair Value
Historical
Fair Value Increase
Cost
Assumptions
545
50%
1,635
$
1,090

35,287

50%

52,931

183,520
142,604
13,970
140,088

0%
0%
0%
0%

183,520
142,604
13,970
140,088

0%

(284,531)
$ 250,217

534,748

516,559

(284,53 1}
$ 232,028

17,644

18,189
18,189
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APPENDIXC
PVH's Liabilites
PhiHips-Van Heusen

Liabilities
Fiscal Year 2007
(In thousands $)
Current liabiities
U.S. GAAP
Accounts payable
$
112,829
Accrued expenses, including deferred taxes 2,853
212,900
Deferred revenue
34,419
360,148
Non-current liabilities
Long-tenn debt
399,552
__.___
456,411
Other liabilities, including deferred taxes 219,552
855;963
$ 1,216,111
Total liabilities

___

Current Ratio

2.32

Effect of
transitio
(2,853)

2,853

IFRS
$ 112,829
210,047
34,419
357,295
399,552
459,264
858,816
$ 1,216,111
2.34
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APPENDIXD
PVH's Balance Sheet
Phillips-Van Heusen

Balance Sheet
Fiscal Year 2007
(In thousands$)

U.S. GAAP
ASSETS
Current assets
$
Cash and cash equivalents
Trade receivables (net of allowances for doubtful accounts)
Other receivables
Inventories, 142,731 represents inventory calculated using LIFO; however, LIFO
cost approximated FIFO cost and no LIFO reserve was recorded
Prepaid expenses
Other
Total current assets
Non-current assets
Property, plant and equipment
Goodwill
Tradenames
Perpetual license rights
Customer relationships
Other assets
Total non-current assets
Total assets

Total liabilities

399,552
456,411
855,963
l ,216,111

EQUITY
Preferred stock, par value SI 00 per share; I 50,000 total shares authorized, no
shares issued
Common stock, par value SI per share, 240.000,000 total shares authorized,
56,505,842 and 55,080,012 shares issued
Additional capital
Retained earnings
Accumulated other comprehensive (loss}/income
Less: 5,221,857 and 1,000 shares of common stock held in treasury, at cost
Total equity
Total equity and liabilities

56,506
558,960
558,538
( 17,384)
(200,337)
956,283
2,172,394

Working Capital computation:

s

956,283

269,9 14
154,355
31,622
322,223
48,295
9,8 10
836,219

322,223
48,295
9,810
836,219

112,829
212,900
34,419
360,148

Non-current liabilities
Long-term debt
Other liabilities, including deferred taxes 219,552

IFRS

s

269,914
154,355
31,622

232,028
322,001
621,135
86,000
32,943
42,068
1,336,175
2,172,394

LIABILITIES
Current liabilties
Accounts payable
Accrued expenses, including deferred taxes 2,853
Deferred revenue

Effect of
tra nsition
to IFRS

250,217
322,001
621,135
86,000
32,943
42,068
1,354,364
2,190,583

18,189

112,829
210,047
34,4 19
357,295

(2,853)

399,552
459,264
858,816
1,216,111

2,853

(18,189)

s

56,506
558,960
558,538
805
(200,337}
974,472
2,190,583
974,472
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APPENDIXE
PVH's Income Statement
PhiUips-Van Heusen
Income Statement
Fiscal Year 2007
(In thousands $)

Net sales
Royalty revenue
Advertising and other revenue
Total revenue
Cost of good~ sold
Gross profit ·
Selling_, general and administrative expenses
Gain on sale of investments,net
Income before interest and taxes
Interest expense
Interest income
Income before taxes
Income taxes
Net income
Net income available to common stockholders
Basic net income per share
Diluted net income per share

U.S. GAAP
$
2,127,721
214,425
83,029
2,425,175
1,234,188
1,190,987
882,492
3,335
311 ,830
33,753
16,744
294,821
11 1,502
$
183,319
183,319
3.29
3.21

Effect of
transition
to IFRS

IFRS
$ 2,127,721
214,425
83,029
2,425,175
1,234,188
1,190,987
882,492
3,335
311,830
33,753
16,744
294,821
111,502
$ 183,319
183,319
3.29
3.21
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