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Précis 
 
 For centuries, nations have developed their own accounting language specifically for 

their country to use in reporting financials.  Each country develops different standards in their 

reporting language to recognize and account for particular items.  As companies operate 

domestically and overseas, reporting in different accounting languages across various 

jurisdictions becomes problematic for companies.  Recently, many international countries have 

permitted or allowed their domestic companies to use International Financial Reporting 

Standards (IFRS), an international reporting language, to reduce the problems.  However there 

are some international countries (i.e. United States) that have yet to decide whether to require or 

permit their domestic companies to use IFRS.  In light of recent changes in the business world, 

should countries conform to and use one accounting language?   

This paper examines if companies in all industries and specific industries report higher 

earnings under IFRS than under United States Generally Accepted Accounting Principles (U.S. 

GAAP), the accounting language used in the United States.  In addition, the activities and items 

that caused the change in earnings, for particular industries, are also identified and explained in 

this paper.  The findings of this study will be in the interest of United States domestic companies 

in particular industries.  It will help the management anticipate which areas and items require 

more resources when reporting from U.S. GAAP to IFRS.  Based on the results from the 

analyses in this paper, the impact on specific United States industries’ financials can be predicted 

if companies in the industries use IFRS instead of U.S. GAAP.   

In order to properly conduct the analyses for this paper, industries that are common in the 

United States were selected.  After selecting the industries, international firms were chosen from 

the selected industries based on the list generated by the Edgar database on the Securities and 
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Exchange Commission of the United States.  Through the use of the selected companies in the 

Edgar database, the selected companies’ reconciled net income statement from IFRS to U.S. 

GAAP for the year 2006 were used for the analyses.  In this paper, two methods “U.S. GAAP 

ROA” and “Millions figure” were introduced and used in analyzing the reconciled income 

statements of firms.  To measure the change in earnings from IFRS to U.S. GAAP, one tailed t-

tests were applied to the data from these two methods.   

 The findings from the analyses in this paper were consistent with the findings from prior 

studies.  Under both “U.S. GAAP ROA” and “Millions figure” methods, there was a change in 

companies’ earnings under the international reporting language and under the United States 

reporting language for the period between 2004 and 2006.  There was no significant change in 

earnings between IFRS and U.S. GAAP under the “U.S. GAAP ROA” method.  Meanwhile, 

there was a significant change in earnings under the “U.S. GAAP ROA” method.  Nevertheless, 

companies’ earnings were higher under IFRS than U.S. GAAP.  In addition, the following 

categories were frequently reconciled by sampled companies during the period between 2004 

and 2006: financial instruments, minority interest, pension and post-retirement activities, 

activities related to share or stock-based compensation and taxes. 

 The analyses in this paper were conducted with a small sample size.  As a result, this 

study has a high sample risk and limited in scope.  If more industries and more companies were 

selected, this study will help identify which industries will need to spend more resources on 

which areas when reporting from IFRS to the U.S. GAAP.  Nevertheless, this study is a general 

overview of the effects on companies’ earnings, from specific industries, when reporting from 

IFRS to U.S. GAAP. 



  4 
 

Table of Contents 
 
 
 
Introduction ………………………………………………………………...  6 - 7 
 
 
Contributions ………………………………………………………………. 7 
 
 
Literature Review ………………………………………………………….. 8 - 9 
 
 
Hypothesis …………………………………………………………………. 9 
 
 
Research design: Selection of firms ………………………………………..  9 - 10 
 
 
Research methodology……………………………………………………...  10 - 13 
 
 
Findings…………………………………………………………………….. 13 - 29 
 
 
Conclusion …………………………………………………………………. 29 
 
 
References ………………………………………………………………….  30 - 33 
 
 
Appendix……………………………………………………………………  34 

A-1: Sampled Firms’ Information………………………………………..  35 
A-2: 2004 to 2006 Currency Exchange Rates for U.S. dollars…………...  36 



  5 
 

List of Tables 
 
 
 
Table 1: Sample Firms’ U.S. GAAP Total Assets for the Period  
              Between 2004 to 2006 …................................................................. 12 
 
Table 2:  

Panel A - U.S. GAAP ROA One Tailed T-Test for the  
Period Between 2004 to 2006 ……………………………………  14 
Panel B – Millions Figure One Tailed T-Test for the  
Period Between 2004 to 2006 ……………………………………  15 

 
Table 3: One Tailed T-Test for the Period Between 2004 to 2006 - 
   Telecommunications without Radio Telephones Industry ………..  16   
 
Table 4: One Tailed T-Test for the Period Between 2004 to 2006 -  
   Commercial Bank Industry ……………………………………….. 16 
 
Table 5: One Tailed T-Test for the Period Between 2004 to 2006 - 
   Pharmaceutical Preparations Industry …………………………….  17 
 
Table 6: One Tailed T-Test for the Period Between 2004 to 2006 - 
              Crude Petroleum and Natural Gas Industry ……………………....  17 
 
Table 7: Firms in Telecommunications without Radio Telephones  
   Industry……………………………………………………………             20 - 21 
              Panel A - U.S. GAAP ROA Method ……………………………..             20 
              Panel B – Millions Figure Method ……………………………….             21 
 
Table 8: Firms in Commercial Bank Industry ……………………………… 22- 23 
              Panel A - U.S. GAAP ROA Method ……………………………... 22 

  Panel B – Millions Figure Method ……………………………….. 23 
 
Table 9: Firms in Pharmaceutical Preparations Industry …………………… 24 

  Panel A - U.S. GAAP ROA Method ……………………………… 24 
  Panel B – Millions Figure Method ………………………………... 24 

 
Table 10: Firms in Crude Petroleum and Natural Gas Industry …………….. 25 - 26 

    Panel A - U.S. GAAP ROA Method ……………………………... 25 
    Panel B – Millions Figure Method ……………………………….. 26  



  6 
 

Introduction  
 

For centuries, nations have developed their own system of accounting principles, which is 

commonly known as an accounting framework or Generally Accepted Accounting Principles 

(GAAP), to be used in their country. Each country develops different standards to recognize 

particular items in accounting, which causes accounting “frameworks” to vary from country to 

country.  As companies operate beyond the borders of their home country, and investors invest in 

both domestic and foreign companies, the use of different accounting frameworks across various 

jurisdictions becomes problematic for both companies and investors.  Duplication of records, 

loss of resources and confusion are the result.  In light of recent changes in the business world, 

should countries abdicate their accounting framework in the sake of using one framework to 

reduce problems and permit companies to be effective yet efficient?   

Currently, there are two accounting frameworks used by many countries and companies, 

which are United States Generally Accepted Accounting Principles (U.S. GAAP) and 

International Financial Reporting Standards (IFRS).  Companies in the United States (U.S.) are 

required to use U.S. GAAP, which is an accounting framework to report their financials.  

Meanwhile, IFRS is an international accounting framework developed the International 

Accounting Standards Board (IASB), which is an international group that was formed to create 

an accounting framework to be accepted by many countries (IASB, 2008).  IFRS is now widely 

accepted by more than 100 international countries.  These international countries have permitted 

or required their domestic companies to adopt and prepare their financials under IFRS in total 

(IASB, 2008).   For instance, companies in the European Union member states are required to 

report their financials under IFRS beginning on and after January 1, 2005 based on a 2002 

regulation passed by the European Union (European Commission, 2002).  Meanwhile, many 
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other international countries are working towards in either requiring or allowing their domestic 

companies to use IFRS.  However there are a few international countries including the U.S. that 

have yet to decide whether to permit or require U.S. companies to use IFRS instead of U.S. 

GAAP.  

Contributions 

This paper has three purposes.  The first purpose is to determine if companies in all 

industries and if specific industries reported a higher earning under IFRS than under U.S. GAAP 

during the period between 2004 and 2006.  Prior studies including Henry, Lin and Yang (2009) 

discovered that an international company reports a higher earning under the use of IFRS than 

under U.S. GAAP in general.  The second purpose of this paper is to identify the frequently used 

reconciliation items in specific industries through the use of international companies’ reconciled 

earnings from IFRS to U.S. GAAP in those industries.  Unlike prior studies, this study focuses 

on the reconciled earnings of specific industry companies from IFRS to U.S. GAAP.  In other 

words, how will reporting in IFRS affect a company’s income in a particular industry is the focus 

of this paper.  Based on the results from the analyses in this paper, the impact on specific U.S. 

industries’ financials can be predicted if companies in the industries use IFRS instead of U.S. 

GAAP, which is the third purpose of this paper.   

The findings of this study will be in the interest of U.S. companies in particular 

industries.  It will help the management anticipate which areas and items require more resources 

when reconciling from U.S. GAAP to IFRS.  By identifying the areas and items to be reconciled, 

the management can create a plan in how to smoothly transition the company from U.S. GAAP 

to IFRS.  Thus, this study is in the interest of the U.S. domestic companies. 
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Literature review 

On an annual basis, a company is required to file their annual financial report in 

accordance with their local GAAP in their home country.   For instance, U.S. companies must 

file their annual financial report in the form of a 10-K with the Securities and Exchange 

Commission (SEC) of the U.S. (Hughes, 2007, 139).  If a company trades in another country’s 

market, the company must also file their annual financial report with the financial governing 

body of that country.  The company’s annual financial report must also be in accordance with the 

local GAAP of that country they trade in.  For example, if a foreign company trades in the U.S., 

which is also known as an international company or a non-U.S. issuer, the non-U.S. issuer is 

required to file their annual financial report in the 20-F reconciliation form with the SEC 

(Hughes, 2007, 139).  Non-U.S. issuers have the choice of reporting their financials in U.S. 

GAAP or their home country’s local GAAP in the 20-F form with the SEC.  If the company used 

their home country’s local GAAP in the 20-F form, then the company must reconcile their 

financials to U.S. GAAP and provide appropriate disclosures to the reconciled line items (SEC a, 

2007). In 2007, the SEC proposed a rule to eliminate the reconciliation requirement for non-U.S. 

issuing companies if companies report under IFRS.  In other words, a non-U.S. issuer will not be 

required to provide reconciliations of their financials to U.S. GAAP in the U.S. only if the 

company reports under IFRS.  By late 2007, the SEC approved this proposed rule.  In the final 

ruling, the SEC noted that the rule was approved to promote the conformity between U.S. GAAP 

and IFRS (SEC a, 2007).    

On August 27, 2008, the SEC proposed a roadmap in leading the U.S. to the use of IFRS.  

According to the proposed roadmap, there are several phases, if achieved, can lead the U.S. to 

adopt IFRS in the near future (SEC b, 2008).  As stated in the roadmap, some of the U.S. public 
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companies can change reporting from U.S. GAAP to IFRS as early as 2010 (SEC b, 2008).  A 

U.S. company is eligible for the adoption only if the public company’s industry uses IFRS more 

than other accounting frameworks.  By 2011, the SEC will decide whether U.S. reporting 

companies will use IFRS instead of U.S. GAAP. 

Hypothesis 

After reviewing the literature (i.e. Henry, Lin and Yang, 2009) and studies (i.e. Pijper, 

2008) conducted by other scholars and organizations, companies’ earnings reported under IFRS 

were higher than the earnings reported under U.S. GAAP.    For the purpose of this paper, non-

U.S. issuers will report a much higher profit under IFRS than under U.S. GAAP.   In other 

words, there will be a significant deviation between IFRS and U.S. GAAP reconciled earnings.  

Prior studies also found that line items including pension, taxes and goodwill were frequently 

used by foreign companies when reconciling from IFRS to U.S. GAAP.  This study will identify 

what reconciliation items will be frequently used by companies in general and in specific 

industries. 

Research design: Selection of firms 
 

To properly address the questions in this paper, international firms from U.S. major or 

common industries were needed.  A list of U.S. major or common industries can be found on the 

U.S. Central Intelligence Agency’s world fact book. The list of U.S. common and major 

industries were checked against the Standard Industrial Classification (SIC) list of codes, which 

was found on the SEC’s Edgar search database main webpage, to determine the industries’ SIC 

codes.  The industries’ SIC codes were crucial because it was used to generate a list of firms for 

the particular industries from the SEC Edgar database.  Using the list of firms from the database, 

possible firms were selected to be part of the sample in this paper. 
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Firms were selected based on their state or country filing code in the particular industry’s 

list of firms.  Only firms with international state or country filing codes were selected for this 

paper.  In other words, firms used in the sample must be international.   The selected non-U.S. 

issuers must file their 20-F reconciliation form with the SEC for the year of 2006.  

Reconciliation forms for the firms can be found either in the Edgar database of the SEC or on the 

firms’ websites.  These firms may have filed their 20-F during 2006 or later years with the SEC.  

In addition, the sampled firms must use IFRS as their reporting basis and have reconciled their 

IFRS statement of profit and loss in accordance with U.S. GAAP in their 20-F.  Four industries 

with a total of eighteen firms were selected as the sample for this paper.  The industries selected 

were pharmaceutical preparations, commercial banks, telecommunications without radio 

telephones and crude petroleum and natural gas.  There were five non-U.S. issuing companies 

chosen for each of the selected industry except the crude petroleum and natural gas industry (See 

Appendix A-1).  Many of the companies in the crude petroleum and natural gas industry did not 

report their financials under IFRS; thus, only three firms in this industry were selected to be 

sampled.   

Research methodology 

Within the reconciliation form for the year of 2006, many of the firms have reconciled 

their IFRS statement of profit and loss in accordance with U.S. GAAP for the years of 2004, 

2005 and 2006.  The firm’s 2004 reconciled financial statement may not be available in some 

instances such as the pharmaceutical preparations companies sampled in this paper.  The 

reconciled statements were copied onto a spreadsheet to be translated into a common currency 

for comparability purposes.  For the interest of the U.S. domestic companies, the U.S. dollar will 

be the common currency used in this study.  The foreign currency exchange rates for the U.S. 
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dollar between 2004 and 2006 were used to convert the companies reported reconciled amounts 

to U.S. dollars (See Appendix A-2).  These new translated numbers in U.S. dollars will be 

referred to as “reconciled amounts in U.S. dollars” throughout this paper.   

The firms’ reconciled line items and the corresponding reconciled amounts in U.S. 

dollars were then grouped or consolidated into a single line item to reduce the number of 

reconciliation line items in the spreadsheet.  For example, if companies A and B reported 

pension as a line item in their reconciliation forms.  There will be one pension line item in the 

spreadsheet.  After the grouping and consolidating the line items, the reconciled line items and 

its reconciled amounts in U.S. dollars were sorted by industries to be used in the methods 

mentioned below to answer the questions posed in this paper.  

Two methods were used in this paper to determine if a company reported a lower or 

higher earning under IFRS than under U.S. GAAP and to identify the frequent reconciled line 

items used in the sampled industries.  Assuming that reconciled line items were caused by firm’s 

assets, using the return on assets (ROA) formula would be appropriate to measure the change of 

earnings between IFRS and U.S. GAAP.  The ROA formula was modified in this paper and will 

be referred to as the “U.S. GAAP ROA” method throughout this paper.  Like ROA, the “U.S. 

GAAP ROA” method used the firms’ total assets for the years between 2004 and 2006 (see 

Table 1).  However under “U.S. GAAP ROA” method, the firms’ total assets must be reconciled 

to U.S. GAAP and translated into U.S. dollars.  To determine each firm’s “U.S. GAAP ROA”, 

the firm’s reconciled amounts in U.S. dollars in the particular year were divided by the firm’s 

total assets in U.S. dollars for that year.  In other words, this method was applied to IFRS and 

U.S. GAAP earnings and the amounts in the reconciled line items.  This method was also applied 
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to every sampled firm during the period between 2004 and 2006 except for those firms who did 

not provide their 2004 information in their reconciliation forms.   

Table 1 
Sample Firms' U.S. GAAP Total Assets for the Period Between 2004 to 2006 

        
    Year end total assets under U.S. GAAP in millions U.S. dollars 

Company Industry Type Industry SIC 2006 2005 2004 

PetroChina Co Ltd Crude petroleum & natural gas 1311      107,541.9694         94,445.9344                    73,008.0850  

Total SA Crude petroleum & natural gas 1311      174,598.4944       175,120.4969                  151,847.2050  

Eni Spa Crude petroleum & natural gas 1311      107,661.2296       103,077.0186                    89,880.7453  
        

Protherics Plc Pharmaceutical preparations 2834               98.8051                63.2218                           50.2381  

Novogen Ltd Pharmaceutical preparations 2834               38.4485                51.4367                           56.9213  

Prana Biotechnology Ltd Pharmaceutical preparations 2834                 7.8413                16.9887                           25.1454  

Chemgenex Pharmaceuticals Ltd Pharmaceutical preparations 2834               12.0722                  7.4070                             1.6559  

Elan Corp Plc Pharmaceutical preparations 2834          2,302.0000           2,340.0000                      2,975.0000  
        

Telefonica S A Telephone communications (No 
radio telephone) 

4813      141,698.8708         95,214.9068                    77,585.0932  

Koninklijke KPN N V Telephone communications (No 
radio telephone) 

4813        26,967.3777         28,800.0000                    29,973.9130  

National Telephone Co of Venezuela Telephone communications (No 
radio telephone) 

4813          4,273.4046           3,505.9887                      3,427.6340  

Eircom Ltd Telephone communications (No 
radio telephone) 

4813          5,169.3852           4,643.4783                      4,893.1677  

Telecom Corp of New Zealand Ltd Telephone communications (No 
radio telephone) 

4813          3,962.4109           6,123.8564                      6,080.8482  

        

ABN Amro Holding N V Commercial banks, NEC 6029   1,227,234.6299    1,088,653.4161                  900,834.7826  

Allied Irish Banks Plc Commercial banks, NEC 6029      198,585.9473       166,732.9193                  124,537.8882  

Lloyds Banking Group Plc Commercial banks, NEC 6029      625,376.8382       556,212.7273                  515,747.2527  

Barclays Bank Plc Commercial banks, NEC 6029   1,705,987.1324    1,528,467.2727               1,198,864.4689  

Royal Bank of Scotland Group Plc Commercial banks, NEC 6029   1,416,939.3382    1,273,429.0909               1,155,860.8059  

 
 The second method was a comparison of the firms’ reconciled amounts in U.S. dollars 

between IFRS and U.S. GAAP in millions.  This method will be referred to as “millions figure” 

throughout this paper.  Sixteen of the selected firms reported their financials in millions; thus, the 

reconciled financials should be in millions of U.S. dollars for this comparison study.  The 

sampled three firms that reported their financials in thousands, their reconciled amounts in U.S. 

dollars were divided by a million.  This method was applied to IFRS and U.S. GAAP earnings 

and the amounts in the reconciled line items. 
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One-tailed t-tests, a type of statistical testing, were used for both “U.S. GAAP ROA” and 

“millions figure” methods to determine if there were any significant change between the earnings 

under both IFRS and U.S. GAAP during the period between 2004 and 2006.  To generate the t-

tests, the “t test tool” in Microsoft Excel was used.  Two t-tests were conducted to determine if 

there was an overall change in earnings between IFRS and U.S. GAAP under both “U.S. GAAP 

ROA” and “millions figure” methods and which accounting framework improved companies’ 

earnings.  For every sampled industry, two t-tests were conducted for both methods. To measure 

the change between IFRS and U.S. GAAP in the t-test, the significance level of change was set at 

.05.  If the result was higher than .05, the change of earnings between IFRS and U.S. GAAP was 

relatively small.  Meanwhile, the change in earnings was considered to be significant if the 

change was lower than .05 as prescribed in this paper. In total, there were ten individual one 

tailed t-tests conducted.   

Besides determining if there was a change in earnings between IFRS and U.S. GAAP, the 

two methods “U.S. GAAP ROA” and “millions figure” were also used in identifying the 

reconciliation items frequently used by these firms.  When the methods were applied, the 

conversion had caused some of the sample firms’ reconciled line items to be insignificant, which 

were line items less than .0001.  As a result, the methods eliminated line items that had minor 

impact on the change in earnings between IFRS and U.S. GAAP.   

Findings 

As mentioned before, two methods were used to determine if a company’s earning is 

reported higher under IFRS than under U.S. GAAP.  The first method “U.S. GAAP ROA” 

calculated the sampled firms’ net income or loss in U.S. dollars over the firm’s total assets under 

U.S. GAAP in U.S. dollars for all the years during the period from 2004 to 2006.  In total, there 
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were 47 “U.S. GAAP ROA” data points used in the one- tailed t test.  As mentioned before, the 

significance level of change in the one tailed t test was set at .05 to measure the change between 

IFRS and U.S. GAAP.  Using the “U.S. GAAP ROA” method, the change in earnings between 

IFRS and U.S. GAAP was immaterial.  The change was .09094 (see Table 2: Panel A), which 

surpassed the determined significant level in this analysis.  In other words, a company’s earning 

under IFRS was .09094 times higher than its earning under U.S. GAAP during 2004 to 2006.  It 

was a minor increase in earnings when a company reported from U.S. GAAP to IFRS during the 

period between 2004 and 2006.  The findings from this method are inconsistent with this paper’s 

hypothesis.  

Table 2: Panel A 
 U.S. GAAP ROA One Tailed T-Test for the Period Between 2004 to 2006 

     

In U.S. dollars IFRS  U.S. GAAP 

Mean -0.035669196 -0.049290137 

Variance 0.059235979 0.058916544 

Observations 47 47 

Hypothesized Mean Difference 0   

Df 46   

t Stat 1.355483545   

P(T<=t) one-tail 0.090940943   

t Critical one-tail 1.678660414   

 
Unlike “U.S. GAAP ROA” method, findings from the “millions figure” were consistent 

with the hypothesis of this paper.   There was a significant deviation between IFRS and U.S. 

GAAP under the “millions figure” method during the period between 2004 and 2006.  This 

method was based on the companies’ earnings that were translated into millions of U.S. dollars 

between 2004 and 2006.  In total, there were 47 data points of earnings in millions of U.S. 

dollars used in the one tailed t test.  Like the “U.S. GAAP ROA” method, the significance level 

of change was also set at .05 for the t test.  The change between IFRS and U.S. GAAP was 

.00019 (see Table 2: Panel B), which meant that the sampled companies reported a much higher 
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earnings from IFRS than in U.S. GAAP during 2004 to 2006.  When the sampled company 

reconciled their earning under IFRS to U.S. GAAP, their earning were lowered.  In other words, 

IFRS reporting standards improved the company’s earning dramatically, whereas U.S. GAAP 

reported company’s earning conservatively. 

Table 2: Panel B 
Millions Figure One Tailed T-Test for the Period Between 2004 to 2006 

     

In Millions of U.S. dollars IFRS  U.S. GAAP 

Mean 4577.927767 4086.187904 

Variance 27417405.62 25107747.62 

Observations 47 47 

Hypothesized Mean Difference 0   

Df 46   

t Stat 3.840633636   

P(T<=t) one-tail 0.000186876   

t Critical one-tail 1.678660414   

 
Both methods presented different results in terms of earning deviation levels, which is 

possible because “U.S. GAAP ROA” method used a denominator base as oppose to the “millions 

figure” method.  Despite the different results from the two methods, the sampled companies 

reported higher earnings under IFRS than under U.S. GAAP.   This finding was consistent with 

the results from prior studies.  According to Moody’s survey (Pijpers, 2008), their sampled U.S. 

GAAP reporting companies reported higher earnings in IFRS than in U.S GAAP.  In addition, 

Henry, Lin and Yang (2009) found that their sampled firms reported a five percent increase in 

net income under IFRS than under U.S. GAAP.  Regardless of the various percentage changes in 

earnings from prior studies, the underlying theme between the prior studies and this study is that 

a company’s earning will be higher under IFRS than under U.S. GAAP in general. 

On the industry level, each of the sampled industry that the sampled firms participate in 

reported higher earnings under IFRS than under U.S. GAAP during the period between 2004 and 

2006.  According to t-tests, there were no significant differences in earnings between IFRS and 
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U.S. GAAP for all the industries except the commercial bank industry (see Tables 3 to Tables 6).  

According to the commercial bank industry’s t-tests, the change in earnings between IFRS and 

U.S. GAP is material. This means that earnings under IFRS were farther part from the earnings 

under U.S. GAAP.  In other words, U.S. GAAP was more conservative in reporting the earnings 

of the commercial banks than IFRS.  Meanwhile, earnings under IFRS were similar to earnings 

under U.S. GAAP in the other sampled industries. 

Table 3 
        

One Tailed T -Test for the Period Between 2004 to 2006: Telecommunications without Radio 
Telephones Industry 

  U.S. GAAP ROA   Millions Figure 

In U.S. dollars IFRS U.S. GAAP  IFRS* U.S. GAAP* 

Mean 0.051360452 0.054781978  1988.780855 1858.648393 

Variance 0.002378502 0.001533178  6995566.149 5773749.227 

Observations^ 13 13  13 13 

Hypothesized Mean Difference 0   0   

df 12   12   

t Stat -0.661047179   1.08830577   

P(T<=t) one-tail 0.260535918   0.148917492   

t Critical one-tail 1.782287548   1.782287548   
        

* In millions       

^Telecom's & Eircom's 2004 data were not available         

 
 

Table 4 
        

One Tailed T -Test for the Period Between 2004 to 2006: Commercial Bank Industry 
  U.S. GAAP ROA  Millions Figure  

In U.S. dollars IFRS  U.S. GAAP  IFRS* U.S. GAAP* 

Mean 0.006421075 0.00513014  4379.0501 3516.957177 

Variance 1.20763E-05 1.0156E-05  3662551 3358491.319 

Observations 15 15  15 15 

Hypothesized Mean Difference 0   0   

Df 14   14   

T Stat 3.911309355   4.8557262   

P(T<=t) one-tail 0.000783251   0.0001273   

T Critical one-tail 1.761310115   1.7613101   
        
* In millions           
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Table 5 
        

One Tailed T -Test for the Period Between 2004 to 2006: Pharmaceutical Preparations 
Industry 

  U.S. GAAP ROA  Millions Figure 

  IFRS U.S. GAAP  IFRS* U.S. GAAP* 
Mean -0.354408538 -0.41538512  13.06527418 -73.88632325 

Variance 0.146181416 0.100121276  60116.76206 18354.15871 

Observations^ 10 10  10 10 

Hypothesized Mean Difference 0   0   

df 9   9   

t Stat 1.348028555   0.852473989   

P(T<=t) one-tail 0.105297767   0.20802968   

t Critical one-tail 1.833112923   1.833112923   
        
* In millions       
^ 2004 information were not available for the sampled pharmaceutical companies    

 
 

Table 6 
        

One Tailed T -Test for the Period Between 2004 to 2006: Crude Petroleum and Natural Gas 
Industry 

  U.S. GAAP ROA   Millions Figure  

In U.S. dollars IFRS  U.S. GAAP  IFRS* U.S. GAAP* 
Mean 0.122625684 0.116455217  13721.339 12874.76755 
Variance 0.001751272 0.002225446  9612318.4 12613436.8 
Observations 9 9  9 9 
Hypothesized Mean Difference 0   0   
df 8   8   
t Stat 1.671734458   1.6425032   
P(T<=t) one-tail 0.066559599   0.0695555   
t Critical one-tail 1.859548033   1.859548   
        
* In millions           

 
The two methods “U.S. GAAP ROA” and “millions figure” were also used to identify the 

common reconciliation line items used by companies generally and in specific industries.  At 

times, reconciliation line item names varied. Depending on each firm, items were either 

separated or combined when firms reported their reconciled activities in their reconciliation 

forms.  For example, some firms reported separate line items for derivatives and financial 

instruments.  Meanwhile, derivatives are types of financial instruments.  For this paper, 

derivatives and financial instruments are considered to be separate reconciliation line items.  
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Despite these nuances, prior studies including Henry, Lin and Yang (2009) and Moody’s (Pijper, 

2008) have found that pension, taxes and goodwill were frequently reconciled by companies, as a 

general rule.  Besides these line items, Ernst & Young (Callaghan, Treacy, 2007) also identified 

the following as common differences between IFRS and U.S. GAAP: business combinations, 

minority interests, activities related to financial instruments, and share based payment.  The 

results from the research conducted in this paper were consistent with the findings from the 

mentioned studies.  Overall, financial instruments, minority interest, pension and post retirement 

activities, activities related to share or stock based compensation, taxes and other were frequently 

reconciled by sampled companies during the period of 2004 to 2006.  Through the use of both 

“U.S. GAAP ROA” and “millions figure methods”, the following items have also contributed to 

the deviation of a company’s earning between IFRS and U.S. GAAP: derivatives, goodwill and 

revaluations of assets. 

On the industry level, there were a few common reconciliation line items shared between 

the sampled industries.   Between 2004 and 2006, the sampled commercial banks (see Table 8) 

and crude petroleum and natural gas firms (see Table 10) frequently used the line item called 

“other” in their reconciliation forms.  For instance, ABN Amro Holding N V (2007) listed an 

item called “other fair value difference” under “other” without a disclosure note.  “Other” is a 

broad category, which encompasses many miscellaneous organizational items; thus, disclosures 

were not provided for this line item in these firms’ reconciliation forms.  Meanwhile, the 

sampled telecommunications without radio telephones (see Table 7) companies and commercial 

banks (see Table 8) frequently reconciled their activities related to pension, post-retirement, 

derivatives and financial instruments.  Pension and post-retirement activities were amortized 

differently as a result of the different methods prescribed by both IFRS and U.S. GAAP.  As 
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Telefonica S A (2007) stated in note 11 of their reconciliation form, both IFRS and U.S. GAAP 

provided different amortization methodologies.  In IFRS, the prior service costs related to 

pension plans and post-retirement benefits were amortized over the benefit’s vesting period 

(Telefonica S A, 2007).  Meanwhile, the prior service costs were amortized over the remaining 

life expectancy of inactive plan participants and over the remaining service period in U.S. 

GAAP.  According to Allied Irish Bank Plc’s (2007) reconciliation note 53g, companies 

amortized pension and post-retirement benefit plans differently (i.e. the gains and losses from the 

plans were presented differently under IFRS and U.S. GAAP).  As stated in note 53g, the gains 

and losses were recognized in the equity section under IFRS (Allied Irish Bank Plc, 2007).  

Meanwhile, under U.S. GAAP, the gains and losses were recognized in the income statement.  

Both IFRS and U.S. GAAP recognized these activities differently, which caused the sampled 

commercial banks and crude petroleum and natural gas firms to frequently reconcile these items.     

As mentioned previously, sampled commercial banks and telecommunication (without 

radio telephone) companies also reconciled their derivatives the most during the period between 

2004 and 2006. Both IFRS and U.S. GAAP defined the terms “hedge relationship” and 

“derivatives” differently from each other.  As Telefonica S A (2007) stated in note 10 of their 

reconciliation form, IAS 39 and SFAS No. 133 provided different definitions on a hedging 

relationship.  IAS 39 and SFAS No. 133 are standards relating to the recognition and 

measurement of financial instruments from IFRS and U.S. GAAP respectively.  With different 

definitions and recognition methods of derivatives and financial instruments, firms in both 

commercial bank and telecommunications without radio telephone industries to reconcile their 

derivatives from IFRS to U.S. GAAP.  Besides the differences in the standards, a company’s  
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decision to adopt or not adopt the derivative standards also caused the sampled firms in both 

industries to reconcile their derivatives and financial instruments from IFRS to U.S. GAAP.  For 

instance, Telecom Corp of New Zealand Ltd (2006) chose to apply IAS 39 standard for their 

derivatives and financial instruments but did not apply SFAS No. 133 to their derivatives and 

financial instruments.  A company’s decision to adopt a standard and the different methods in the 

standards had caused the sampled firms to reconcile their derivatives frequently. 

 In the telephone communications without radio telephone industry (see Table 7), the 

surveyed companies often reconciled minority interests from IFRS to U.S. GAAP.  Both IFRS 

and U.S. GAAP standards recognized minority interest differently.  For example, IFRS specified 

that minority interests were to be included in the stockholder’s equity and presented as a separate 

item in the net income as stated in note 26e of National Telephone of Venezuela’s (2007) 

reconciliation form.  Unlike IFRS, minority interest was reported as a separate item between 

liabilities and stockholder’s equity and included as a part of net income in U.S. GAAP.  Like 

National Telephone of Venezula’s note, Telefoncia S A (2007) disclosed also a similar note on 

the presentation of minority interest under IFRS and U.S. GAAP in their reconciliation forms.  

The different presentations of minority interest under IFRS and U.S. GAAP have caused the 

telephone companies to frequently reconcile their minority interest.    

Along with pension and post-retirement activities, derivatives and financial instruments, 

insurance was a common reconciled item in the sampled commercial banks as shown in Table 8 

of this paper during the period between 2004 and 2006.  Insurance contracts and products were 

treated differently under IFRS and U.S. GAAP according to the banks’ disclosures in the 

reconciliation forms.  For instance, Allied Irish Bank Plc’s (2007) stated that the present value of 

future earnings from insurance activities was not recognized under U.S. GAAP.  Meanwhile, 
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IFRS recognized the present value of future earnings from insurance contracts as noted in Lloyds 

Banking Group Plc’s (2007) reconciliation form.  With different recognition treatments as 

prescribed by IFRS and U.S. GAAP, commercial banks frequently reconcile their insurance 

contracts and products 

There was no common reconciled item found in the crude petroleum and natural gas 

industry besides the category “other” as shown in Table 10.  As previously mentioned, “other” is 

a broad miscellaneous category on the reconciliation form.  Disclosures were not provided for 

this line item in Eni Spa’s (2007) and other firms’ reconciliation forms.  Each of the sampled 

firms reported different reconciled line items from each other in both “U.S. GAAP ROA” and 

“millions figure” methods.  For instance, Total S A (2007) was the only firm to report financial 

instruments as shown in Table 10.  Meanwhile, minority interest was the only reconciled by 

PetroChina Co Ltd out of the other sampled firms in the industry.   

As for the pharmaceutical preparations industry, the sampled firms had the least number 

of reconciliation items (see Table 9) out of the other companies in the sampled industries.  With 

the least number of reconciliation items, earnings under IFRS were relatively the same as 

earnings under U.S. GAAP besides the categories including share or stock based compensation, 

revenue recognition and “other” during the period between 2005 and 2006.  Share or stock-based 

compensation related activities were frequent reconciled items in the pharmaceutical 

preparations industry.  Both IFRS and U.S. GAAP recognized the activities related to share or 

stock-based compensation differently.  Under IFRS, stock-based compensation plans were 

calculated based on a mathematical formula and recognized over the period that the employee 

performed related services, as noted in Protherics Plc’s (2006) reconciliation form.  Unlike IFRS, 

stock compensation plans were calculated based on the difference between issuance shares’ 
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market price and the exercise price under U.S. GAAP (Protherics Plc, 2006); the difference were 

recognized over the period that the employee performed related services, as noted in Novogen 

Ltd’s (2006), and Prana Biotechnology Ltd’s (2007) reconciliation forms.  With different 

recognition methods, the standards caused the firms to frequently reconcile their activities related 

to stock and share based compensations. 

Conclusion 

From this study, companies will report a higher earning under IFRS than under U.S. 

GAAP regardless of the industry that the company is in.  In addition, companies will have to 

reconcile certain company activities more than other organizational activities from IFRS to U.S. 

GAAP if the SEC does not allow IFRS to be used in the U.S.  U.S. and non-U.S. companies in 

the telecommunication without radio telephones industry will have to use more resources on 

reconciling their pension and post-retirement activities, derivatives, financial instruments and 

minority interest from IFRS to U.S. GAAP.  In the commercial bank industry, U.S. and non-U.S. 

issuing banks will have to frequently reconcile the following items from IFRS to U.S. GAAP: 

pension and post retirement related activities, derivatives, financial instruments and insurance.  

Meanwhile, U.S. and non-U.S. crude petroleum and natural gas companies will need to reconcile 

the category “other”.  U.S. and non-U.S. pharmaceutical preparations companies will have the 

least number of items to reconcile out of the other sampled industries in this paper.  The 

pharmaceutical preparations companies will reconcile on their share or stock based 

compensation related activities.  By identifying these areas and other activities, financial 

managers can allocate resources properly when reconciling IFRS to U.S. GAAP if the SEC does 

not approve of the changeover.   
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A-2 

2004 to 2006 Currency Exchange Rates for U.S. Dolla rs  

Country  Currency  2006 2005 2004 

Australia Dollar 1.329 1.312 1.360 

China Yuan 7.982 8.203 8.287 

Euro Zone Euro 0.797 0.805 0.805 

New Zealand Dollar 1.543 1.421 1.509 

United Kingdom Pound 0.544 0.550 0.546 

Venezuela Bolivar 2149.035 2110.561 1884.780 

 
Source: Internal Revenue Service of United States  
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