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GAAP Matters 

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 5072 

Mexico – Bill Biese 
+52 (55) 5080 6197 

Paris – Don Andrade 
+33 (1) 4088 2508 

Sao Paulo – Ed Ruiz 
+55 (11) 5185 2500 

Toronto - Rod Barr 
+1 (416) 874 3630 

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

FASB Issues Statement 155 on Accounting for Certain 
Hybrid Financial Instruments 
 
On February 16, 2006, the FASB issued Statement 155, which 
amends the requirements of Statement 133, Accounting for Derivative 
Instruments and Hedging Activities, and Statement 140, Accounting 
for Transfers and Servicing of Financial Assets and Extinguishments 
of Liabilities. Statement 155 resolves issues addressed in Statement 
133 Implementation Issue No. D1, “Application of Statement 133 to 
Beneficial Interests in Securitized Financial Assets” and changes 
financial reporting by eliminating the exemption from applying 
Statement 133 to interests in securitized financial assets so that 
similar instruments are accounted for similarly regardless of the form 
of the instruments. Statement 155 also changes financial reporting by 
allowing a preparer to elect fair value measurement at acquisition, at 
issuance, or when a previously recognized financial instrument is 
subject to a remeasurement (new basis) event, on an instrument-by-
instrument basis, in cases in which a derivative would otherwise have 
to be bifurcated. Providing a fair value measurement election also 
results in more financial instruments being measured at fair value. 

This Statement also: 

 
a. Clarifies which interest-only strips and principal-only strips are 

not subject to the requirements of Statement 133. 
 
b. Establishes a requirement to evaluate interests in securitized 

financial assets to identify interests that are freestanding 
derivatives or that are hybrid financial instruments that contain 
an embedded derivative requiring bifurcation. 

 
c. Clarifies that concentrations of credit risk in the form of 

subordination are not embedded derivatives. 
 
d. Amends Statement 140 to eliminate the prohibition on a 

qualifying special purpose entity from holding a derivative 
financial instrument that pertains to a beneficial interest other 
than another derivative financial instrument. 

Statement 155 is effective for all financial instruments acquired or 
issued after the beginning of an entity’s first fiscal year that begins 
after September 15, 2006. The fair value election provided for in 
paragraph 4(c) of this Statement may also be applied upon adoption 
of this Statement for hybrid financial instruments that had been 
bifurcated under paragraph 12 of Statement 133 prior to the adoption 
of this Statement. Earlier adoption is permitted as of the beginning of 
an entity’s fiscal year, provided the entity has not yet issued financial 
statements, including financial statements for any interim period for 
that fiscal year. Provisions of this Statement may be applied to 
instruments that an entity holds at the date of adoption on an 
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instrument-by-instrument basis. At adoption, any difference between 
the total carrying amount of the individual components of the existing 
bifurcated hybrid financial instrument and the fair value of the 
combined hybrid financial instrument should be recognized as a 
cumulative-effect adjustment to opening retained earnings. The 
cumulative-effect adjustment should be disclosed gross (that is, 
aggregating gain positions separate from loss positions) and 
determined on an instrument-by-instrument basis. Prior periods 
should not be restated.  

Click here for the text of this Statement. 
 

FASB Issues FSP FAS 123(R) - 4 on Classification of 
Options and Similar Instruments Issued as Employee 
Compensation 
 

On February 3, 2006, the FASB issued final FSP No. FAS 123(R) – 4, 
which amends the liability requirement for certain employee stock 
options with cash settlement features. FASB Statement No. 123(R), 
Share-Based Payment, currently requires liability classification and 
mark-to-market accounting for employee stock options if cash 
settlement can be required outside of the control of the company.  

FSP FAS 123(R) - 4 requires liability classification (and thus mark-to-
market accounting) for options and similar instruments only when a 
contingent event that is outside the employee’s control, and would 
require cash settlement, is probable of occurring. If the contingent 
event is not probable of occurrence, equity classification is required. 
However, public companies are still required to present equity 
classified options as “mezzanine equity” outside of permanent equity, 
in accordance with SEC Accounting Series Release No. 268, 
Redeemable Preferred Stocks, and EITF Topic No. D-98, 
Classification and Measurement of Redeemable Securities. 

Effective Date and Transition: The FSP is effective upon initial 
adoption of Statement 123(R). Retrospective application is required 
only if an entity, in its initial application of Statement 123(R), treated 
options or similar instruments that allow for cash settlement upon the 
occurrence of a contingent event in a manner inconsistent with the 
guidance in the FSP.  

Click here for the text of the FSP. 
 

FASB Responds to SEC Study on Off-Balance Sheet 
Arrangements 
 
In June 2005, the staff of the United States Securities and Exchange 
Commission (the SEC) submitted to the President of the United 
States, the Committee on Banking, Housing, and Urban Affairs of the 
U.S. Senate, and the Committee of Financial Services of the U.S. 
House of Representatives its Report and Recommendations Pursuant 
to Section 401(c) of the Sarbanes-Oxley Act of 2002 on 
Arrangements with Off-Balance Sheet Implications, Special Purpose 
Entities, and Transparency of Filings by Issuers (the Report). The 
Report identifies several key initiatives aimed at improving the 
transparency of financial reports and makes several 
recommendations to accounting standard setters.  
 
Although not requested to do so, the FASB, on February 16, 2006, 
has provided its comments on the issues and recommendations 
included in the report.  The FASB’s response to the Report provides 
an update on FASB’s activities and projects intended to address and 
improve outdated, overly complex accounting standards. These areas 
include: accounting for leases; accounting for pensions and other post 
employment benefits; consolidation policies; accounting for financial 
instruments; accounting for intangible assets; and conceptual and 
disclosure frameworks.  These changes are intended to reduce 
complexity and improve transparency and overall usefulness of the 
financial reporting for investors and capital markets. 

Click here for the full text of the responses. 
 

FASB and IASB Reaffirm Commitment to Eliminate the 
Reconciliation Requirement for Foreign Registrants 
 
On February 27, 2006, the FASB and IASB issued a Memorandum of 
Understanding (MOU) reaffirming their shared objective of developing 
high quality, common accounting standards for use in the world’s 
capital markets. The MOU provides a “roadmap” for the removal of 
the reconciliation requirement for foreign companies that use IFRS 
and are registered in the U.S.  
 
The MOU highlights that the FASB and IASB will work to reach a 
conclusion about whether major differences in certain areas should be 
eliminated through one or more short-term standard-setting projects, 
and if so, work towards completion of such projects by 2008.  
The following chart highlights the potential projects and responsibility 
for consideration: 
 

To be examined by the FASB To be examined by the IASB 

Fair value option  Borrowing costs 

Impairment  
(jointly with the IASB)  

Impairment 
(jointly with the FASB) 

Income tax 
(jointly with the IASB)  

Income tax 
(jointly with the FASB) 

Investment properties Government grants 

Research and development  Joint ventures 

Subsequent events  Segment reporting 
 
The MOU also details the expected progress to be made on other 
longer term convergence projects by 2008. These projects include: 
business combinations, consolidations, fair value measurement 
guidance, liabilities and equity distinctions, performance reporting, 
postretirement benefits (including pensions), revenue recognition, 
derecognition, financial instruments (replacement of existing 
standards), intangible assets, and leases.  
 
Click here for the text of the MOU. 
 
Regulatory Matters 
 
SEC Proposes Additional Disclosures for Executive Pay 
 
On January 17, 2006, the SEC published for comment proposed rules 
that would amend disclosure requirements for executive and director 
compensation, related party transactions, director independence and 
other corporate governance matters, and security ownership of 
officers and directors. The proposed rules would primarily impact the 
disclosures in proxy statements, annual reports, and registration 
statements.  Additionally, the current reporting requirements of Form 
8-K would be modified as they relate to compensation arrangements.  
Comments on the proposed rules are due to the SEC on or before 
April 10, 2006.  
Click here for the text of the proposed Rules. 
 
SEC Approves PCAOB Auditing Standard on Reporting 
on the Elimination of a Material Weakness 
 
On July 28, 2005, the PCAOB filed with the Securities and Exchange 
Commission (“Commission” or the “SEC”) proposed Auditing 
Standard No. 4, Reporting on Whether a Previously Reported Material 
Weakness Continues to Exist, pursuant to the Sarbanes-Oxley Act of 
2002 (the “Act”) and Section 19(b) of the Securities Exchange Act of 
1934. 
 
The proposed Auditing Standard No. 4 establishes requirements that 
apply when an auditor is engaged to report on whether a previously 
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reported material weakness in internal control over financial reporting 
continues to exist.  Also, in connection with proposed Auditing 
Standard No. 4, the Board adopted a proposed conforming 
amendment to AT sec. 101, which encompasses agreed-upon 
procedures engagements in which an auditor reports his or her 
findings based on specific procedures performed on a subject matter.  
The standard establishes a stand-alone engagement that is entirely 
voluntary, performed only at the company's request, after the 
company has disclosed a material weakness in internal control under 
Section 404 of the Act.  The auditor may report on the remediation of 
one or more material weaknesses as part of a single engagement, 
and the engagement need not be performed in conjunction with an 
audit or review of the company’s financial statements.   
 
On February 6, 2006, the Commission approved Auditing Standard 
No. 4. The PCAOB will issue a clear and concise outline of the 
affirmative audit steps set forth in Auditing Standard No. 4, as 
discussed in the Commission’s order.  
 
The Commission’s order includes a discussion of how company 
management might disclose reports by management and auditors on 
whether a previously reported material weakness continues to exist. 

Click here for the text of the SEC order approving the auditing 
standard. 
 
PCAOB and SEC Roundtable on Internal Control 
Reporting Requirements 

The PCAOB and SEC will sponsor a roundtable on May 10, 2006, to 
discuss second-year experiences with the internal control reporting 
requirements under the Sarbanes-Oxley Act of 2002 (the “Act”). The 
roundtable discussion will include issuers, auditors, investors, and 
other interested parties and will be open to the public. 

Section 404(a) of the Act and the SEC's related implementing rules 
require the management of a public company to assess the 
effectiveness of the company's internal control over financial 
reporting. Sections 103 and 404(b) of the Act direct the PCAOB to 
establish professional standards governing the auditor's testing of the 
effectiveness of internal control and attesting to management’s 
assessment. Those standards are contained in PCAOB Auditing 
Standard No. 2, An Audit of Internal Control Over Financial Reporting 
Performed in Conjunction with an Audit of Financial Statements. 

The PCAOB and the Commission also announced that, in addition to 
the roundtable, they are seeking written feedback from auditors, 
investors, issuers and others on lessons learned from the first two 
years of applying the Act’s internal control reporting requirements and 
how the efficiency and effectiveness of those assessments and audits 
could be improved. The information that is submitted to either 
organization will become part of the public record of the roundtable. 
Comments addressed to the PCAOB may be submitted electronically 
or by standard postal mail. Comments should be submitted by May 1, 
2006, and will be made public via the PCAOB website. 
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Webcasts 
 
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 March 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: 
 
Sarbanes-Oxley 
• Section 404: Making the Most of Year Three (March 23, 2:00 PM 

EST (19:00 GMT))  

 
Driving Enterprise Value 
• Measuring Marketing Effectiveness – Customer and Market 

Trends Are Changing the Rules (March 15, 3:00 PM EST (20:00 
GMT)) 

 
Financial Reporting 
• EITF Roundup: Highlights of the March Meeting (March 21, 2:00 

PM - 3:30 PM EST (19:00 GMT)) 

• The FASB Statement on Fair Value Measurements (Date and 
time to be announced, pending the issuance of the guidance 
from FASB) 

• Special Webcast on Interpretation of FAS 109, Accounting for 
Uncertain Tax Positions (Date and time to be announced, 
pending the issuance of the guidance from FASB) 

 
Click here for further details of these webcasts 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: January 2006 

 
 Audit Committee Brief: February 2006  

 
 Heads Up: FASB Simplifies Accounting for Hybrid Financial 

Instruments 
 

 Addressing the FASB Statement No. 123(R), Share-Based 
Payment Standard 

 
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
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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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