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lobal Offerings Services (GOs) comprises a global team of 
ractitioners assisting non-US companies and non-US practice office 
ngagement teams in applying US and International accounting 
tandards (i.e., US GAAP and IFRS) and in complying with the SEC's 
inancial reporting rules.  For more information please contact the GOs 
enter leader nearest you. 

ew York – Joel Osnoss 
1 (212) 436 3352 

ong Kong – Jay Harrison 
852 2852 6337 

ondon - Donna Ward 
44 (20) 7007 0902 

adrid – Manuel Arranz 
34 (91) 514 5072 

exico City – James Primus 
52 (55) 5080 6784 

aris – Don Andrade 
33 (1) 4088 2508 

ao Paulo – Ed Ruiz 
55 (11) 5185 2500 

okyo – Paul Thurston 
81 (3) 6213 3159 

oronto - Rod Barr 
1 (416) 874 3630 

eloitte periodically publishes Accounting Roundups and Heads Ups. 
lick here to access the published ones.   

GAAP Matters GAAP Matters 

FASB Issues Statement No. 123 (revised 2004), Share-
Based Payment 
FASB Issues Statement No. 123 (revised 2004), Share-
Based Payment 
On December 16, 2004, the Financial Accounting Standards Board 
(FASB) issued Statement No. 123 (revised 2004) (Statement 123R) 
that will require compensation costs related to share-based payment 
transactions to be recognized in the financial statements. With limited 
exceptions, the amount of compensation cost will be measured based 
on the grant-date fair value of the equity or liability instruments issued. 
In addition, liability awards will be remeasured each reporting period. 
Compensation cost will be recognized over the period that an 
employee provides service in exchange for the award. Statement 
123(R) replaces FASB Statement No. 123, Accounting for Stock-Based 
Compensation, and supersedes Accounting Principles Board (APB) 
Opinion No. 25, Accounting for Stock Issued to Employees. Read more

On December 16, 2004, the Financial Accounting Standards Board 
(FASB) issued Statement No. 123 (revised 2004) (Statement 123R) 
that will require compensation costs related to share-based payment 
transactions to be recognized in the financial statements. With limited 
exceptions, the amount of compensation cost will be measured based 
on the grant-date fair value of the equity or liability instruments issued. 
In addition, liability awards will be remeasured each reporting period. 
Compensation cost will be recognized over the period that an 
employee provides service in exchange for the award. Statement 
123(R) replaces FASB Statement No. 123, Accounting for Stock-Based 
Compensation, and supersedes Accounting Principles Board (APB) 
Opinion No. 25, Accounting for Stock Issued to Employees. Read more 
on Statement 123R below. 
 

FASB Issues Statement No. 153, Exchanges of 
Nonmonetary Assets, an amendment of APB Opinion No. 
29 
On December 16, 2004, the FASB issued Statement No. 153. This 
statement was a result of an effort by the FASB and the International 
Accounting Standards Board (IASB) to improve financial reporting by 
eliminating certain narrow differences between their existing 
accounting standards. One such difference was the exception from fair 
value measurement in APB Opinion No. 29, Accounting for 
Nonmonetary Transactions, for nonmonetary exchanges of similar 
productive assets. Statement No. 153 replaces this exception with a 
general exception from fair value measurement for exchanges of 
nonmonetary assets that do not have commercial substance. A 
nonmonetary exchange has commercial substance if the future cash 
flows of the entity are expected to change significantly as a result of 
the exchange. 
 
This Statement does not apply to the following transactions: 
 
a. A business combination accounted for by an enterprise according to 
the provisions of FASB Statement No. 141, Business Combinations, 
 

mailto:jayharrison@deloitte.com.hk
mailto:donnaward@deloitte.co.uk
mailto:maarranz@deloitte.es
mailto:donandrade@deloitte.com.hk
mailto:edruiz@deloitte.com.br
mailto:rbarr@deloitte.ca
http://www.deloitte.com/vs/0,1616,sid%253D2002,00.html
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b. A transfer of nonmonetary assets solely between companies or 
persons under common control, 
 
c. Acquisition of nonmonetary assets or services on issuance of the 
capital stock of an enterprise, and  
 
d. Stock issued or received in stock dividends and stock splits which 
are accounted for in accordance with ARB No. 43, Chapter 7B, 
 
e. A transfer of assets to an entity in exchange for an equity interest in 
that entity, 
 
f. A pooling of assets in a joint undertaking intended to find, develop, or 
produce oil or gas from a particular property or group of properties, as 
described in paragraph 44 of FASB Statement No. 19. 
  
g. The exchange of a part of an operating interest owned for a part of 
an operating interest owned by another party that is subject to 
paragraph 47(e) of Statement No. 19, and 
 
h. The transfer of a financial asset within the scope of FASB Statement 
No. 140, Accounting for Transfers and Servicing of Financial Assets 
and Extinguishments of Liabilities. 
 
This Statement shall be applied prospectively and is effective for 
nonmonetary asset exchanges occurring in fiscal periods beginning 
after June 15, 2005. Earlier application is permitted for nonmonetary 
asset exchanges occurring in fiscal periods beginning after the date of 
issuance of this Statement. Click here to access the full text of the 
Statement. 
 

FASB Statement No. 152, Accounting for Real Estate Time-
Sharing Transactions, an amendment of FASB Statements 
No. 66 and 67 
On December 16, 2004, the FASB issued Statement 152, which 
provides that real estate time-sharing transactions should be 
accounted for as nonretail land sales as discussed in Statement of 
Positions (SOP) 04-2, Accounting for Real Estate Time-Sharing 
Transactions (SOP 04-2 is expected to be issued in the near future). 
Statement 152 amends FASB Statement No. 66, Accounting for Sales 
of Real Estate, to reference SOP 04-2, and amends FASB Statement 
No. 67, Accounting for Costs and Initial Rental Operations of Real 
Estate Projects, to state that the guidance for (a) incidental operations, 
and (b) costs incurred to sell real estate projects does not apply to real 
estate time-sharing transactions. 
 
This Statement is effective for fiscal years beginning after June 15, 
2005. Restatement of previously issued financial statements is not 
permitted. Click here to access the full text of the Statement. 
 

Highlights of the September 27, 2004 AICPA International 
Practices Task Force Meeting 
The AICPA International Practices Task Force (the Task Force) meets 
periodically with the Staff of the U.S. Securities and Exchange 
Commission (SEC) to discuss emerging technical accounting and 
reporting issues relating to SEC rules and regulations as they affect 
Foreign Private Issuers. The Task Force discussed the following topics 
at its September 27, 2004 meeting: 
• Inflationary status of certain countries 
• Development stage entities and Foreign Private Issuers 
• International Financial Reporting Standards (IFRS) issues: (a) 

Status of SEC proposed rule on first-time adoption of IFRS; (b) 
Non-GAAP measures; (c) application of IFRS 1 accommodations; 
(d) IAS 39 and the European Commission; 

• SEC staff issues: (a) parent-only schedule under Rule 5-04/4-08 
(e) (3); (b) impact of New Canadian Regulations permitting US 

GAAP financial statements on the staff accommodation regarding 
Canadian-incorporated registrants on Form 10-K; (c) Rule 3-10  - 
100% test for Mexican subsidiaries; (d) extractive industries 
update; 

• Reporting issues: (a) Canadian compilation reports; (b) acquired 
businesses and delayed and continuous offerings; (c) filing dates 
– MJDS; (d) consents and audit reports on Schedule B - 
registration of foreign governments. 

Click here to access the full text of the minutes. 
 
 

SEC and Other Regulatory Matters 

SEC Issues Statement on Fannie Mae Accounting 
On December 15, 2004, the SEC announced that Fannie Mae will 
need to restate its historical financial statements for FAS No. 133, 
"Accounting for Derivative Instruments and Hedging Activities" (FAS 
133) and FAS No. 91, "Accounting for Nonrefundable Fees and Costs 
Associated with Originating or Acquiring Loans and Initial Direct Costs 
of Leases" (FAS 91) issues.  The SEC did not accept Fannie Mae's 
position that "Fannie Mae substantially complied with the spirit of both 
FAS 133 and FAS 91 but not necessarily all the details".  Fannie Mae's 
FAS 133 issues were principally related to (1) inadequate 
documentation, (2) inappropriate use of the short-cut and matched 
terms methods, (3) lack of effectiveness testing and (4) lack of 
quarterly calculation of and accounting for ineffectiveness.  Fannie 
Mae's FAS 91 issues were related to (1) only recording amortization 
adjustments if such adjustments were outside a predetermined range 
and (2) inappropriate accounting for the accumulated catch up 
adjustment required under FAS 91 when estimates change.  Click here 
to access the full text of the announcement.  
 
SEC Chairman discusses possible reporting changes for 
Foreign Issuers 
On January 25, 2005, SEC Chairman William H. Donaldson spoke at 
the London School of Economics and Political Science. Mr. Donaldson 
discussed the Sarbanes-Oxley Act of 2002 and observed that he 
expects the Commission to undertake, "several initiatives that should 
ease some of the concerns that foreign private issuers may have about 
the reforms now being implemented in U.S. markets." He discussed 
the following initiatives: 
 
-Considering a new approach to the deregistration process for foreign 
private issuers;  
-Finalizing the proposed amendment that would allow foreign private 
issuers that are converting to accounting standards issued by the 
International Accounting Standards Board for the first time to reconcile 
their financial statements to U.S. GAAP for only two years, rather than 
three; and 
-Considering delaying the effective date of the internal control over 
financial reporting requirements for non-U.S. companies (the current 
date is for registrants with fiscal years ending on or after July 15, 
2005).  
Click here for the full text of the speech. 
 
SEC issues Frequently Asked Questions Document on the 
Application of Revised Rules on Auditor Independence 
The SEC has issued a Frequently Asked Questions (FAQs) document 
on auditor independence. The SEC has received questions regarding 
the implementation and interpretation of the Commission’s Rules on 
Auditor Independence, most recently relating to the Commission's 
Rules on Strengthening the Commission's Requirements Regarding 
Auditor Independence (Release No. 33-8183, January 28, 2003). This 
FAQ document updates, combines and reorganizes questions from the 
prior versions on January 16, 2001 and August 13, 2003. This 

http://www.fasb.org/
http://www.fasb.org/
http://www.aicpa.org/download/belt/2004_0927_IPTF_HLs.pdf
http://www.sec.gov/news/press/2004-172.htm
http://www.sec.gov/news/speech/spch012505whd.htm
http://www.sec.gov/rules/final/33-8183.htm
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document addresses new questions regarding audit partner and 
partner rotation issues, which include partner rotation issues when a 
registered public accounting firm "out grows" its small firm exemption, 
partner services that are not considered as part of "time-off" from a 
client, audit partner rotation rules for the audits of subsidiaries and 
equity method investees, and audit partner rotation rules for the 
internal control partner. In addition to partner rotation issues, new 
questions clarify that the auditor independence rules apply to all 
audited financial statements except those required by Rule 3-05 and 3-
14 of Regulation S-X, and Item 310 (c) and (e) of Regulation S-B. In 
addition, the FAQ reinforces the view of the SEC staff that an 
accountant is not independent if an indemnity agreement, as defined, 
exists between the accountant and a registrant. Caution should be 
exercised because engagement letters may contain indemnity wording, 
which is problematic. Click here to access the full text of the FAQ.  
 
SEC and PCAOB issues Frequently Asked Questions 
Document on Exemptive Order on Management’s Report 
on Internal Control over Financial Reporting and Related 
Auditor Report  
On January 21, 2005, both the SEC and the PCAOB issued documents 
in the form of FAQ’s regarding the Exemptive Order on Management’s 
Report on Internal Control over Financial Reporting and Related 
Auditor Report (Release No. 34-50754, Order Under Section 36 of the 
Securities Exchange Act of 1934 Granting an Exemption from 
Specified Provisions of Exchange Act Rules 13a-1 and 15d-1). Click 
here to access the full text of the SEC FAQ and click here to access 
the full text of the PCAOB FAQ. 
 
SEC’s Division Of Corporation Finance Updates 
Accounting and Disclosure Guidance  
The Division of Corporation Finance (DCF) of the SEC periodically 
updates its guidance on Current Accounting and Disclosure Issues 
(“outline”).  While the staff of the DCF cautions that the guidance in the 
outline does not necessarily reflect the views of the Commission, the 
Commissioners, or other members of the SEC staff, preparers of 
financial statements will find the outline a useful tool in determining the 
accounting and disclosure concerns of the SEC.  The most recent 
update of the outline is dated November 30, 2004, and was released 
on December 28, 2004.  Click here to access the full text of the 
update.  
 
SEC issues Final Rule on Asset-Backed Securities 
On December 22, 2004, the SEC approved new and amended rules for 
the registration, reporting, and disclosure requirements for asset-
backed securities under the Securities Act of 1933 and the Securities 
and Exchange Act of 1934. The SEC believes that the final rules and 
forms will accomplish the following: (1) update and clarify the 
registration requirements for asset-based securities offerings, including 
expanding the types of asset-based securities that may be offered in 
delayed offerings (e.g., Form S-3); (2) consolidate and codify existing 
interpretive positions that allow modified Exchange Act reporting that is 
more tailored and relevant to asset-based securities; (3) provide 
tailored disclosure guidance and requirements for Securities Act or 
Exchange Act filings involving asset-based securities; and (4) 
streamline and codify existing interpretive positions that permit the use 
of written communications in a registered offering of asset-based 
securities in addition to the statutory registration statement prospectus. 
The new requirements require compliance for any registered offering of 
asset-based securities commencing with an initial bona fide offer after 
December 31, 2005.  
While the SEC is generally retaining its definition of an asset-backed 
security, which has existed since 1992, the SEC is seeking input from 
constituents on whether an alternative treatment should be considered 
for similar "structured securities" that are not asset-based securities by 

definition. Comments on this concept are due 60 days after they are 
published in the Federal Register. Click here for the full text of the 
Final Rule. 
 
 

Sarbanes-Oxley Section 404 Matters

A Framework for Evaluating Control Exceptions and 
Deficiencies  
Representatives of nine public accounting firms, including Deloitte & 
Touche LLP ( or “Deloitte & Touche”), and a representative of the 
academic community, developed a suggested framework 
(“Framework”) that covers the evaluation of deficiencies in pervasive 
controls, other than information technology general controls, and helps 
consider and evaluate deficiencies in the aggregate in the context of 
the Auditing Standard No. 2, An Audit of Internal Control Over 
Financial Reporting Performed in Conjunction With an Audit of 
Financial Statements. Version three of the Framework was issued on 
December 20, 2004 and incorporates the evaluation of 
process/transaction-level and information technology general control 
exceptions and deficiencies included in previous versions of the 
Framework. The Framework is designed for the use of issuers and 
auditors. 
     
While all of the internal control assessment work has been challenging, 
a number of companies have particularly struggled with evaluating 
internal control exceptions and deficiencies. To assist in this effort, the 
Framework covers information technology general control deficiencies 
as well as incorporates the evaluation of process/transaction-level 
exceptions and deficiencies. Read more on the Framework below. 
 
Big Four Accounting Firms issue Two Resource Guides on 
Internal Control over Financial Reporting 
To assist investors – individual and institutional, small and large -- in 
understanding the new internal control reporting, Deloitte & Touche 
LLP, Ernst & Young LLP, KPMG LLP, and PricewaterhouseCoopers 
LLP have developed two resource guides to address many of the 
questions that may arise. 
  
• Internal Control Over Financial Reporting: An Investor 

Resource 
Designed as a broad overview of Section 404 of the Act, this 
brochure explains the background and rationale for the new 
reports, provides a brief description of what the new reports will 
include, and explains the meaning of control deficiencies, 
management’s report and the independent auditor’s opinion. 

• Perspectives on Internal Control Reporting: A Resource for 
Market Participants  
More detailed and in depth, this publication, in question and 
answer format, is designed for investors and other market 
intermediaries including brokers, analysts and rating agencies 
interested in additional information on specific topics related to 
internal control reporting, material weaknesses, and the potential 
marketplace implications of the new reporting. 

 
Click here to access the publications. 
 
 
Audit Matters  

AICPA Professional Ethics Executive Committee Adopts 
New Ethics Rulings on Outsourcing 
The AICPA Professional Ethics Executive Committee adopted two new 
and one revised ethics rulings that address an auditor’s responsibilities 

http://www.sec.gov/info/accountants/ocafaqaudind121304.htm
http://www.sec.gov/divisions/corpfin/faq012105.htm
http://www.sec.gov/divisions/corpfin/faq012105.htm
http://www.pcaobus.com/Standards/Staff_Questions_and_Answers/Auditing_Internal_Control_over_Financial_Reporting_2005-01-21.pdf
http://www.sec.gov/divisions/corpfin/acctdisnov2004.htm
http://www.sec.gov/rules/final/33-8518.htm
http://www.s-oxinternalcontrolinfo.com/
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when outsourcing services to third-party service providers. The new 
standards would apply to all independent contractors used by the firm. 
The new ethics ruling under Rule 102, Integrity and Objectivity, 
requires that, prior to sharing confidential client information with the 
service provider, an auditor inform the client, preferably in writing, that 
he or she may be using a third-party service provider when providing 
professional services to the client.  
 
In addition, an auditing firm is required to enter into a contractual 
agreement with the third-party service provider to maintain the 
confidentiality of the client's information, and to "be reasonably 
assured" that the service provider has appropriate procedures in place 
to prevent the unauthorized release of confidential client information. 
The new ethics requirements on outsourcing are effective for all 
professional services performed on or after July 1, 2005, except for 
professional services performed pursuant to agreements in existence 
on June 30, 2005 that are completed by December 31, 2005. Click 
here for the full text of the Rulings. 
 
 

Miscellaneous 

Roadmap to Applying Interpretation 46(R)’s Consolidation 
Guidance – Second Edition 
Deloitte and Touche LLP issued the Second Edition of Roadmap to 
Applying Interpretation 46(R)’s Consolidation Guidance.  The Second 
Edition includes over 40 new questions and answers to our earlier 
guidance. The number of questions and answers about the 
Interpretation is growing as preparers encounter new arrangements 
and more topics are fleshed out and resolved in practice. The new 
interpretative guidance in the Second Edition includes the following 
topics (among others): 
 
• Implied variable interests,  
• Determining whether or not an entity is a variable interest entity,  

methodologies used to allocate expected losses and expected 
residual returns,  

• How to consider interests held by related parties in determining 
which party should consolidate a variable interest entity, and  

• Consolidation procedures for intercompany eliminations.   
 
Refer to the “What’s New in the Second Edition?” section of the 
document to view the changes since the First Edition was released on 
February 20, 2004. Click here to access the document. 
 
Deloitte issues US GAAP Compliance Checklist and issues 
Checklist for Annual Report on SEC Form 10-K 
Deloitte & Touche LLP revised US GAAP Compliance checklist to 
reflect pronouncements issued through December 1, 2004 and 
Emerging Issues Task Force (EITF) Issues through the EITF meeting 
of November 17 and 18, 2004, and replaces the checklist issued in 
November 2004. In addition, Deloitte & Touche LLP issued a Checklist 
for Annual Report on Form 10-K.  
 
Click here to access the US GAAP Compliance checklist and click here 
to access the checklist on Form 10-K. Both checklists are appropriate 
for external distribution, including to our audit clients. To obtain your 
copy of the checklists please contact your Deloitte professional. 
 
 

Webcasts  

Share-Based Payment Transactions: Critical Implications 
of FASB 123(R) 
Accounting Standards and Communications group of Deloitte & 
Touche LLP presented this web conference on January 5, 2005. The 
following topics were discussed: 
 
• Measurement and valuation issues.  
• Timing of expense recognition.  
• Accounting for modifications.  
• Income tax accounting.  
• Effective dates.  
• Transition methods.  
 
Click here to access the playback of the webcast. 
 
Quarterly Accounting Roundup: An Update of Important 
Developments  
On December 16, 2004, the Accounting Standards and 
Communications group of Deloitte & Touche LLP presented the 
webcast, which provides an overview of the latest accounting and 
disclosure requirements that occurred during the fourth quarter of 
2004, in particular: 
 
• Final standards expected to be issued in the fourth quarter, 

including share-based payments and interpretation of statement 
143.  

• SEC developments that may impact disclosure requirements in 
upcoming 10-Ks.  

• Exposure drafts expected to become effective in first-quarter fiscal 
2005, including fair value measurement and servicing rights. 

 
Click here to access the playback of the webcast. 
 
 
Recent Deloitte Publications 

Below is a list of Deloitte publications about the most 
recent rule proposals and legislative actions. 

 Under Control, Guidance for Sustaining Compliance with 
Sarbanes-Oxley Section 404
 
This publication is created for accelerated filers who have completed 
(or nearly completed) year one work. Based on the Sustained 
Compliance Solution Framework, it draws heavily on Deloitte’s field 
experience with over 1,000 Sarbanes-Oxley related engagements and 
discusses essential characteristics of sustainability and analyzes 
critical shortcomings that many companies experienced in their first-
year efforts. 
 

 A Framework for Evaluating Control Exceptions and 
Deficiencies
 
See discussion “A Framework for Evaluating Control Exceptions and 
Deficiencies” above  
 

 Accounting Roundup 4th Quarter in Review - 2004
 

 Accounting Roundup: December 23, 2004
 

http://www.aicpa.org/members/div/ethics/2004_1028_outsourcing.htm
http://www.aicpa.org/members/div/ethics/2004_1028_outsourcing.htm
http://www.deloitte.com/dtt/cda/doc/content/us_assur_RoadmapInt46RSecondEdition.pdf
https://www.deloitteaudit.com/Content/1/d9532703-e691-4748-8b74-07d75830fc56.htm
https://deloitteaudit/Content/1/fc40a532-aa31-4f2f-ac1f-f3aecfa8c854.htm
http://event.on24.com/eventRegistration/prereg/register.jsp?clientid=404&eventid=10120&sessionid=1&key=986AB57F37E9FC92E32726931706739F
http://event.on24.com/eventRegistration/prereg/register.jsp?clientid=404&eventid=9874&sessionid=1&key=B9B7E54C219B244E8B0D9BDFFABA77E2
http://www.deloitte.com/dtt/cda/doc/content/UnderControl(1).pdf
http://www.deloitte.com/dtt/cda/doc/content/UnderControl(1).pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_Framework-Version3(1).pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_Framework-Version3(1).pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_AccountingRoundup4thQuarter(7).pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_December23_2004_AccountingRoundup.pdf
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 2005 Global Powers of Retailing
 
This report identifies the 250 largest retailers around the world and 
provides economic, demographic and industry insights on trends in the 
global marketplace. The report also contains an analysis of retail stock 
performance and a discussion of the major issues facing retailers 
today. 
 

 Useful Resources for Non-U.S. Companies Offering 
Securities
 

 Audit Committee Brief: January 2004
The January 2004 edition includes: 
• An overview of the new NYSE and NASDAQ Corporate 

Governance Listing Standards 
• Information on the AICPA's recently published Audit Committee 

Toolkit 
• An overview of our recently issued booklet: Pension Accounting: 

An Executive Guide to the Fundamentals and the Changing 
Landscape 

• A summary of the PCAOB's proposed auditing standard 
addressing the Sarbanes-Oxley Act Section 404 attestation 

• An introduction to Meeting the Street: A Discussion of Earnings 
and Other Guidance Provided to Investors, which we recently 
published in conjunction with Financial Executive Research 
Foundation 

• A discussion regarding emerging practices in board education 
• Legislative and regulatory highlights and outlook 
 

 Heads Up: Vol. 11 Issue 10. 1•2•3(R)eady, Set, Go 
Fair Value Accounting for Stock Options!
 

 Heads Up: Vol.11, Issue 9.  Accounting Highlights of the 
AICPA’s December 6-8, 2004 SEC & PCAOB Conference
 

 Audit Committee Brief: November 2004

This brief presents a review of key regulatory, technical and 
professional developments in corporate governance and accounting in 
this Deloitte’s quarterly newsletter, Audit Committee Brief. 

 EITF Roundup: November 2004

 Accounting Roundup, November 24, 2004

 Accounting Roundup, November 1, 2004

 Head Up: Vol. 11, Issue 8. Well, Isn’t That Special? FASB 
Staff Proposes Accounting Guidance in Response to the New 
Tax Act

 Heads Up: Vol.11, Issue 7. Bringing Home the Bacon! New 
Tax Act Stimulates Repatriation of Earnings, Offers Tax 
Breaks to U.S. Manufacturers 

 Beyond 404: Responding to COSO's New Enterprise Risk 
Management Framework

Since 1991, the Internal Control-Integrated Framework has been an 
accepted U.S. authority for corporate internal control. Issued that year 
by the Committee of Sponsoring Organizations of the Treadway 
Commission (COSO), the framework presented five interrelated 
components necessary for effective internal control. This paper will 

answer questions such as: (1) how is the new framework different than 
the COSO internal control mode? (2) Why should you be concerned 
with this? (3) What should you do differently than you are doing now? 
(4) What steps should you take to adopt the new COSO framework?  

 Boards under Fire

Among the possible routes to improved corporate governance, 
enhancing board and committee education is preferred. For firms 
looking to follow this path, several questions arise. What topics should 
board education programs cover? The next issue is whether the 
program should be live or computer-based. Should educational 
programs be public seminars or restricted to one company only? 
Finally, you need to ask whether the company should have separate 
programs for each board committee. The critical concern is to get the 
board education program off the ground – soon. Improved governance 
and enhanced competitiveness await those who act decisively. 

 Accounting Roundup, October 4, 2004

 Accounting Roundup: September 10, 2004  

 Accounting Roundup: Third Quarter in Review

 The New Landscape: SAS 70 in the Sarbanes-Oxley Era

This publication explains how the current environment has placed 
focus on Statement of Auditing Standards No. 70 (SAS 70) reports and 
what steps are needed to assess the effectiveness of internal control 
over financial reporting. Companies receiving third-party services that 
directly impact financial reporting controls or internal control 
environment activities are required to provide evidence that controls 
are in place both within the third-party provider and between the two 
organizations. 

 Avoiding Stumbles on the Path to Sarbanes-Oxley Section 
404 Compliance

Deloitte & Touche LLP has identified ten challenges that you should 
highlight on your compliance trail map as you keep your section 404 
projects on track. When engaged in an ambitious effort such as 
Sarbanes-Oxley Section 404 compliance projects, many people have a 
tendency to quicken their pace once the long-sought goal finally comes 
into view. But this urge to accelerate on the final approach, while 
understandable, should be resisted, as explained in this publication.  

 IAS Plus Website -
The International Accounting Standards Board recently revised several 
pronouncements, such as IAS 1, 2, 3, 8, 10, 16, 17, 24, 28, 32, 33, 39 
and 40.  Deloitte’s IAS Plus website discusses these revisions as well 
as other current and future developments in the International Financial 
Reporting Standards (IFRS) environment.  

 E-learning training materials for International Financial 
Reporting Standards 
Deloitte is pleased to make available e-learning training materials for 
IFRS free of charge.  Click here to Access Deloitte's IFRS e-Learning 
Material. Content on the following standards is now available: IAS 1, 
IAS 2, IAS 7, IAS 8, IAS 10, IAS 11, IAS 14, IAS 16, IAS 17, IAS 18, 
IAS 21, IAS 27, IAS 28, IAS 31, IAS 34, IAS 37, IAS 40, IAS 41, and 
the Framework for the Preparation and Presentation of Financial 
Statements. Modules on the remaining standards are currently being 
developed and will be released in phases throughout 2004. 

http://www.deloitte.com/dtt/cda/doc/content/US_CB_GlobalPowers2005.pdf
http://www.deloitte.com/dtt/article/0,1002,sid%253D2003%2526cid%253D3610,00.html
http://www.deloitte.com/dtt/article/0,1002,sid%253D2003%2526cid%253D3610,00.html
http://www.deloitte.com/dtt/cda/doc/content/us_assur_acbrief_january.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_HeadsUpShareBasedPayment.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_HeadsUpShareBasedPayment.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_HeadsUpAICPAConferenceonSEC&PCAOBDevelopments.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_HeadsUpAICPAConferenceonSEC&PCAOBDevelopments.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_acbrief_nov1123(1).pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_November2004EITFRoundup(1).pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_November242004AccountingRoundup.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_November12004AccountingRoundup.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_November19Headsup.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_HeadsUpNewTaxAct(2).pdf
http://www.deloitte.com/dtt/cda/doc/content/us_ers_COSOerm.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_ers_COSOerm.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_Deloitte Special Feature(1).pdf
http://www.deloitte.com/dtt/newsletter/0,1012,sid%253D2002%2526cid%253D61774,00.html
http://www.deloitte.com/dtt/newsletter/0,1012,sid%253D2002%2526cid%253D59719,00.html
http://www.deloitte.com/dtt/newsletter/0,1012,sid%253D2002%2526cid%253D62693,00.html
http://www.deloitte.com/dtt/article/0,1002,sid%253D2002%2526cid%253D63021,00.html
http://www.deloitte.com/dtt/article/0,1002,sid=2002&cid=61234,00.html
http://www.deloitte.com/dtt/article/0,1002,sid=2002&cid=61234,00.html
http://www.iasplus.com/
http://212.135.140.61/
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6  continued on next page. 

Other useful publications can be obtained on Deloitte’s website – Click 
here

Back to top

*     *    * 

http://www.deloitte.com/vs/0%2C1616%2Csid%25253D2000%2C00.html
http://www.deloitte.com/vs/0%2C1616%2Csid%25253D2000%2C00.html
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GAAP Matters 

FASB Issues Statement No. 123 (revised 2004), Share-
Based Payment 
FASB issued Statement 123 (revised 2004) requires compensation 
costs related to share-based payment transactions to be recognized in 
the financial statements. The same guidance applies to nonpublic 
companies, which should make every effort to value their share-based 
payment awards at fair value. However, the FASB acknowledges there 
may be instances when it is not reasonably practicable to estimate fair 
value. The expected volatility assumption is the biggest challenge since 
a nonpublic company’s shares are not traded in a public market. In 
these cases, nonpublic companies may substitute the historical 
volatility of an appropriate industry sector index, in lieu of actual 
expected volatility. In addition, nonpublic companies may make a policy 
decision to measure liabilities at intrinsic value rather than fair value. 
 
For public entities (other than small business issuers) the Statement is 
effective as of the first interim or annual reporting period that begins 
after June 15, 2005.  
 
The revised standard affects neither the accounting for share-based 
payment transactions with nonemployees nor the accounting for 
employee stock ownership plans (ESOPs). However, the FASB will 
reconsider ESOPs and non-employee transactions in a second phase 
of the equity-based compensation project. Until then, preparers should 
follow the non-employee guidance that has been carried forward in 
Statement 123(R) and EITF Issue 96-18. 
 
 
Transition 
Public companies, including small business issuers, are required to 
apply this standard on a modified prospective method. Under this 
method, a company records compensation expense for all awards it 
grants after the date it adopts the standard. 
In addition, the company is required to record compensation expense 
(as previous awards continue to vest) for the unvested portion of 
previously granted awards that remain outstanding at the date of 
adoption.  
 
In addition, these companies may elect to adopt Statement 123(R) by 
restating previously issued financial statements, basing the amounts on 
the expense previously calculated and reported in their pro forma 
footnote disclosures that had been required by Statement 123 (this 
approach constitutes the modified retrospective method). 
 
Please note that special transition provisions apply to awards that are 
classified outside of equity as liabilities (i.e., cash-settled stock 
appreciation rights).  
 
Public entities that file as small business issuers and non-public entities 
have special provisions as to the effective dates and transition.  
 
Public entities that file as small business issuers and non-public entities 
have special provisions as to the effective dates and transition.  
Click here to access the full text of the Statement and the FAQ.  Click 
here to access Heads Up on Fair Value Accounting for Stock Options. 

 
Back to top
 
Sarbanes-Oxley Section 404 Matters 

A Framework for Evaluating Control Exceptions and 
Deficiencies  
This paper should be read in conjunction with Auditing Standard No. 2, 
An Audit of Internal Control Over Financial Reporting Performed in 
Conjunction With an Audit of Financial Statements (AS 2), especially 
the definitions in paragraphs 8 through 10, the section on evaluating 
deficiencies in paragraphs 130 through 141, the examples of significant 
deficiencies and material weaknesses in Appendix D, and the 
Background and Basis for Conclusions in Appendix E. The Framework 
is not a substitute for AS 2 and other relevant professional literature. 
 
The Framework represents a thought process that will require 
significant judgment. The objective of the Framework is to assist 
knowledgeable and experienced individuals in evaluating deficiencies 
in a consistent manner. The mere mechanical application of this 
Framework will not, in and of itself, necessarily lead to an appropriate 
conclusion. Because of the need to apply judgment and to consider 
and weigh quantitative and qualitative factors, different individuals 
evaluating similar fact patterns may reach different conclusions. 
 
The Framework recognizes the requirement in AS 2 to consider 
likelihood and magnitude in evaluating deficiencies. It also recognizes 
that AS 2.136 states: 
 
• In evaluating the magnitude of the potential misstatement, the 

auditor should recognize that the maximum amount that an 
account balance or total of transactions can be overstated is 
generally the recorded amount. However, the recorded amount is 
not a limitation on the amount of potential understatement. The 
auditor also should recognize that the risk of misstatement might 
be different for the maximum possible misstatement than for 
lesser possible amounts. 

 
The Framework applies these concepts through the evaluation of a 
combination of magnitude and likelihood. Because of the wide variety 
of control types, population characteristics, and test exception 
implications, the group did not undertake to develop a purely 
quantitative model. Instead, the Framework considers quantitative and 
qualitative factors. 
 
This paper does not address the determination of materiality. 
Reference, in that regard, should be made to AS 2.23, which states: 
 
• The same conceptual definition of materiality that applies to 

financial reporting applies to information on internal control over 
financial reporting, including the relevance of both quantitative 
and qualitative considerations.* 

 
• The quantitative considerations are essentially the same as 

in an audit of financial statement s and relate to whether 
misstatements that would not be prevented or detected by 
internal control over financial reporting, individually or 
collectively, have a quantitatively material effect on the 
financial statements. 

 
• The qualitative considerations apply to evaluating materiality 

with respect to the financial statements and to additional 
factors that relate to the perceived needs of reasonable 
persons who will rely on the information. AS 2.6 describes 
some qualitative considerations. 

 

http://www.fasb.org/
http://www.deloitte.com/dtt/cda/doc/content/us_assur_HeadsUpShareBasedPayment.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_HeadsUpShareBasedPayment.pdf


Global Offerings Services Newsletter                                     January 2005 
                      
   

 
As used in this document, the term “Deloitte” includes Deloitte & Touche LLP, Deloitte Consulting LLP, and subsidiaries. 

 
8  continued on next page. 

*AU sec. 312, Audit Risk and Materiality in Conducting and Audit, 
provides additional explanation of materiality. 
Click here to access the full text of the Framework. 
 
Back to top

*     *    * 

http://deloitte.com/dtt/cda/doc/content/us_assur_Framework-Version3(1).pdf
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What is and How to Subscribe DART? 

 
Deloitte makes available, on a subscription basis, its online library of 
accounting and financial disclosure literature. Called the Deloitte 
Accounting Research Tool (DART). The library includes material from 
the FASB, the EITF, the AICPA, the SEC, and the IASB, in addition to 
Deloitte's own accounting manual and other interpretative accounting 
guidance. 
Updated every business day, DART has an intuitive design and 
navigation system, which, together with its powerful search features, 
enables users to quickly locate information anytime, from any 
computer. Additionally, DART subscribers receive periodic e-mails 
highlighting recent additions to the DART library. 

The fee for a subscription to the DART is $1,500 per person per year 
plus applicable sales tax. You can subscribe to the DART on-line and 
pay using any of the following credit cards: American Express, Diners 
Club, Master Card, or Visa. You can also subscribe to DART by calling 
1-800-877-0145. 

 

 
For more information, including subscription details and an online 
DART demonstration, visit: http://www.deloitte.com/us/dart

 
 
 
 
 
 
 
 
 
 
 
 
 
 
This document is intended for non-US based companies and can be distributed 
externally to clients and prospective clients. 
 

Deloitte & Touche LLP is not, 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 business. Before making any decision or taking any action that may 
affect your business, you should consult a qualified professional advisor. Deloitte 
& Touche LLP shall not be responsible for any loss sustained by any person who 
relies on this publication 
 
 
 
 
 
 
 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

 
 
 
 
 
 
 

http://www.deloitte.com/us/dart
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