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SEC Staff issues final report on IFRS Work Plan
The Staff of the US Securities and Exchange Commission released its Final Staff Report 
on the ‘Work Plan for the Consideration of Incorporating International Financial 
Reporting Standards into the Financial Reporting System for U.S. Issuers’ on 13 July 
2012. The Report marks the culmination of over two years’ work by the Staff, which 
included several different formal consultations as well as additional outreach activities, 
roundtable discussions and solicitation of comments from a wide cross-section of 
domestic US capital market participants, investors, preparers and auditors. The Report 
makes no recommendations and is explicit that the Members of the SEC have made 
no “policy decision as to whether International Financial Reporting Standards should 
be incorporated into the financial reporting system for U.S. issuers, or how any such 
incorporation, if it were to occur, should be implemented”.

The Report addresses all the areas set out in the February 2010 Work Plan, summarises 
the findings of the Staff’s activities and adds some observations from the Staff. The key 
findings are summarised below.

Development of IFRS
IFRSs are “generally perceived to be high quality by the global financial reporting 
community” although areas such as accounting for extractive activities, insurance, and 
the effects of rate regulation need to be addressed (as the IASB has already identified). 
While there are also shortcomings in some areas of US GAAP, “the perception among 
US constituents is that the ‘gap’ in IFRS is greater”.

Global application and enforcement
The Staff’s review of the application and enforcement of IFRSs ‘confirmed that, while 
the financial statements reviewed generally appeared to comply with IFRS, global 
application of IFRS could be improved to narrow diversity’. In addition, ‘the financial 
reporting community, including the SEC, can be a constructive influence on the 
consistent application and enforcement of IFRS’.

Investor understanding
The Staff observed that ‘investor education on accounting issues and changes in the 
accounting standards is not uniform’. Investors following large multinational registrants 
are fully conversant with IFRSs, while those investors who concentrate wholly or 
primarily on US domestic issuers are not.

Interpretive process
The difference in the standard-setting philosophy between the IASB and the FASB is 
evident in the Staff’s finding that their ‘outreach both domestically and internationally 
[indicated] that the IFRS Interpretations Committee should do more to address issues 
on a timely basis’. Noting the IFRS Foundation Trustees’ recently-completed review of 
the IC, they commented it was too early to tell whether the changes implemented as a 
result would be effective.

IFRS Public Policy Briefing.

IFRS Public Policy Briefing



2IFRS Public Policy Briefing

Governance of the IASB
The Staff supported the governance structure of the IFRS Foundation as striking ‘a reasonable balance of providing 
oversight of the IASB while simultaneously recognizing and supporting the IASB’s independence’. They noted that, in 
the US context, it might be necessary to establish ‘mechanisms specifically to consider and to protect the U.S. capital 
markets – for example, maintaining an active FASB to endorse IFRSs’.

Funding the IFRS Foundation
The Staff notes the progress made by the IFRS Foundation towards developing a funding mechanism that is 
broad-based, compelling, open-ended, and country-specific and acknowledges that it cannot require or compel 
contributions toward its funding. They note the non-cash contributions of the US FASB as part of the MoU/ 
Convergence project. However, the Staff has ‘significant concerns’ about the IFRS Foundation’s ‘continued reliance’ 
on the major professional service firm networks’ contributions to the organisation.

IASB’s use of national standard-setters
The Staff acknowledges that the IASB ‘needs to understand the intricacies of a number of distinct domestic reporting 
and regulatory systems’ around the world and that this can be challenging. The Staff comments that national 
standard setters ‘could assist with individual projects for which they have expertise, perform outreach for individual 
projects to the national standard setter’s home country investors, identify areas in which there is a need to narrow 
diversity in practice or issue interpretive guidance, and assist with post-implementation reviews’.

Observations
The Report was issued without fanfare, late in the day on which its principal author, James Kroeker, left the SEC after 
serving as Deputy Chief Accountant 2007-2009 and Chief Accountant since 2009. As was expected, there was no 
direction given and no timetable for a decision in light of the upcoming presidential election and the Commission’s 
other priorities, it is unlikely that a decision will be made during 2012.

The SEC is a key participant in IOSCO and sits as an Observer on the IFRS Interpretations Committee; it was an 
integral participant in the review that led to the establishment of the IFRS Foundation in 2000; it knows and 
understands the issues facing the IASB as a non-jurisdictional standard-setter. But this Report was all about US 
domestic issuers – hence its domestic focus is to be expected, even if the absence of an acknowledgement of the 
global context disappointed some non-US readers.

But, as Michel Prada, Chairman of the IFRS Foundation observed, the US is only facing “challenges that other 
jurisdictions have successfully overcome when completing their own transition to IFRSs”.

Where to from here?
The Report is a significant step in the US SEC’s process of considering whether, if and how IFRSs might be 
incorporated in the US financial reporting system. The process will continue: if nothing else, the G20 Leaders’ goal 
of ‘a single set of high quality global accounting standards’ remains. The IASB is committed to achieving convergence 
on the G20 agenda, seeking to agree on common objectives and fundamental principles. The IASB has noted that 
‘convergence’ does not necessarily mean ‘the same’, but being as close as possible on key principles, within the 
context of high quality standards, capable of consistent (not necessarily uniform) and rigorous implementation and 
enforcement.

IFRSs still represent the best option to achieve that goal. The US is an important contributor to this goal and their 
active participation will help to ensure that IFRSs are of high quality.

Michel Prada was measured in his response: “While recognising the right of the SEC to determine the method 
and timing for incorporation of IFRSs in the United States, we regret that the staff report is not accompanied by a 
recommended action plan for the SEC. Given the achievements of the convergence programme inspired by repeated 
calls of the G20 for global accounting standards, a clear action plan would be welcome. For the benefit of both US 
and international stakeholders, the Trustees look forward to the SEC resolving the continued uncertainty regarding 
the US’s commitment to global accounting standards”.
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Enforcing IFRSs: the role of securities market regulators
Michel Prada, Chairman of the IFRS Foundation, spoke at the annual conference of the International Organisation 
of Securities Commissions (IOSCO) in Beijing in May 2012. As a former chairman of the French securities market 
regulator, the AMF, he was among friends and took the opportunity to remind his former colleagues of their 
historical and present role in IFRS. He noted that IOSCO was one of the “‘founding fathers’ of the move towards 
global standards, and should receive a great deal of the credit for what has been achieved”. However, he noted 
that there was still work to do and that, for both the IASB and market regulators, there remained “many challenges 
ahead” and there was “no room for complacency”.

Most significantly, he challenged the members of IOSCO directly, saying that “far from outsourcing the whole 
development of international accounting standards to the IASB, we need you to stay closely involved, to help us 
overcome these challenges by being active participants throughout the lifecycle of the standard-setting process. 
We cannot do this alone, on our own”.

On the face of it, IOSCO members and the IFRS Foundation and IASB see a lot of each other already. 
Securities market regulators sit on the IFRS Foundation’s Monitoring Board, hold two seats on the IFRS Advisory 
Council and are non-voting members of the Interpretations Committee. But Mr. Prada remains concerned that the 
relationship between the standard-setter and IOSCO is not operating as well as it could. “I cannot help but feel 
that deeper and more continuous international co-ordination” between the IASB and securities market regulators is 
necessary: “a role that only IOSCO can play” he said.

Expanding on the framework proposed in the IFRS Foundation Trustees’ strategy review, he noted that the Trustees 
want a more “proactive relationship” with IOSCO. In particular, both sides would benefit from cooperating on post-
implementation reviews of IFRSs and providing ongoing intelligence about IFRS implementation around the world.

Observation
Mr. Prada’s challenge to his former colleagues (including the Monitoring Board that appointed him to the IFRS 
Foundation) was clear: a single set of high-quality global accounting standards will make securities market regulators’ 
jobs easier, and thus they have a vested interest in the success of IFRSs. IOSCO’s members need to take the lead in 
those policy areas in which the IFRS Foundation cannot act, including explicit support for and consistent enforcement 
of IFRSs and securing stable, proportional market-based funding for the IFRS Foundation.

Read Robert Bruce’s commentary on strengthening the global support for the IASB, here.

Eurozone sovereign debt continues to cause turbulence
Economic conditions, particularly within Europe, continue to be difficult. Doubts continue about Greece’s ability to 
meet its debt obligations and the political instability associated with recent elections and a new Government, have 
highlighted the risk of a country’s exit from the Euro. Whilst the formation of a new Greek Government may have 
reduced that risk for the time being, the situation remains uncertain – as does the general economic outlook for 
Europe and other regions. The IMF World Economic Outlook in April 2012 noted that ‘the Eurozone is still projected 
to go into mild recession in 2012 as a result of the sovereign debt crisis, and a general loss of confidence, the effects 
of bank deleveraging on the real economy, and the impact of fiscal consolidation in response to market pressures’. 
The implications of events in the Eurozone range from intra-Eurozone worries, such as a change in the membership 
of the single currency impeding economic growth in the region, to extra-Eurozone concerns, in particular the 
continued fears of contagion to the rest of the Eurozone area and falling demand from trading partners outside 
the Eurozone.

http://www.iasplus.com/en/news/2012/june/the-bruce-column-2014-strengthening-its-global-support
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Observation
With such uncertainty, financial reporting will come under sharp focus. Areas such as impairment, measurement of 
financial instruments, consistency of assumptions and estimates, consideration of risks and uncertainties and going 
concern will need careful consideration and continued attention. The overall consideration is to ensure that the 
financial statements and management commentary convey all material uncertainty requiring enhanced disclosures 
not strictly required by any particular IFRS.

Exiting the Euro is available here. Turbulent times (July 2012) is available here.

Hans Hoogervorst: one year on
1 July 2012 marked the first anniversary of Hans Hoogervorst’s succession as IASB Chairman. It has been a turbulent 
year, with some successes and a few disappointments. Mr. Hoogervorst is not one to dwell on these: his focus 
has been firmly on what financial reporting is and what it can realistically achieve. Even before he succeeded as 
IASB Chairman, he went on the record that there could be no enduring financial stability without transparency in 
financial reporting. He returned to this theme in June, when he spoke to the European Central Bank’s Conference on 
Accounting, Financial Reporting and Corporate Governance for Central Banks. He said that, before explaining what 
the IASB was doing in its efforts to contribute to financial stability, it was necessary to “make also perfectly clear what 
[the IASB] cannot do”. Financial stability “cannot be a primary goal of accounting standard-setters”: they lack the 
tools for fostering stability, such as setting capital requirements for financial institutions. Nor was the IASB going “to 
develop standards that make items appear to be stable when they are not...[IFRSs] should not create volatility that is 
not already there economically. But, if volatility exists, [IFRSs] should certainly not mask it”.

Observation
Accounting is once again in the spotlight, with the ongoing difficult economic conditions placing stress on many 
areas in the financial reporting model, in particular financial instrument impairment. Mr Hoogervorst is right to keep 
a long view and to continue stressing the limits of the accounting model with respect to contributing to financial 
stability. However, he and his Board are under a lot of pressure to deliver the standards the market needs to report 
events in a consistent and robust manner.

Read Robert Bruce’s commentary on Hans Hoogervorst’s first year as IASB Chair, here

Leases: Success or illusion?
The IASB and their US counterparts have agreed on an approach to the recognition and measurement of leases. 
For all lessees, the right-of-use asset approach will put leases on the balance sheet but the income statement 
treatment differs depending on whether the lessee acquired and consumed ‘more than an insignificant portion of 
the underlying asset’. In situations in which more than an insignificant portion is acquired, the liability to make lease 
payments would be measured using the effective interest method and the right-of-use asset would be amortised/ 
depreciated using a systematic and rational method. The effect would be that the expense recognition pattern 
would be on an accelerated basis. The interest and amortisation/ depreciation expense amounts would be presented 
separately within profit or loss.

When an insignificant portion of the underlying asset is acquired, the liability to make lease payments would be 
measured using the effective interest method while the right-of-use asset would be measured as a balancing figure 
such that total lease expense would be recognised on a straight-line basis regardless of the timing of lease payments. 
The interest and amortisation/ depreciation expense amounts would be presented on a single-line item as lease 
expense in profit or loss.

http://www.iasplus.com/en/publications/other-global-publications/exiting-the-euro-2014-financial-reporting-implications-of-a-countrys-exit-from-the-eurozone?searchterm=exiting+the+euro
http://www.iasplus.com/en/publications/other-global-publications/turbulent-times-2014-financial-reporting-considerations-arising-from-the-eurozone-crisis/view
http://www.iasplus.com/en/news/2012/july/the-bruce-column-2014-one-year-on-how-are-hans-hoogervorst-and-the-iasb-doing
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The accounting by lessors would be symmetrical, with leases transferring more than an insignificant portion of the 
underlying asset to the lessee being accounted for on a ‘receivable and residual interest’ approach, under which the 
lessor recognises the lease receivable and the present value of the residual amount of the asset at the end of the 
lease, plus any deferred profit. The components would be amortised using the interest rate effective in the lease, 
except that no deferred profit on the residual asset is recognised until the residual asset is re-leased or sold.

For leases in which the lessor is not deemed to have transferred more than an insignificant portion of the underlying 
asset to the lessee, the lessor would account for the lease based on the current operating lease accounting treatment 
in IAS 17, Leases.

The proposed treatment for short-term leases remains unchanged from the current ‘operating lease’ treatment in 
IAS 17.

Observation
The compromise reached by the IASB and FASB achieves the objective of having all significant leases on-balance 
sheet. However, this compromise comes at a price of introducing a new bright line – ‘more than an insignificant 
portion of the underlying asset’ – which determines the income statement effects. This bright line will undoubtedly 
lead to a heated debate about which is better: this proposal or the bright line that currently exists in IAS 17. In the 
context of EU endorsement, an additional factor to consider is whether the new proposal will be seen to represent 
an improvement in financial reporting.

Contacts

Joel Osnoss
Global Leader – IFRS Clients and Markets
josnoss@deloitte.com
 
Veronica Poole
Global Leader – IFRS Technical
vepoole@deloitte.co.uk
 
Colin Fleming
IFRS Global Public Policy
cofleming@deloitte.co.uk



Deloitte refers to one or more of Deloitte Touche Tohmatsu Limited, a UK private company limited by guarantee, and its network 
of member firms, each of which is a legally separate and independent entity. Please see www.deloitte.com/about for a detailed 
description of the legal structure of Deloitte Touche Tohmatsu Limited and its member firms.

“Deloitte” is the brand under which tens of thousands of dedicated professionals in independent firms throughout the world 
collaborate to provide audit, consulting, financial advisory, risk management, and tax services to selected clients. These firms are 
members of Deloitte Touche Tohmatsu Limited (DTTL), a UK private company limited by guarantee. Each member firm provides 
services in a particular geographic area and is subject to the laws and professional regulations of the particular country or countries 
in which it operates. DTTL does not itself provide services to clients. DTTL and each DTTL member firm are separate and distinct 
legal entities, which cannot obligate each other. DTTL and each DTTL member firm are liable only for their own acts or omissions 
and not those of each other. Each DTTL member firm is structured differently in accordance with national laws, regulations, 
customary practice, and other factors, and may secure the provision of professional services in its territory through subsidiaries, 
affiliates, and/or other entities.

This publication contains general information only, and none of Deloitte Touche Tohmatsu Limited, its member firms, or its and their 
affiliates are, by means of this publication, rendering accounting, business, financial, investment, legal, tax, or other professional 
advice or services. This publication is not a substitute for such professional advice or services, nor should it be used as a basis for 
any decision or action that may affect your finances or your business. Before making any decision or taking any action that may 
affect your finances or your business, you should consult a qualified professional adviser.

None of Deloitte Touche Tohmatsu Limited, its member firms, or its and their respective affiliates shall be responsible for any loss 
whatsoever sustained by any person who relies on this publication.

© 2012 Deloitte Touche Tohmatsu Limited

Designed and produced by The Creative Studio at Deloitte, London. 20578A


