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STOP PRESS: The SEC has issued a press release announcing 
Staff Accounting Bulletin (SAB) No. 108 which considers the 
effects of prior year misstatement in quantifying current year 
misstatements. The new SAB states that registrants should use 
both a balance sheet (iron curtain) approach and an income 
statement (rollover) approach when quantifying and evaluating 
the materiality of a misstatement.  Further details will follow in 
next month’s newsletter. 

 

 
 
GAAP Matters 
 
FIN 48 on Accounting for Uncertainty in Income Taxes – 
an Interpretation of FASB 109  

Global Offerings Services (GOs) comprises a global team of 
practitioners assisting non-US companies and non-US practice office 
engagement teams in applying US and International accounting 
standards (i.e., US GAAP and IFRS) and in complying with the 
SEC's financial reporting rules.  For more information please contact 
the GOs Center leader nearest you. 

New York – Joel Osnoss 
+1 (212) 436 3352 

Hong Kong – Jay Harrison 
+852 2852 6337 

London – Donna Ward 
+44 (20) 7007 0902 

Madrid – Manuel Arranz 
+34 (91) 514 2072 

Mexico – Bill Biese 
+52 (55) 5080 6197 

Paris – Don Andrade 
+33 (1) 4088 2508 

Sao Paulo – Bruce Mescher 
+55 (11) 5186 1261 

Toronto – Rod Barr 
+1 (416) 874 3630 

Deloitte periodically publishes Accounting Roundup. Click here to 
access the published editions. 

 
The FASB has issued FIN 48, Accounting for Uncertainty in Income 
Taxes – an interpretation of FASB 109 to clarify the accounting for 
uncertainty in income taxes recognized in an enterprise’s financial 
statements in accordance with FASB Statement No. 109, Accounting 
for Income Taxes. This Interpretation prescribes a recognition 
threshold and measurement attribute for the financial statement 
recognition and measurement of a tax position taken or expected to 
be taken in a tax return. This Interpretation also provides guidance on 
derecognition, classification, interest and penalties, accounting in 
interim periods, disclosure, and transition.  
 
The evaluation of a tax position in accordance with this Interpretation 
is a two-step process. The first step is recognition: The enterprise 
determines whether it is more likely than not that a tax position will be 
sustained upon examination, including resolution of any related 
appeals or litigation processes, based on the technical merits of the 
position. In evaluating whether a tax position has met the more-likely-
than-not recognition threshold, the enterprise should presume that the 
position will be examined by the appropriate taxing authority that has 
full knowledge of all relevant information. The second step is 
measurement: A tax position that meets the more-likely-than-not 
recognition threshold is measured to determine the amount of benefit 
to recognize in the financial statements. The tax position is measured 
at the largest amount of benefit that is greater than 50 percent likely of 
being realized upon ultimate settlement. 
 
Tax positions that previously failed to meet the more-likely-than-not 
recognition threshold should be recognized in the first subsequent 
financial reporting period in which that threshold is met. Previously 
recognized tax positions that no longer meet the more-likely-than-not 
recognition threshold should be derecognized in the first subsequent 
financial reporting period in which that threshold is no longer met. Use 
of a valuation allowance as described in Statement 109 is not an 
appropriate substitute for derecognition of a tax position. The 
requirement to assess the need for a valuation allowance for deferred 
tax assets based on the sufficiency of future taxable income is 
unchanged by this Interpretation. 
 
This Interpretation is effective for fiscal years beginning after 
December 15, 2006. Earlier application of the provisions of this 
Interpretation is encouraged if the enterprise has not yet issued 
financial statements, including interim financial statements, in the 
period this Interpretation is adopted. 
 
Click here to access the text of this Interpretation. 
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FASB Issues Final FSP That Requires Recalculation of 
Leveraged Leases for Changes or Projected Changes in 
the Timing of Income Tax-Related Cash Flows 
 
On July 13, 2006 the FASB issued the final FASB Staff Position 
(FSP), FAS 13-2 a, Accounting for a Change or Projected Change in 
the Timing of Cash Flows Relating to Income Taxes Generated by a 
Leveraged Lease Transaction. This FSP addresses how a change or 
projected change in the timing of cash flows relating to income taxes 
generated by a leveraged lease transaction affects the accounting by 
a lessor for that lease.  This FSP provides that the timing of the 
recognition of net income from a leveraged lease will change if there 
is a change in the timing of income-tax related cash flows generated 
by the lease. The guidance in this FSP amends FASB Statement No. 
13, Accounting for Leases to require a lessor in a leveraged lease 
transaction to recalculate the leveraged lease for the effects of a 
change or projected change in the timing of cash flows relating to 
income taxes that are generated by the leveraged lease.  
 
The guidance in this FSP provides that the timing of the cash flows 
relating to income taxes generated by a leveraged lease is an 
important assumption that affects the periodic income recognized by 
the lessor for that lease. Therefore, a change or projected change in 
the timing of cash flows relating to income taxes generated by a 
leveraged lease shall be accounted for in accordance with the 
guidance in paragraph 46 of Statement 13. That is, the projected 
timing of income tax cash flows generated by a leveraged lease 
transaction shall be reviewed annually or more frequently if events or 
changes in circumstances indicate that a change in timing has 
occurred or is projected to occur.  If, during the lease term, the 
projected timing of the income tax cash flows generated by a 
leveraged lease is revised, the rate of return and the allocation of 
income to positive investment years shall be recalculated from the 
inception of the lease following the method described in paragraph 44 
of Statement 13. The lessor shall update all assumptions used to 
calculate total and periodic income when the lessor is performing a 
recalculation of the leveraged lease.  The recalculation shall include 
actual cash flows up to the date of the recalculation and projected 
cash flows following the date of recalculation.  If the lessor expects to 
enter into a settlement with a taxing authority, the cash flows following 
the date of recalculation shall include projected cash flows between 
the date of the recalculation and the date of any projected settlement 
and a projected settlement amount at the date of the projected 
settlement.  The recalculation shall not include interest or penalties in 
the cash flows from the leveraged lease. 
 
For purposes of applying this FSP, advance payments and deposits 
made with a taxing authority shall not be considered an actual cash 
flow of the leveraged lease; rather, those payments and deposits shall 
be included in the projected settlement amount.  The accounts 
constituting the net investment balance shall be adjusted to conform 
to the recalculated balances, and the change in the net investment 
shall be recognized as a gain or loss in the year in which the 
assumption is changed.  The pretax gain or loss recognized shall be 
included in income from continuing operations before income taxes in 
the same line item in which leveraged lease income is recognized.  
The tax effect of the recognized gain or loss shall be included in the 
income tax line item.    
 
The guidance in this FSP applies only to changes or projected 
changes in the timing of income taxes that are directly related to the 
leveraged lease transaction. For example, a change in timing as a 
result of (a) an interpretation of the tax law, (b) a change in the 
lessor’s assessment of the likelihood of prevailing in a challenge by 
the taxing authority, or (c) a change in the lessor’s expectations about 
settlement with the taxing authority that will change the timing or 
projected timing of the tax benefits generated by a leveraged lease 
would require a recalculation because that change in timing is directly 
related to that lease.  
 
The guidance in this FSP shall be applied to fiscal years beginning 
after December 15, 2006.  Earlier application is permitted as of the 
beginning of an entity’s fiscal year, provided that the entity has not yet 
issued financial statements, including financial statements for any 

interim period, for that fiscal year. Only tax positions that meet the 
more-likely-than-not recognition threshold at the date of adoption of 
this FSP shall be reflected in the financial statements. In addition, all 
recognized tax positions in a leveraged lease must be measured in 
accordance with FIN 48, Accounting for Uncertainty in Income Taxes 
– an interpretation of FASB 109 at the date of adoption of this FSP. If, 
at the date of adoption, the application of FIN 48 causes a change in 
the recognition or measurement of the tax position, that change shall 
be considered a change of an important assumption as of the date of 
adoption of the FSP. The cumulative effect of applying the provisions 
of this FSP shall be reported as an adjustment to the beginning 
balance of retained earnings as of the beginning of the period in 
which this FSP is adopted.  
 
Click here to access the text of this FSP. 
 
EITF 06-1 on Accounting for Consideration Given by a 
Service Provider to Manufacturers or Resellers of 
Equipment Necessary for an End-Customer to Receive 
Service from the Service Provider 
 
A vendor (service provider) may provide services that require its 
customers to purchase special equipment. That equipment may be 
manufactured, distributed, and sold through a third party manufacturer 
(including producers of components used by the manufacturer – such 
as manufacturers of computer chips) and retailers/resellers of the 
equipment without the direct involvement of the service provider (that 
is, the service provider does not manufacture or purchase and directly 
sell the required equipment to the purchasers of its services but, 
rather, relies on other enterprises to conduct those activities). If the 
retail price of the specialty equipment is cost prohibitive to the end 
customer, a service provider may provide certain incentives to reduce 
the cost of the equipment to stimulate end customer demand for the 
equipment and, accordingly, the service provider's service. The issue 
is whether the provisions of EITF Issue No. 01-9, Accounting for 
Consideration Given by a Vendor to a Customer (Including a Reseller 
of the Vendor's Products), should be applied to payments made by a 
service provider to manufacturers and/or retailers/resellers of 
specialized equipment that is necessary for a customer to receive a 
service from the service provider when the manufacturers and/or 
retailers/resellers of that equipment are not involved in the service 
provider's distribution chain. 
 
In its June 15, 2006 meeting, the EITF reached a tentative conclusion 
that the service provider should characterize the consideration it 
provides to a third-party manufacturer or reseller (that is not a 
customer of the service provider) based on the form of the 
consideration directed to be provided to the service provider's 
customer. If the form of the consideration is stipulated to be anything 
other than "cash," then the form of consideration should be 
characterized as "other than cash" for purposes of applying Issue 01-
9. If the service provider does not ultimately control the form of the 
consideration provided to the service provider's customer, then the 
form of the consideration should be characterized as "other than 
cash" for purposes of applying Issue 01-9. If the consideration given 
by a service provider can be linked contractually to the benefit 
received by the service provider's customer, it is in substance the 
same as consideration given to a service provider's customer. The 
EITF also reached a tentative conclusion that when the equipment is 
necessary for the service provider's customer to receive a service 
from the service provider and the consideration can be linked to the 
benefit received by the service provider's customer, that consideration 
should be accounted for in accordance with the model in Issue 01-9.  
 
The FASB ratified the tentative conclusion at its June 28, 2006 
meeting. The tentative conclusion has been exposed for a 30-day 
comment period. Final FASB ratification is expected in September 
2006. 
 
This consensus would affect specialized service providers, such as 
certain cell phone or satellite media companies that provide 
consideration to manufacturers or resellers of the equipment 
necessary for the end-customers to utilize their services. 
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The consensus would be effective for the first annual reporting period 
beginning after June 15, 2007. Entities would recognize the effects of 
applying the consensus as a change in accounting principle through 
retrospective application to all prior periods 
 
Click here to access the text of draft abstract of the Issue. 
 
EITF 06-4 on Accounting for Deferred Compensation and 
Postretirement Benefit Aspects of Endorsement Split-
Dollar Life Insurance Arrangements 
 
Companies purchase life insurance for various reasons that may 
include protecting against the loss of "key" employees, funding 
deferred compensation and postretirement benefit obligations, and 
providing an investment return. Split-dollar life insurance is an 
arrangement in which the employer and an employee split the 
premiums and share the cash surrender value and/or death benefits 
of the insurance policy. For example, the employer and employee 
may share the cost of the premiums, or the employer may pay all of 
the premiums, and at the death of the insured employee, the 
proceeds of the policy are split between the employer and the 
employee's estate or beneficiaries. The issue is what the employer's 
accounting should be for the deferred compensation or postretirement 
benefit aspects of split-dollar life insurance arrangements. 
 
At its June 15, 2006 meeting, the EITF reached a tentative conclusion 
that for a split-dollar life insurance arrangement that is in substance 
an endorsement type of policy, an employer should recognize a 
liability for future benefits in accordance with FASB Statement No. 
106, Employers’ Accounting for Postretirement Benefits Other Than 
Pensions, or APB Opinion No. 12, Omnibus Opinion - 1967, 
(depending on whether a substantive plan is deemed to exist) based 
on the substantive agreement with the employee.  
The FASB ratified the tentative conclusion at its June 28, 2006 
meeting. The tentative conclusion has been exposed for a 30-day 
comment period. Final FASB ratification is expected in September 
2006. The EITF requested the FASB staff to research whether the 
tentative conclusion should apply also to collateral split-dollar life 
insurance arrangements. The EITF Agenda Committee will consider 
adding an issue to the agenda based on the research results. 
 
The consensus would be effective for fiscal years beginning after 
December 15, 2006. Entities would recognize the effects of applying 
the consensus as a change in accounting principle through a 
cumulative-effect adjustment to retained earnings. Retrospective 
application to all prior periods would be allowed, but not required. 
 
Click here to access the text of draft abstract of the Issue. 
 
EITF 06-5 on Accounting for Purchases of Life Insurance -
Determining the Amount That Could Be Realized in 
Accordance with FASB Technical Bulletin No. 85-4, 
Accounting for Purchases of Life Insurance 
 
Under some insurance contracts, the holder of the policies is provided 
with an amount that upon surrender is greater if all individual policies 
are surrendered at the same time rather than if the policies were 
surrendered over a period of time. Generally, these types of contracts 
are either (a) multiple individual policies with a separate rider 
agreement that provides for the waiver of certain charges upon 
surrender of an individual policy, so long as all of the individual 
policies are terminated at the same time, or (b) a group life policy that 
has multiple certificates (individual life insurance for multiple 
employees). When structured as a group life policy, each insurance 
certificate, when terminated, provides for a stated cash surrender 
value with no termination charge. However, upon termination of the 
group life policy (which would terminate all of the remaining 
certificates), an additional value is provided to the purchaser if certain 
conditions are met. The issue is whether an entity should consider the 
contractual ability to surrender all of the individual-life policies (or 
certificates under a group life policy) together when determining the 
amount that could be realized in accordance with TB 85-4, and 

whether a guarantee of the additional value associated with the group 
life policy affects that determination. 
 
At its June 15, 2006 meeting, the EITF reached a tentative conclusion 
that a policyholder should consider any additional amounts included in 
the contractual terms of the insurance policy in determining the 
"amount that could be realized under the insurance contract." The 
EITF agreed that contractual limitations should be considered when 
determining the realizable amounts. Those amounts that are 
recoverable by the policyholder at the discretion of the insurance 
company should be excluded from the amount that could be realized. 
The EITF also agreed that recoverable amounts that are long term in 
nature may need to be recognized at their present value depending 
on the nature of the arrangement. Those amounts should be 
determined by an entity at the individual-life-policy (or certificates in a 
group policy) level and should also include any amount that is realized 
by the policyholder upon the assumed surrender of the final policy.  
 
The consensus would be effective for fiscal years beginning after 
December 15, 2006. Entities would recognize the effects of applying 
the consensus as a change in accounting principle through a 
cumulative-effect adjustment to retained earnings. Retrospective 
application to all prior periods would be allowed, but not required. 
 
Click here to access the text of draft abstract of the Issue. 
 
FASB Updates Guidance on Statement 133 
Implementation Issues 
 
Click here to access the derivative compilation of all subsequent 
changes made to the guidance in the February 10, 2004 edition of the 
bound certification, Accounting for Derivative Instruments and 
Hedging Activities (also referred to as the Green Book). 
 
FASB Proposes Revision to the Definition of Public Entity 
 
The FASB has issued a proposed FASB Staff Position (FSP), FAS 
126-a,"Revision to the Definition of a Public Entity to Include an 
Obligor for Conduit Debt Securities." This proposal clarifies that the 
definition of a public entity includes an entity that is an obligor for a 
conduit municipal bond. The FSP would amend APB Opinion No. 28, 
Interim Financial Reporting, FASB Statements No. 69, Disclosures 
about Oil and Gas Producing Activities, No. 109, Accounting for 
Income Taxes, No. 126, Exemption from Certain Required 
Disclosures about Financial Instruments for Certain Nonpublic 
Entities, No. 131, Disclosures about Segments of an Enterprise and 
Related Information, and No. 141, Business Combinations. 
 
The FASB is proposing that an entity that is a conduit bond obligor for 
conduit debt securities that are traded in a public market (a domestic 
or foreign stock exchange or an over-the-counter market, including 
local or regional markets) meets the definition of a public entity or 
enterprise. Further, the definition of a conduit bond obligor includes all 
individual conduit bond obligors that participate in a pooled conduit 
municipal bond. 
 
The FSP would be effective for annual periods beginning after the 
date the final FSP is posted to the FASB’s website. Entities would 
recognize the effects of applying the FSP through retrospective 
application, unless it is impracticable to do so. Comments on this 
FASB proposal are due July 31, 2006. 
 
Click here to access the text of the Proposed FSP. 
 
FASB Issues Proposal That Would Amend Statement 
123(R) 
 
The FASB has issued a proposed FSP, FAS 123(R)-f, Technical 
Corrections of FASB Statement No. 123(R). This proposal addresses 
certain technical corrections of FASB Statement No. 123(R), Share-
Based Payment. The FSP would amend (a) paragraph A240(d)(1) to 
exempt nonpublic entities from disclosing the aggregate intrinsic value 
of outstanding fully vested share options (or share units) and share 
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options expected to vest, (b) paragraph A102 of Illustration 4(b) to 
revise the computation of the minimum compensation cost that must 
be recognized to comply with paragraph 42 of Statement 123(R), and 
(c) paragraph A170 of Illustration 13(e) to indicate that at the date the 
illustrative awards were no longer probable of vesting, any previously 
recognized compensation cost should have been reversed. 
 
The provisions of the FSP would be applied in the first reporting 
period beginning after the date the final FSP is posted to the FASB 
website. If an entity did not initially apply Statement 123(R) in a 
manner consistent with the provisions of the FSP, that entity would be 
required to retrospectively apply the FSP to prior periods when those 
periods’ financial statements are included with current period financial 
statements. Earlier application is permitted in periods for which 
financial statements have not yet been issued. 
 
Comments on this proposed FSP are due September 2, 2006. 
 
Click here to access the text of the proposed FSP.  
 
FASB and IASB Publish First Draft Chapters of Joint 
Conceptual Framework  
 
On July 6, 2006, the FASB and IASB (the ‘boards’) published for 
public comment a consultative document, Conceptual Framework for 
Financial Reporting: Objective of Financial Reporting and Qualitative 
Characteristics of Decision - Useful Financial Reporting Information 
setting out their preliminary views on the first two chapters of an 
enhanced conceptual framework.  
 
At present, the boards are each guided by their own individual 
framework. These differ from each other in various respects, are 
incomplete, and are not up to date. The publication of the boards’ joint 
preliminary views reflects their shared commitment to build upon, 
improve and achieve the convergence of their existing conceptual 
frameworks. The boards believe that a common conceptual 
framework will improve the foundation and concepts that underlie 
global financial reporting and serve as a more effective guide in 
developing global financial reporting standards. 
 
The preliminary views restate the existing frameworks’ definitions of 
the objective of general purpose external financial reporting as 
providing information that is useful to present and potential investors 
and creditors and others in making investment, credit and similar 
resource allocation decisions. The document also identifies relevance, 
faithful representation, comparability (including consistency) and 
understandability among the characteristics of financial information 
that make it decision-useful. 
 
The FASB and the IASB invite comments on their preliminary views 
by 3 November 2006. When they have considered the responses 
received, the boards plan to publish an exposure draft of these 
chapters in 2007. 
 
Click here to access the news release. 
 
Click here to access the preliminary views document. 
 
Regulatory Matters 
SEC Offers Further Relief From Section 404 Compliance 
for Smaller Public Companies and Many Foreign Private 
Issuers 
 
The Securities and Exchange Commission issued two releases on 
August 9, 2006 to grant smaller public companies and many foreign 
private issuers further relief from compliance with Section 404 of the 
Sarbanes-Oxley Act of 2002.  A summary of the subjects of the two 
releases appears below:  
 
Relief from Section 404 Compliance Dates for Smaller 
Companies (Non-Accelerated Filers). The Commission is proposing 
to grant relief to smaller public companies by extending the date by 
which non-accelerated filers must start providing a report by 

management assessing the effectiveness of the company's internal 
control over financial reporting. An accelerated filer (whether an 
accelerated foreign private issuer or an accelerated domestic 
registrant) is defined as follows: 
 

• Its common equity public float was $75 million or more as of 
the last business day of its most recently completed second 
fiscal quarter; 

 
• The company has been subject to the reporting 

requirements of Section 13(a) or 15(d) of the Exchange Act 
for a period of at least 12 calendar months; 

 
• The company has previously filed at least one annual report 

pursuant to Section 13(a) or 15(d) of the Exchange Act; and 
 

• The company is not eligible to use Forms 10-KSB and 10-
QSB. 

 
The initial compliance date for these companies would be moved from 
fiscal years ending on or after July 15, 2007, until fiscal years ending 
on or after Dec. 15, 2007. The Commission also proposes to extend 
the date by which non-accelerated filers must begin to comply with 
the Section 404(b) requirement to provide an auditor's attestation 
report on internal control over financial reporting in their annual 
reports. This deadline would be moved to the first annual report for a 
fiscal year ending on or after Dec. 15, 2008. This proposed extension 
would result in all non-accelerated filers being required to complete 
only the management's portion of the internal control requirements in 
their first year of compliance with the requirements.  This proposed 
extension will provide these issuers and their auditors an additional 
year to consider, and adapt to, the changes in Auditing Standard No. 
2 that the Commission and the Public Company Accounting Oversight 
Board intend to make, as well as the guidance for management the 
SEC intends to issue, to improve the efficiency of the Section 404(b) 
auditor attestation report process.  
 
The Commission seeks public comment on all aspects of this 
proposal. Comments should be submitted within 30 days of the 
proposal's publication in the Federal Register.  
 
Relief from Section 404(b) Compliance Date for Certain Foreign 
Private Issuers. The Commission is granting relief from Section 
404(b) compliance for foreign private issuers that are accelerated 
filers (but not large accelerated filers), and that file their annual 
reports on Form 20-F or 40-F. These companies will have their 
compliance deadline extended for an additional year, so that they will 
not begin complying with the Section 404(b) requirement to provide 
an auditor's attestation report on internal control over financial 
reporting in their annual reports until fiscal years ending on or after 
July 15, 2007. This group of issuers will be required to comply only 
with the Section 404 requirement to include management's report in 
the Form 20-F or 40-F annual report filed for their first fiscal year 
ending on or after July 15, 2006. They will not need to comply with the 
requirement to provide the registered public accounting firm's 
attestation report until they file a Form 20-F or 40-F annual report for 
a fiscal year ending on or after July 15, 2007. 
 
The Commission's actions do not change the date by which a foreign 
private issuer that is a large accelerated filer must comply with both 
the Section 404(a) and (b) requirements. These filers are required to 
include both a report by management and an attestation report by the 
issuer's registered accounting firm on internal control over financial 
reporting in their Form 20-F or 40-F filed for a fiscal year ending on or 
after July 15, 2006. 
 
This extension is a final Commission action and will be effective 
shortly, on the date that the Commission release granting the 
extension is published in the Federal Register. 
 
Proposed Transition Relief for Newly Public Companies. In the 
same release in which it proposes an extension of the Section 404 
compliance dates for non-accelerated filers, the Commission also 
proposes a transition period for newly public companies. This 
transition relief would apply to any company that has become public 
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through an IPO or a registered exchange offer, or that otherwise 
becomes subject to the Exchange Act reporting requirements. It 
would include a foreign private issuer that is listing on a U.S. 
exchange for the first time. To provide meaningful relief to companies 
that are new to the U.S. markets and our reporting requirements, the 
Commission is proposing to amend its rules so that a company would 
not be required to provide either a management assessment or an 
auditor attestation report until it has previously filed one annual report 
with the Commission. This relief is being proposed in recognition of 
the fact that preparation of a newly public company's first annual 
report can be a time and resource intensive process that may quickly 
follow an IPO or initial listing. By not requiring the Section 404 reports 
until a newly public company files its second annual report with the 
SEC, the Commission hopes to increase the efficiency and 
effectiveness with which those companies ultimately meet their 
Section 404 compliance obligations.  
 
The Commission seeks public input on this proposal from foreign and 
domestic companies, their financial and other advisors, investors and 
other interested members of the public. As with the proposed 
extension for smaller public companies, comments on this proposal 
should be submitted within 30 days of publication in the Federal 
Register. 
 
Additional materials: Release No. 33-8730A; Release No. 33-
8731. 
 
New COSO Guidance on Section 404 Compliance 
 
On July 11, 2006, the Committee of Sponsoring Organizations of the 
Treadway Commission (COSO) published new guidance on the use 
of its framework to address the needs of smaller businesses in 
fulfilling the requirements of Section 404 of the Sarbanes-Oxley Act.  
 
This guidance will help smaller companies more efficiently and 
effectively implement the Section 404 internal control requirements. It 
will also help companies of all sizes understand and apply the 
fundamental concepts of COSO's internal control framework. 
 
Click here to access the press release.  
Click here for the summary of the guidance. 
 
SEC Moves Forward on Sarbanes-Oxley 404 
Improvements  
 
On July 16, 2006, the Securities and Exchange Commission (the 
‘SEC’ or ‘Commission’), in another step towards improving the 
implementation of the Sarbanes-Oxley investor protection law, 
published a Concept Release as a prelude to its forthcoming 
guidance for management in assessing a company's internal controls 
for financial reporting.  
 
Following its May 10, 2006, Roundtable devoted to Sarbanes-Oxley 
Section 404 implementation issues, the Commission issued a 
roadmap for improvements entitled "Next Steps for Sarbanes-Oxley 
Implementation". The issuance of the Concept Release is one of the 
milestones on that roadmap, and it brings the SEC one step closer to 
issuing guidance for management that has been lacking since the law 
was enacted in 2002.  
 
At the Roundtable, the Commission learned from participants that 
while Section 404 has produced benefits, its implementation has been 
unduly costly. The Commission also received specific feedback about 
issues that remain to be addressed, and actions that the SEC and the 
PCOAB could take to make the internal control assessment and 
auditing more efficient and more effective. A separate Advisory 
Committee on Smaller Public Companies reported, following a year-
long study, that companies which have not yet undertaken the 
process have special concerns with both costs and procedures. The 
planned guidance for management which is the subject of the 
Concept Release is intended to assist in dealing with all of these 
issues and concerns.  
 

The Commission anticipates that the forthcoming guidance for 
management will cover at least these areas:  
 
 Identifying risks to financial statement account and disclosure 

accuracy and the related internal controls that address the risks, 
including how management might use company-level controls to 
address the risks 
   

 Objectives of the evaluation procedures and methods or 
approaches available to management to gather evidence to 
support its assessment 
   

 Factors management should consider to determine the nature, 
timing, and extent of its evaluation procedures 
   

 Documentation requirements, including overall objectives of the 
documentation and factors that might influence documentation 
requirements  

 
The Concept Release seeks feedback on each of these topics and on 
whether guidance should be provided in other areas as well. 
 
Click here to access the press release. 
Click here to access the concept release. 
 
PCAOB Issues Audit Practice Alert Regarding Timing and 
Accounting for Stock Option Grants 
 
On July 28, 2006, the PCAOB announced an initiative to publish, from 
time to time, Audit Practice Alerts issued by the PCAOB’s staff. These 
alerts will highlight new, emerging, or otherwise noteworthy 
circumstances that may affect how auditors conduct audits under the 
existing requirements of the PCAOB standards and relevant laws.  
 
Staff Audit Practice Alert No. 1, Matters Relating to Timing and 
Accounting for Options Grants, was issued on account of recent 
reports and disclosures about issuer practices related to the granting 
of stock options, including the "backdating" of such grants. These 
reports and disclosures indicate that some issuers’ actual practices in 
granting options might not have been consistent with the manner in 
which these transactions were initially recorded and disclosed. Some 
issuers have announced restatements of previously issued financial 
statements as a result of these practices. In addition, some of these 
practices could result in legal and other contingencies that may 
require recognition of additional expense or disclosure in financial 
statements.  
 
The alert advises auditors that these practices may have implications 
for audits of financial statements or of internal control over financial 
reporting and discusses factors that may be relevant in assessing the 
risks related to these matters. 
 
Click here to access the Staff Audit Practice Alert No. 1 on the 
PCAOB Web site. 
 
SEC Adopts Changes to Executive Compensation 
Disclosures 
 
On July 26, 2006, the Securities and Exchange Commission (the 
‘SEC’ or ‘Commission’) voted to adopt changes to existing disclosure 
requirements regarding executive and director compensation, related 
person transactions, director independence and other corporate 
governance matters, and security ownership of officers and directors.  
The disclosure requirements generally do not apply to foreign private 
issuers; a summary of applicability is included in the summary of the 
adopted rules on the SEC Web site. 
 
The adopted rules will refine and improve the currently required 
disclosure to elicit clearer and more complete disclosure of the 
compensation of the principal executive officer, principal financial 
officer, and the three other highest paid executive officers and the 
directors.  These changes, effective December 15, 2006 will affect 

http://sec.gov/news/press/2006/2006-114.htm
http://www.coso.org/Publications/SB_Executive_Summary.pdf
http://sec.gov/news/press/2006/2006-112.htm
http://sec.gov/rules/concept/2006/34-54122.pdf
http://www.pcaobus.org/News_and_Events/News/2006/07-28_Release.pdf


 

disclosure in proxy statements, annual reports and registration 
statements, as well as the current reporting of compensation 
arrangements and will require that most of the disclosures be 
provided in plain English.  
 
The SEC also is expected to issue a new proposal with revised 
provisions related to the disclosures of compensation of certain 
additional non-executive employees. The revised proposal will include 
provisions that would limit the disclosures to large accelerated filers 
and limit the pool of employees that could be considered for 
disclosure to those that are responsible for significant policy decisions 
at (1) the parent company or (2) a significant subsidiary or principal 
business unit, division, or function. The revised proposed rules are 
expected to be available soon on the SEC’s Web site. 
 
Click here to access the summary of the adopted rules on the SEC 
Web site. The final rule is expected to be posted there shortly.  
 
 
Other Matters 
 

Highlights of AICPA SEC Regulations Committee Joint 
Meeting with the SEC Staff 
 
The SEC Regulations Committee of the AICPA meets three times per 
year with the SEC staff to discuss emerging technical accounting and 
reporting issues relating to SEC rules and regulations. At the June 20, 
2006 meeting the SEC staff indicated that in the near future it plans to 
issue a series of frequently asked questions related to Section 404 of 
the Sarbanes-Oxley Act of 2002 specifically related to foreign private 
issuers (FPIs). The SEC staff has not yet determined how the FAQs 
will be published. 
 
The SEC staff discussed the possibility of writing and issuing 
guidance related to the determination of the useful life of an intangible 
asset that is believed to be renewable.  Recently, the FASB 
abandoned a project to provide additional guidance related to this 
issue.  The SEC guidance is anticipated to address questions related 
to the meaning of specific terms used in FASB Statement No. 142, 
Goodwill and Other Intangible Assets, and Issue 03-9, Determination 
of Useful Life of Renewable Intangible Assets including “substantial 
cost” and “material modifications.”  The SEC staff noted that there are 
significant judgments and assumptions required to evaluate these 
types of intangible assets and indicated that many believe additional 
guidance is needed on how to apply the literature. 
 
The SEC staff indicated that it is receiving an increased number of 
questions regarding the determination of operating segments and the 
meaning of “similar economic characteristics” as the term is used in 
paragraph 17 of Statement 131.  The SEC staff indicated that the 
economic characteristics evaluated should be based on the financial 
information provided to the chief operating decision maker (“CODM”) 
including an analysis of differences in financial information such as 
revenue and gross margin of each operating segment.  The SEC staff 
noted that if the CODM is receiving financial information, it is 
assumed to be useful information not only to the CODM but also to 
investors.  The SEC staff cautioned registrants about appealing an 
answer regarding the aggregation of operating segments to the Office 
of the Chief Accountant when revenues and gross margins for each 
operating segment are significantly different.   
 
The SEC staff also indicated that it is issuing significantly more 
comment letters related to Statement 131.  The SEC staff noted that 
registrants will often include a description within the business section 
of the Form 10-K that includes information regarding products or 
locations, but then fail to consider these to be separate operating 
segments.  The SEC staff indicated that several registrants have been 
questioned regarding the determination of operating and reportable 
segments when the registrant does business only in the United 
States, but within specific geographic regions of the United States.  
Among other things, the SEC staff has questioned how the business 
is being run and the way decisions are made for each geographic 

region (i.e., local management, regions, corporate, etc.), the 
economic differences in the geographic regions, and the differences 
in work forces in the geographic regions.  The SEC staff declined to 
make any broad statement regarding specific industries, but noted 
that some industries are experiencing more issues than others.  
 
This article is derived from a summary prepared by the National Office 
Accounting Standards and Communications Group and SEC Services 
of Deloitte & Touche LLP (“Deloitte & Touche”). Although this 
summary of the discussions and views expressed is believed to be 
accurate, no representation can be made that it is complete or without 
error. Official meeting highlights are prepared by the AICPA and 
approved by the SEC and sometimes contain additional information 
and comments, updates on issues discussed, and in some instances 
revisions to the views expressed at the meeting; therefore, this 
meeting summary is not a substitute for reading the official AICPA 
highlights. 

 
SEC and CESR Launch Work Plan Focused on Financial 
Reporting 
 
On August 2, 2006, the SEC and the Committee of European 
Securities Regulators (CESR) published a joint work plan that will be 
implemented immediately. The work plan is a direct output from the 
December 2005 meeting between SEC Chairman Christopher Cox 
and CESR Chairman Arthur Docters van Leeuwen, at which they 
emphasized their desire to build on the dialogue between the SEC 
and CESR in a concrete and practical manner.  
 
The work plan will serve to guide the SEC-CESR Dialogue in the 
immediate future. The main focus of the work plan is the application 
by internationally active companies of International Financial 
Reporting Standards (IFRS) and US Generally Accepted Accounting 
Principles (GAAP) in the United States and the European Union, 
respectively. In addition, the SEC staff  and CESR will forge a closer 
dialogue on the modernization of financial reporting and disclosure 
information technology, and regulatory platforms for risk 
management.  
The close co-operation between the SEC staff and CESR on the 
application of IFRS and US GAAP in the United States and the 
European Union will promote:  
 
 the development of high quality accounting standards;  

 
 the high quality and consistent application of IFRS around the 

world;  
 
 full consideration of international counterparts' positions 

regarding application and enforcement; and  
 
 the avoidance of conflicting regulatory decisions on the 

application of IFRS and US GAAP.  
 
In practical terms, as part of its regular review of corporate filings, the 
SEC will review issuers' implementation of IFRS in the United States. 
Staff of CESR members also will continue to review US GAAP 
implementation by US issuers in the European Union. Under the work 
plan, the output of these reviews will be used in the following ways:  
 
 The staff of the SEC and CESR-Fin, the expert group within 

CESR focused on financial reporting, will share information 
about areas of IFRS and US GAAP that raise questions in terms 
of high-quality and consistent application. 
   

 Where appropriate, the SEC and the staff of CESR members will 
consult on issuer-specific matters regarding the application of US 
GAAP and IFRS in order to facilitate a solution that contributes to 
the consistent application of US GAAP or IFRS by companies 
that are both listed in the EU and registered with the SEC. 
Protocols for the sharing of this confidential information between 
the staff of CESR members and the staff of the SEC will be 
established.  

 

http://www.sec.gov/news/press/2006/2006-123.htm


 

These two levels of discussion will help ensure that high standards 
are maintained and consistent financial reporting is achieved.  
  
Click here to access the press release and the work plan. 
 
Federal Reserve Governor Mark W. Olson Named to Chair 
PCAOB 
 
On June 19, 2006 SEC Chairman Christopher Cox announced that 
Federal Reserve Board Governor Mark W. Olson has been appointed 
Chairman of the five-member PCOAB until 2010. Mr. Olson will 
succeed acting Chairman Bill Gradison, who will remain a member of 
the Board. 

Click here to the text of the SEC Release. 
 
Chairman Christopher Cox Names Conrad Hewitt to Be 
the Commission's Next Chief Accountant 
 
On July 24, 2006, SEC Chairman Christopher Cox announced that 
Conrad Hewitt will join the SEC as its next Chief Accountant.  
 
As Chief Accountant, Mr. Hewitt will oversee accounting 
interpretations, international accounting matters, and professional 
practice issues. He will lead the Commission's work on implementing 
Sarbanes-Oxley's internal control provisions, reducing complexity in 
accounting, enforcing compliance with accounting standards, and 
promoting the convergence of accounting standards under U.S. 
Generally Accepted Accounting Principles and International Financial 
Reporting Standards.  
 
Click here to access the news release. 

http://sec.gov/news/press/2006/2006-130.htm
http://www.sec.gov/news/press/2006/2006-97.htm
https://techlibrary/nxt/gateway.dll/sec/secspeeches/secspeeches1/2006-122.htm?


 

Deloitte offers Dbriefs, live webcasts for executive level 
audience 
 
Now available to the audience outside of the U.S., Deloitte & Touche 
LLP offers Dbriefs, live webcasts that give valuable insights on a 
variety of business topics aimed at executive level audience across 
function and industry including: 
 
• Financial Executives  
 
• HR Executives  
 
• Tax Executives  
 
• Financial Services  
 
• Consumer Business  
 
• Technology, Media & Telecommunications 
 
Archived webcasts are available for 90 days after the live 
presentation. Read below the entire schedule of webcasts for the 
month of May 2006. To join Dbriefs: 
 
1. Visit www.deloitte.com/us/dbriefs. 
 
2. Click on “Join Dbriefs.” 
 
3. Enter your profile information. 
 
4. Using the drop down menus, select all the webcast series that 

are right for you. 
 
5. Submit your profile. 
 
Once you are a Dbriefs subscriber, you can sign up for individual 
webcasts via weekly registration emails for your chosen series. After 
you register for your first webcast, you will have access to the 
Express Registration, which allows you to save time by registering 
and logging in to future webcasts just by entering your email address. 
 
Upcoming Webcasts include the following: 
 
Financial Reporting 
 
• EITF Roundup: Highlights of the September Meeting (September  

13, 2:00 PM EDT (18:00 GMT)) 
 
Sarbanes-Oxley 
 
• Material Changes in Internal Controls: What Do the Rules Mean 

(August 24, 2:00 PM EDT (18:00 GMT)) 
 
Click here for further details of these webcast and to join Dbriefs. 
 
Recent Deloitte Publications 
 
Below is a list of Deloitte publications about the most recent rule 
proposals and legislative actions. 

 
 Accounting Roundup: July 2006 

 
 Accounting Roundup: 2nd Quarter in Review - 2006 

 
 Heads Up: Option Backdating Prompts PCAOB to Issue 

Staff Audit Practice Alert No. 1  
 

 

IAS Plus Website 
 
Deloitte’s IAS Plus website discusses 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.  
 
Other useful publications can be obtained on Deloitte’s website – 
Click here
 
 
Back to top

http://www.deloitte.com/dtt/section_node/0%2C1042%2Csid%25253D57067%2C00.html
http://www.deloitte.com/dtt/cda/doc/content/us_assur_accountingroundupjuly2006.pdf
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What is and How to Subscribe to 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
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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. 

 

 

 

 

 

 

 

 

 

 

 

 

 
 
 
 
 
 
 
 
 
 
 
 
 
Deloitte refers to one or more of Deloitte Touche Tohmatsu, a Swiss 
Verein, its member firms, and their respective subsidiaries and 
affiliates.  Deloitte Touche Tohmatsu is an organization of member 
firms around the world devoted to excellence in providing professional 
services and advice, focused on client service through a global 
strategy executed locally in nearly 150 countries. With access to the 
deep intellectual capital of 120,000 people worldwide, Deloitte 
delivers services in four professional areas—audit, tax, consulting, 
and financial advisory services—and serves more than one-half of the 
world’s largest companies, as well as large national enterprises, 
public institutions, locally important clients, and successful, fast-
growing global growth companies. Services are not provided by the 
Deloitte Touche Tohmatsu Verein, and, for regulatory and other 
reasons, certain member firms do not provide services in all four 
professional areas. As a Swiss Verein (association), neither Deloitte 
Touche Tohmatsu nor any of its member firms has any liability for 
each other’s acts or omissions. Each of the member firms is a 
separate and independent legal entity operating under the names 
“Deloitte,” “Deloitte & Touche,” “Deloitte Touche Tohmatsu,” or other 
related names. In the U.S., Deloitte & Touche USA LLP is the U.S. 
member firm of Deloitte Touche Tohmatsu, and services are provided 
by the subsidiaries of Deloitte & Touche USA LLP (Deloitte & Touche 
LLP, Deloitte Consulting LLP, Deloitte Financial Advisory Services 
LLP, Deloitte Tax LLP, and their subsidiaries) and not by Deloitte & 
Touche USA LLP. The subsidiaries of the U.S. member firm are 
among the nation’s leading professional services firms, providing 
audit, tax, consulting, and financial advisory services through nearly 
30,000 people in more than 80 cities. Known as employers of choice 
for innovative human resources programs, they are dedicated to 
helping their clients and their people excel. For more information, 
please visit the U.S. member firm’s Web site at www.deloitte.com/us. 
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