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ABSTRACT: This article investigates the challenges that the Brazilian Aeronautics Company
Embraer (Empresa Brasileira de Aeronautica), faced to adapt its accounting system to the
IFRS standards, adopted in Brazil in 2010. International Financial Reporting Standards
(IFRS) were created by the International Accounting Standards Board (IASB), and IFRS
Foundation in 2001, with the objective of unifying different business accountability standards
in European Union (EU). From 1973 to 2001, the International Accounting System (IAS) was
issued by the Board of the International Accounting Standards Committee (IASC). On April
1st 2001, the International Accounting Standards Board (IASB) created the International
Accounting Standards (I1AS), through the adoption of the existing IAS and the Standing
Interpretations Committee standards (SICs). The IASB, then gave birth to International
Financial Reporting Standards (IFRS), which spread very fast through European Union, and
then to the rest of the world. Brazilian Federal Government adopted its standards nine years
later, in 2010. Since then, the major Brazilian and multinational companies are facing
challenges to harmonize their accountability system to the IFRS standards. This article
investigates how Embraer, the first company in the Brazilian aeronautics segment, adapted to
the IFRS standards, since its implementation in 2010. We analyzed Embraer’s IFRS
demonstratives, in comparison to a European equivalent competitor, Airbus, throughout 2010-
2015 periods. Finally, we brought managerial recommendations, as well as future research
implications.
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INTRODUCTION
International Financial Reporting Standards (IFRS): Background

One of the main pillars of the European Union Financial Services Action Plan, presented in
1999 (European Commission, 1999), was to unify standards for the business scenario. One of
the objectives was to use the International Accounting Standards (IAS) model standardization
of accounting standards. This in turn has been changed to International Financial Reporting
Standards (IFRS).

IAS was issued between 1973 and 2001 by the International Accounting Standards Committee
(1ASC). On April 1, 2001, the International Accounting Standards Board (IASB) assumed
responsibility from the IASC for establishing international accounting standards.

During its first meeting the new Board approved the existing IAS and the standards of the
Standing Interpretative Technical Committee (Standing Interpretations Committee), as
amended to the International Financial Reporting Interpretations Committee (IFRIC) in
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December 2001. The IASB has continued to develop standards entitled “International Financial
Reporting Standards” (Whittington G., 2005).

IFRS started as an attempt to harmonize accounting throughout the European Union, but the
value of harmonization quickly made the concept become attractive around the world.
However, such harmonization has been debated, since it was not a consensus that it might
occur. Standards that were issued by the IASC (the predecessor of the IASB) are still in current
use, known as International Accounting Standards (IAS), while the standards issued by the
IASB are called IFRS.

The European Parliament (Legislative) and the Council of the European Union (Legislative)
have approved the unification of the accounting guidelines of the EU members in the city of
Brussels in Belgium on July 19, 2002, producing Regulation EC n° 1.606, obliging the
consolidation of accounting in its Member States in accordance with IFRS standards. In that
step, the European Commission (Executive of the European Union) then adopted international
accounting standards on 29 September 2003 under Regulation EC n® 1725.

IFRS was adopted in the European Union in January 2005 for all European publicly-traded
companies, adopting mandatory IFRS standards to publish their consolidated financial
statements.

The European Union and its member countries

The European Union has its offspring with the creation of the European Coal and Steel
Community (ECSC), through the Schuman Plan in 1951, and later the European Economic
Community (EEC). The ECSC was formally established by the Treaty of Paris, which was
signed on 18 April 1951 by the countries: France, Belgium, West Germany (reunification of
Germany occurred in 1990), Italy, Luxembourg and the Netherlands.

The EEC together with the European Atomic Energy Community (EAEC or Euratom) were
established by the Treaty of Rome on 25 March 1957, which entered into force on 1 January
1958. The founding countries of the ECSC are the same as those of the EEC. Spain acceded to
the EEC on 1 January 1986.

Subsequently, the European Union was established by the Maastricht Treaty (formally known
as the Treaty on European Union - TEU) in 1993 and was signed on 7 February 1992 by the
members of the European Community in the town of Maastricht, the Netherlands. (European
Union, 2016). In December 1991, the same city hosted the Council of Europe which drew up
such a treaty. With its entry into force on 1 November 1993, the European Union was created
and the foundations for the creation of a single European currency, the euro, were laid.

The Treaty of Maastricht was amended by the Treaty of Amsterdam (signed on 2 October
1997) and Nice (signed on 26 February 2001) and the Treaty of Lisbon (signed on 13 December
2007), which entered into force on 2009, the latter being aimed at significantly revising the
constitutional principles of the European Union. Brussels is the de facto capital of the European
Union (European Union, 2016). It currently has 28 member states located in Europe.
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METHODOLOGY

This study is based on qualitative methodology, inductive reasoning, using as primary data the
accounting documents of aeronautical manufacturing companies in the corresponding period
between the years between 2010 and 2015. The analysis based on pillar is the percentage of
tax superveniente to profit after reduction of operating revenues, operating income and other
financial results. This single case study has one unit of analysis, the Brazilian aeronautic
company Embraer (Yin, 1988).

This work is estimated to investigate the percentage ratio of the tax burden between similar
companies, in this case Airbus Group SE and Embraer SA corresponding to the years between
2010 and 2015. The analysis carried out is on the penultimate calculation of net income, in this
case the income tax or other tax applied in this point in the financial statements.

The consolidated financial statements were selected in this work instead of the individual
financial statements, as both companies presented in this study have numerous subsidiaries in
the country of origin and/or in another country that provide the best economic, financial,
operational and tax strategy for each business conglomerate (holding company).

The financial statements of the companies already mentioned and that will be analyzed adopt
international accounting standards. The survey is complemented using the Return on Equity
(ROE) percentage financial indicator.

ROE was calculated using Net Income on Shareholders' Equity. This calculation evaluates the
stability and potentiality of a company, being one of the tools usually used by financiers,
shareholders and investors. In the meantime, the percentages referring to taxes on the fiscal
year and ROEs will be considered in this survey until the second decimal place, and any
numbering after this decimal place will be disregarded.

IFRS in Brazil

The International Accounting Standards Model was adapted in Brazil with the advent of
Federal Law n° 11.638, from December 28, 2007, created to regulate the activities of financial
institutions and publicly traded companies (Pwc, 2015).

The aforementioned law amended and repealed provisions of Federal Law n° 6.404, from
December 15, 1976, which governs open and closed capital companies, and Federal Law n°
6.385, from December 7, 1976. responsible for regulating the securities market and creating
the Brazilian Securities and Exchange Commission, the regulatory and oversight agency of the
Stock Exchange and other similar markets.

The Federal Law 11.638/2007 extended to large corporations, provisions regarding the
preparation and disclosure of financial statements in accordance with international standards.

In 2005, the Federal Accounting Council of Brazil created, through Resolution 1.055, from
October 7, 2005, the autonomous technical entity called the Accounting Pronouncements
Committee (CPC), with the attributions of studying, prepare and exclusively disclose
accounting procedures. Therefore, in practice, it marked the offspring of the implementation
of the accounting standards in Brazil; among them, the adoption of the IFRS requirements for
all companies in Brazil.
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Embraer adopts the IFRS standards in Brazil: challenges and pitfalls

On August 19, 1969, the Brazilian Aeronautical Company S.A. (Embraer S.A.) was created
with the support of the Brazilian Government. The company is headquartered in the city of Sdo
José dos Campos, in the state of S&o Paulo. Currently Embraer S.A. has products and services
in its four aviation sectors: Commercial Aviation, Executive Aviation, Defense & Security and
Systems (Embraer, 2016).

The Board of Directors approved the Board's suggestion, on September 16, 2010, for the
corporate name to be changed from Empresa Brasileira de Aeronautica SA, to Embraer SA, a
decision that was ratified by the Shareholders' General Meeting on November 19, 2010. The
expansion of the area of activity of the company, which became not only the aerospace area,
but also increased energy systems and the area of defense and security systems.

Embraer is the third largest world’s commercial jets manufacturer, as depicted in Figure 1, has
currently circa 18.000 employees, headquartered at Sdo José dos Campos, Sdo Paulo, Brazil,
with more than 8.000 airplanes delivered, and the first company to adopt the IFRS standards in
Brazil (Embraer, 2018).

80 753 Legend: billion USD
70

60

50

40.2

40

30

20

10 - 43

. [ ] —
Airbus Boeing Embraer Bombardier

Figure 1 - Aircraft manufacturer ranking.
Source: CAPA - Centre for Aviation and aircraft manufacturers (2018).

The first IFRS standard adopted by Embraer was to change the currency from BRL (Brazilian
Reais) into USD (US dollars), in its proceedings. According to Rodrigo Rosa, Embraer’s
Controller, the measure was taken to facilitate the transactions among companies within the
sector: “The USD is the currency that reflects better Embraer’s business and accounting
position” (Embraer, 2011).

However, the IFRS adoption was not an easy process: according to Nelson Carvalho,
accounting professor from USP (S&o Paulo University), and former director from CVM
(Comisséo de Valores Mobiliarios — the Brazilian equivalent of the North American SEC)
stated that the particularity of Embraer quite interesting, because “other exporting companies
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tried to use USD as the functional currency and failed, while Embraer succeeded in getting the
CVM’s approval” (IG Economia, 2010).

Therefore, the first challenge faced by Embraer was to get a special permission to change its
balance information from BRL to USD. The process was started on 2008 and took almost two
years of duration (Embraer, 2010). The CVM authorized Embraer to adopt IFRS standards in
2008 through the Deliberation n° 534, from January 29, 2008, later altered by Deliberation n°
640 from January 28, 2010 (CVM, 2018). The first challenge, to obtain CVM’s authorization,
was overcome.

It represented a major challenge, since the Brazilian Central Bank does not allow regular
companies to open and to keep bank accounts in foreign currency. Resolution n°® 534/08
established a period not superior of three years to that IFRS standard to be adopted by Embraer,
saet to the first quarter of 2011. Hence, the second challenge was to change all Embraer internal
proceedings and company financial information into USD in three years period. Once more,
Embraer turn all its financial information into the IFRS standards in 2010, almost one year
before the deadline (CVM, 2018).

The USD, is not the local currency (BRL), and was called by the CVM deliberation as
functional currency, defined in the deliberation CVM n° 534/08, articles 11 and 12, as follows:

11. (a) currency:

(1) which most influences the prices of goods and services (generally, it will be the currency in
which the selling price of its products and services is expressed and accurate);

(ii) the country whose competitive forces and regulations most influence the determination of
the selling price of its products or services;

(b) the currency that most influences labor, material and other costs for the supply of goods or
services (generally it will be the currency in which such costs are expressed and settled).

12. The following factors may also provide evidence for determining the functional currency
of an entity:

(a) the currency in which funds from financial activities (i.e., issuance of debt securities or
shares) are substantially obtained.

(b) the currency in which amounts received from operating activities are normally accumulated
(CVM, 2008, p.7).

Embraer’s rationale was that all main competitors were multinational foreign companies,
which by turn adopted IFRS standards. To be out of this market reality was not part of
Embraer’s plans (Embraer, 2011). Embraer’s consolidated financial statements are depicted in
table 1, as follows:
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Table 1: Consolidated Financial Statements of Embraer S.A.

Analysis of Consolidated Financial Statements — Embraer S.A.

Reference in millions of euros Year Exercise
Relational topics 2015 2014 2013 2012 2011 2010
- Profit before tax: 1.101.892 1.201.051 1.352.291 1.222.857 382.028 715.055

Taxes on income in the statement of income -820.284 -374.451 -565.881 -523.849 -210.774 -114.877

Percentage of taxes on the year* 74,44% 3L17% 41,84% 42,83% 55,17% 16,06%
- Net profit: 281.608  826.600  786.410  699.008  171.254  600.178
F
- Net worth: 15.008.670 10.265.486 8.509.009 6.846.482 5.848.433 5.217.757
- Return On Equity (ROE)**: 1,87% 8,05% 9,24% 10,20% 2,92% 11,50%

Notes: * Average Arithmetic of the tributes for the sexennium: 43,58%
** Arithmetic mean of ROEs for the sexennium: 7,29%
Embraer’s main competitor: Airbus

One of the main Embraer’s competitors in the aeronautics global market is the French company
Airbus Group SE, which is a European multinational with operations in aerospace and defense
corporation. Headquartered in Leiden in the Netherlands and head office in Blagnac in France.
The group consists of three business divisions: Airbus, Airbus Defense and Space and Airbus
Helicopters (Airbus Group, 2016).

The company was originally formed through the European Aeronautic Defense and Space
Company NV (EADS) (Airbus Group, 2016) on 10 July 2000 as a result of the merger of
Aérospatiale-Matra of France, DaimlerChrysler Aerospace AG (DASA) of Germany and
Construcciones Aeronauticas SA (CASA) of Spain.

On January 2, 2014 (Airbus Group, 2013), EADS was renamed Airbus Group NV, combining
the civil and military aircraft development and commercialization divisions as well as
communications systems, missiles, space rockets, helicopters, satellites and related systems.

On May 27, 2015, the company turn into corporation in accordance to the European Union
(EU) legislation, becoming a European Company (Societas Europeae - SE) through
amendment at the annual General Assembly in 2015 (Airbus Group, 2015). Table 2 exhibits
the Airbus 2010-2015 financial statements, as follows:
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Table 2 Consolidated Financial Statements of Airbus Group SE

Analysis of Consolidated Financial Statements — Airbus Group SE

Reference in millions of euros Year Exercise
Relational topics 2015 2014 2013 2012 2011 2010
- Profit before tax: 3.375.000 3.213.000 1.977.000 1.678.000 1.613.000 816.000

Taxes on income in the statement of income -677.000 -863.000 -502.000 -449.000 -356.000 -244.000

Percentage of taxes on the year* 20,05% 26,85% 25,39% 26,75% 22,07% 29,90%
- Net profit: 2.698.000 2.350.000 1.475.000 1.229.000 1.037.000 572.000
- Net worth: 5.973.000 7.079.000 11.054.000 10.434.000 8.870.000 8.936.000
- Return On Equity (ROE)**: 4516%  3319%  1334%  1177%  11,69% 6,40%

Notes: * Average Arithmetic of the tributes for the sexennium: 25,16%
** Arithmetic mean of ROEs for the sexennium: 20,25%
Airbus versus Embraer: IFRS standards’ adoption comparison

Embraer still does not manufactures big comercial aircrafts, which carry 122 to 250 passengers,
but only commercial jets, such as

the E-Jet family that carries from 88-122 passengers, and has sold approximately 1500 aircraft.
Depending on the configuration, the E-Jets have a range between 1800-2300nmi - this isn’t
enough for a transcontinental flight in the US, but it covers the entire country from the central
US, and would surely have a very useful operational range in European or Chinese flights too
(Quora, 2018, p.1).

In 2018, both Embraer and Airbus adopted IFRS standards in full. However, Airbus adopted
IFRS standards since 2002, almost eight years before the Brazilian aircraft manufacturer and
competitor, Embraer.

DISCUSSION

The first Embraer challenge was to persuade the Brazilian CVM that the IFRS adoption was
crucial to Embraer’s survival in the long term, since the other main competitors, such as the
French Airbus and the North American Boeing have accomplished the adoption almost eight
years earlier.
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The first challenge was overcome in 2008, when CVM gave a full permission to Embraer
change its currency system into functional currency, as described earlier in this paper, through
Deliberation n° 534, from January 29, 2008.

Lessons learned with the Brazilian Embraer case, suggest the following recommendations for
entrepreneurs and managers:

1.

Implementing IFRS standards need governmental approval. If Embraer did not succeed in
persuading/lobbying CVM before getting its deliberation approval, nothing would be done
so far. Therefore, it is mandatory to have good Govern Relations department acting in
harmonization with the other Embraer’s departments and the overall direction (Dias, 2016;
Dias & Navarro, 2017, 2018; Dias & Duzert, 2016).

Get ready for competition. If Embraer did take a position regarding the international
competition against Airbus, maybe Embraer did not succeeded in the long term.

Don’t think that your standards are universal. There are always new standards to be, at
least, seriously investigated, to later be adopted.

The IFRS adoption standards allow a far more accurate competition’s segment analysis.
Since all companies moved to a new standard, it became easier to compare them, in terms
of company performance, and therefore, to make more precise strategical decisions along
time was easier, given the comparison parameters used are the same.

To develop negotiation skills is mandatory to business survival. Since all competitors
adopt a new market strategy and your company still did not create a response to the new
challenge, it is up to its company representatives to create new ways to persuade their
superiors in eternally to provide a new solution to face the menace in question. It demands
a great deal of negotiation soft skills to be developed (Dias, 2011, 2012, 2013; Dias &
Duzert 2017; Dias et al. 2013, 2014, 2014a, 2014b).

Consider using a sectoral strategy instead of an institutional strategy. “Governments (and
other key stakeholders) usually prefer to answer to a common” (Dias & Navarro, 2018, p.
31).

Do not think that your organizational and national culture is superior to others. In an each
day more globalized and complex global competitive scenario, it is important to be more
flexible regarding the sector, or company strategy, in comparison to global strategy.

Be creative. One major Embraer’s critical success factors is the ability as a company to
develop creative solutions to overcome competitive barriers, when decided not to fight
Airbus directly through manufacturing big commercial aircrafts, but smaller jet liners,
aligned to their costumer’s needs.

Finally, the Embraer success in the adoption of the IFRS standards was not one individual
initiative, but an entire company engagement. These are aspects encouraged for future
investigation, as well as case revisiting.
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