
 
 

 
 
US Reporting Newsletter for Non-US Based Companies 

 

 

  

 

Global Offerings Services
July 2005 
 

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

 

GAAP Matters 

FASB Statement No. 154, Accounting 
Changes and Error Corrections issued 

The FASB has issued FASB Statement No. 154, Accounting 
Changes and Error Corrections. This new standard 
replaces APB Opinion No. 20, Accounting Changes, and 
FASB Statement No. 3, Reporting Accounting Changes in 
Interim Financial Statements, and represents another step 
in the FASB's goal to converge its standards with those 
issued by the IASB. Among other changes, Statement 154 
requires that a voluntary change in accounting principle be 
applied retrospectively with all prior period financial 
statements presented under the new accounting principle, 
unless it is impracticable to do so. Statement 154 also 
provides that (1) a change in method of depreciating or 
amortizing a long-lived nonfinancial asset be accounted for 
prospectively as a change in estimate (such changes were 
previously effected as a change in accounting principle), 
and (2) corrections of errors in previously issued financial 
statements should be termed "restatements." The new 
standard is effective for accounting changes and 
corrections of errors made in fiscal years beginning after 
December 15, 2005. Early adoption of this standard is 
permitted for accounting changes and corrections of errors 
made in fiscal years beginning after June 1, 2005.  

Click here for additional information related to Statement 
154 within our Accounting Roundup publication. 

Click here for full text of Statement 154. 

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 City – James Primus 
+52 (55) 5080 6781 

Paris – Don Andrade 
+33 (1) 4088 2508 

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

Tokyo – Paul Thurston 
+81 (3) 6213 3159 

Toronto - Rod Barr 
+1 (416) 874 3630 

Deloitte periodically publishes Accounting Roundups. Click on the links 
to access the published ones.   

 

http://www.deloitte.com/dtt/cda/doc/content/us_assur_June 30%2C 2005 Accounting Roundup.pdf
http://www.fasb.org/pdf/fas154.pdf
mailto:jayharrison@deloitte.com.hk
mailto:donnaward@deloitte.co.uk
mailto:maarranz@deloitte.es
mailto: tclifton@dttmx.com
mailto:donandrade@deloitte.com.hk
mailto:edruiz@deloitte.com.br
mailto:rbarr@deloitte.ca
http://www.deloitte.com/dtt/article/0%2C2297%2Csid%25253D2002%252526cid%25253D8713%2C00.html


Global Offerings Services Newsletter                               July 2005 
   

 
2  continued on next page. 

Highlights of the June 15-16 EITF meeting 

The EITF reached final consensuses on the following 
issues: 

Issue No. 04-5, “Determining Whether a 
General Partner, or the General Partners as a 
Group, Controls a Limited Partnership or 
Similar Entity When the Limited Partners Have 
Certain Rights” 

IMPACT: All companies that serve as a general partner in 
limited partnerships, especially real estate and 
investment limited partnerships, and managing 
members of limited liability companies governed 
like partnerships. The consensus does not apply 
if the partnership or similar entity is a variable 
interest entity (VIE) accounted for under FASB 
Interpretation No. 46 (revised December 2003), 
Consolidation of Variable Interest Entities. 

A general partner (GP) (or a group of GPs) of a limited 
partnership is presumed to control the limited 
partnership, unless either: 

1. The limited partners (LPs) have the substantive ability 
to dissolve (liquidate) the limited partnership or 
otherwise remove the GP (kick-out rights) without 
cause, or 

2. The LPs have “substantive participating rights.” 

The Task Force concluded that the presumption of control 
by the GP(s) is appropriate because the consolidation-
based-on-control model under GAAP typically requires a 
company, which controls the resources of another entity, 
to consolidate that entity — even if the parent’s economic 
interest is small. Thus, the nature of a limited partnership 
is such that the GP appears to control it, absent 
circumstances that indicate otherwise. 

The final consensus was ratified by the FASB at its June 29 
meeting. Issue 04-5 is effective immediately for all new 
limited partnership agreements and for pre-existing 
limited partnership agreements that are modified. 

For pre-existing limited-partnership agreements that are 
not modified, Issue 04-5 is effective in fiscal years 
beginning after December 15, 2005. Preparers can choose 
one of the following two methods for transition: 

• Method A — Record the cumulative effect, if any, at 
the beginning of the period in which Issue 04-5 is first 
applied. The financial statements for prior years 
should be presented as previously reported, and the 
cumulative effect, if any, should be included in 
opening retained earnings of the period of the 
change and not in the net income of the period of 
change. 

• Method B — Restate prior period financial statements. 

Issue No. 05-2, “The Meaning of ‘Conventional 
Convertible Debt Instrument’ in EITF Issue No. 
00-19, ‘Accounting for Derivative Financial 
Instruments Indexed to, and Potentially 
Settled in, a Company’s Own Stock’” 

IMPACT: Entities issuing non-“vanilla” convertible debt or 
convertible preferred stock with a mandatory 
redemption date. 

Issue 00-19 is used (among other purposes) to evaluate 
whether an issuer is required to bifurcate a conversion 
option, under FASB Statement No. 133, Accounting for 
Derivative Instruments and Hedging Activities, that is 
embedded in convertible debt. Bifurcation of a conversion 
option is not required for the issuer if the conversion 
option would meet the requirements to be classified as 
equity under Issue 00-19. Paragraph 4 of Issue 00-19 
provides an exception to applying some of its specific 
requirements for equity classification if the “contract is a 
conventional convertible debt instrument in which the 
holder may only realize the value of the conversion option 
by exercising the option and receiving the entire proceeds 
in a fixed number of shares or the equivalent amount of 
cash (at the discretion of the issuer).” [Emphasis added] 

The Task Force reached a consensus that the exception to 
the requirements of paragraphs 12–32 of Issue 00-19 for 
conventional convertible debt instruments should be 
retained and further clarified as follows: 

Instruments that provide the holder with an option to 
convert into a fixed number of shares, and the ability 
to exercise that option is based on the passage of 
time or a contingent event, should be considered 
“conventional.” 

The Task Force concluded that a contingency is not 
relevant in determining whether the instrument is 
“conventional.” Rather, the ultimate form of settlement 
should be considered. That is, if upon resolution of the 
contingency, the instrument is convertible into a fixed 
number of shares, the instrument is no different than a 
non-contingent convertible instrument in respect to form 
of settlement. 

The Task Force also reached a consensus that convertible 
preferred stock with a mandatory redemption date may 
qualify for the exception in paragraph 4 of Issue 00-19 
depending on whether the instrument is more akin to debt 
or equity. 

The consensuses of Issue 05-2 are effective prospectively 
for all new instruments and modifications to existing 
instruments entered into after June 29, 2005. 

Issue No. 05-5, “Accounting for the 
Altersteilzeit Early Retirement Programs” 

IMPACT: U.S. companies with German subsidiaries or 
non-U.S. companies that provide benefit 
arrangements for employees under an 
Altersteilzeit (ATZ) Early Retirement Program or 
an arrangement with the same terms. 

The Altersteilzeit arrangement is an early retirement 
program in Germany designed, in part, as an incentive 
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toward early retirement. Typically, ATZ arrangements 
offer the following two alternatives to employees: 

• Type I — Participants work 50 percent of the time for 
each year of the entire ATZ period, and receive 50 
percent of their normal salary each period. 

• Type II — Participants work full-time for half of the 
ATZ period and do not work for the remaining half of 
the ATZ period.  Salary for each year of the entire ATZ 
period is 50 percent of the normal salary. 

In addition to salary payments, participants also receive 
termination benefits consisting of a bonus and additional 
employer contributions to the German government 
pension scheme on behalf of the ATZ participants. Most 
employees participating in ATZ arrangements select the 
Type II arrangement. 

The Task Force concluded that the salary payments under 
a Type I and Type II arrangement should be recognized 
ratably over the portion of the ATZ period when the 
employee is providing active services (the “active service 
period”). The portion of the salary that is deferred under 
the Type II arrangement would be discounted if payment 
is expected to be over a period greater than one year. 

The Task Force, after reviewing several alternatives, 
reached a consensus that the termination benefit of a 
Type II ATZ arrangement should be accounted for as a 
termination benefit under FASB Statement No. 112, 
Employers’ Accounting For Postemployment Benefits. 
Accruals for the cost of benefits commence at the time an 
individual employee enrolls in the ATZ arrangement and 
should be accrued ratably from the date the employee 
signs the ATZ contract to the end of his active service 
period. 

The German government provides a subsidy 
(reimbursement) to an employer for the termination 
benefits paid under an ATZ arrangement for a maximum 
of six years. In order to receive this subsidy, an employer 
must meet certain criteria (typically, an employer must 
hire replacement employees from currently registered 
unemployed persons or former trainees). The Task Force 
considered whether the subsidy should be accounted for in 
the assumptions for determining the costs of the 
termination benefit. Ultimately, the Task Force reached a 
consensus that a company should account for the 
government subsidy when it meets the criteria necessary 
to receive it. In reaching the consensus, the Task Force 
concluded that the subsidy is a separate and distinct 
component from the termination benefit. 

Issue 05-5 is effective for the first fiscal year that begins 
after December 15, 2005. Adoption of this consensus 
should be reported as a change in accounting estimate as 
described in paragraph 19 of FASB Statement No. 154, 
Accounting Changes and Error Corrections. Disclosures 
required by paragraph 22 of Statement 154, should be 
provided. 

Issue No. 05-6, “Determining the Amortization 
Period for Leasehold Improvements” 

IMPACT: Entities acquiring leasehold improvements in a 
business combination and all other entities that 
incur significant leasehold improvements whose 
useful life extend beyond the term of the lease. 

Questions have been raised regarding the determination 
of the amortization period for leasehold improvements 
that are purchased subsequent to the inception of the 
lease (that is, leasehold improvements that are not placed 
in service (or contemplated) at or near the beginning of 
the initial lease term).  A reasonably assured lease term 
under FASB Statement No. 13, Accounting for Leases, 
includes the fixed non-cancelable term plus all periods 
covered by bargain renewal options and all other periods 
where failure to renew will impose a penalty on the lessee 
in such an amount that will make renewal reasonably 
assured. The lease-term cannot be extended to periods 
beyond which a contractual right to lease exists. 

At the June meeting, the Task Force reached a consensus 
that leasehold improvements placed in service significantly 
after and not contemplated at, or near, the beginning of 
the lease term, should be amortized over the lesser of the 
useful life of the assets or a term that includes renewals 
that are reasonably assured at the date the leasehold 
improvements are purchased. This consensus applies only 
to purchases of significant leasehold improvements as a 
result of single capital investing decisions. The issue does 
not address reassessment of (1) the amortization period 
for leasehold improvements that pre-exist the newly 
purchased leasehold improvements, or (2) reassessment 
of the lease term for purposes of lease classification and 
recognition of lease payments. 

The EITF Agenda Committee agreed to consider at its next 
meeting (August) whether a separate issue should be 
added to the Agenda to address the amortization period 
for pre-existing leasehold improvements upon a significant 
addition of leasehold improvements. 

The Task Force reached a similar consensus with respect 
to all leasehold improvements acquired in a business 
combination. This consensus only addresses the 
amortization period for leasehold improvements. Lease 
classification and recognition of lease payments should be 
accounted for under FASB Interpretation No. 21, 
Accounting for Leases in a Business Combination, and 
Statement 13. 

The consensuses reached are effective for periods 
beginning after June 29, 2005. The consensuses should be 
applied prospectively to the amortization period for newly 
acquired improvements and the unamortized portion of 
existing improvements that were either (a) purchased 
subsequent to the inception of the lease (if they qualify) 
or (b) acquired in a business combination. 
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Consensus Modification — Issue No. 01-9, 
“Accounting for Consideration Given by a 
Vendor to a Customer (Including a Reseller of 
the Vendor’s Products)” 

The FASB staff has received questions about the scope of 
Issue 4 in Issue 01-9 and whether the decision tree 
appropriately reflects the consensus. The decision tree 
indicates that consideration that is delivered at the point 
of sale is within the scope of Issue 01-9 and that 
consideration that is delivered at other than the point of 
sale is not within its scope. The Task Force originally 
concluded that if the consideration is cash and it is 
receivable by the customer as a result of a single 
exchange transaction, then Issue 01-9 applies, regardless 
of when the customer receives the cash (for example, a 
cash rebate that is mailed to the customer after the sales 
transaction). In contrast, if a sales incentive is offered in 
the form of product or services, and the delivery is after 
the point of sale, Issue 01-9 does not apply. Accordingly, 
the decision tree has been updated to clarify the Task 
Force’s original consensus. 

Additionally, the Task Force agreed to add a footnote to 
Issue 4 to clarify the interaction between the consensus in 
Issue 4 and the scope of Issue 01-9. That is, Issue 01-9 
does not address the accounting for an offer to a 
customer, in connection with a current revenue 
transaction, for free or discounted products or services 
from the vendor that is redeemable by the customer at a 
future date without a further exchange transaction with 
the vendor. 

Consensus Modification — Issue No. 04-6, 
“Accounting for Stripping Costs Incurred 
During Production in the Mining Industry” 

At the March meeting, the Task Force reached a 
consensus that stripping costs incurred during production 
are variable production costs that should be included in 
the costs of the inventory produced. At the June meeting, 
the Task Force agreed to clarify the term “inventory 
produced” to indicate that their intention was that 
inventory produced would only include inventory 
extracted. 

The Task Force reached a consensus to conform the 
transition guidance of Issue 04-6 to be consistent with 
FASB Statement No. 154, Accounting Changes and Error 
Corrections, to state that entities should recognize the 
cumulative effect of initially applying this consensus as a 
change to opening retained earnings in the period of 
adoption. 

Consensus Modification — Issue No. 04-10, 
“Determining Whether to Aggregate Operating 
Segments That Do Not Meet the Quantitative 
Thresholds” 

The Task Force previously decided that the effective date 
of the consensus in Issue 04-10 should coincide with the 
effective date of FASB Staff Position (FSP) No. FAS 131-a, 
Determining Whether Operating Segments Have ‘Similar 
Economic Characteristics’ Under Paragraph 17 of FASB 
Statement No. 131, Disclosures About Segments of an 

Enterprise and Related Information,” since the two issues 
were interrelated. At the May 18, 2005 Board meeting, the 
Board decided not to issue the proposed FSP FAS 131-a. 
Since the Board plans no further action on this issue, the 
Task Force agreed to reconsider the effective date of Issue 
04-10. 

The Task Force agreed that the consensus in Issue 04-10 
should be effective for fiscal years ending after September 
15, 2005. Additionally, consistent with the Task Force’s 
previous decision, the corresponding information for 
earlier periods, including interim periods, should be 
restated unless it is impractical to do so. 

Click here for additional information within EITF Roundup. 

Click here for minutes from the June 15-16, 2005 EITF 
meeting. 

FASB Staff Positions 

FSP 143-1, Accounting for Electronic 
Equipment Waste Obligations 

On June 8, 2005, the FASB issued a FASB Staff Position 
(FSP) interpreting FASB Statement No. 143, Accounting 
for Asset Retirement Obligations. Specifically, the FASB 
issued FSP FAS 143-1, "Accounting for Electronic 
Equipment Waste Obligations." This standard addresses 
the accounting for obligations associated with Directive 
2002/96/EC, Waste Electrical and Electronic Equipment, 
which was adopted by the European Union. The FSP 
provides guidance on how to account for the effects of the 
Directive but only with respect to historical waste (i.e., 
waste associated with products placed on the market on 
or before August 13, 2005). The guidance in the FSP is 
required to be applied the later of (1) the first reporting 
period ending after June 8, 2005, or (2) the date of the 
adoption of the law by the applicable EU-member country. 

Click here for the full text of this FSP. 

FSP 150-5, Issuer’s Accounting under FASB 
Statement No. 150 for Freestanding Warrants 
and Other Similar Instruments on Shares That 
Are Redeemable 

On June 29, 2005, the FASB issued FSP No. FAS 150-5.  
The FSP clarifies that freestanding warrants and other 
similar instruments on shares that are redeemable (either 
puttable or mandatorily redeemable) should be accounted 
for as liabilities under FASB Statement No. 150 regardless 
of the timing of the redemption feature or price, even 
though the underlying shares may be classified as equity 
(or temporary equity under SEC Accounting Series Release 
No. 268, Redeemable Preferred Stocks). The FSP indicates 
that these instruments are liabilities (even if the obligation 
is conditional) because they embody obligations to 
repurchase the issuer’s shares and may require a transfer 
of assets. Unlike the proposed FSP, options or similar 
instruments originally issued as employee compensation, 
which are no longer dependent on employment, are not 
within the scope of the final FSP. The FASB made this 
scope change because they are working on a separate FSP 
under which these instruments would continue to be 
accounted for under Statement 123(R) (rather than other 
GAAP such as Statement 150).  This FSP is effective for 

http://www.deloitte.com/dtt/cda/doc/content/us_assur_eitf roundup june 2005%281%29.pdf
http://www.fasb.org/eitf/06-15-16-05_mtg_minutes.pdf
http://www.fasb.org/fasb_staff_positions/fsp_fas143-1.pdf
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the first reporting period beginning after June 30, 2005. If 
this FSP results in changes to previously reported 
information, the cumulative effect should be reported 
according to the transition provisions of Statement 150. 
 
Click here for the full text of this FSP.  
 
FSP EITF 00-19-1 on Financial Instruments 
Issued as Employee Compensation 
 
The FASB staff issued final FSP EITF 00-19-1 on May 
31,2005. Under EITF Issue No. 00-19, “Accounting for 
Derivative Financial Instruments Indexed to, and 
Potentially Settled in, a Company’s Own Stock,” if an 
equity instrument contains a contractual requirement to 
deliver registered shares, the form of settlement (i.e., 
shares or cash) is considered outside the control of the 
issuer (unless the shares are fully registered at the 
inception of the contract). Therefore, the equity 
instrument is classified as a liability. The FSP clarifies that, 
for freestanding financial instruments originally issued as 
employee compensation, a requirement to deliver 
registered shares, in and of itself, will not result in liability 
classification. This clarification is consistent with the 
Board’s intent in Statement 123(R).  The guidance in this 
FSP, will be applied in accordance with the effective date 
and transition provisions of Statement 123(R). 
 
Click here for full text of the FSP. 
 
FASB and IASB Joint Exposure Drafts 

The FASB and the IASB have each published an Exposure 
Draft containing joint proposals to change the accounting 
for business combinations to achieve further convergence 
in accounting. The proposed standards would replace the 
existing requirements of the FASB’s Statement No. 141, 
Business Combinations, and the IASB’s IFRS 3, Business 
Combinations.   
 
The proposals would result in fewer exceptions to the 
principle of measuring assets acquired and liabilities 
assumed in a business combination at fair value. 
Additionally, the proposals would result in payments to 
third parties for consulting, legal, audit, and similar 
services associated with an acquisition being recognized 
generally as expenses when incurred rather than 
capitalized as part of the business combination. 
 
The FASB also published an Exposure Draft that proposes, 
among other changes, that noncontrolling interests be 
classified as equity within the consolidated financial 
statements. The FASB’s proposed standard would replace 
Accounting Research Bulletin No. 51, Consolidated 
Financial Statements, and the IASB’s proposals are 
presented as Amendments to IAS 27, Consolidated and 
Separate Financial Statements. 
 
The FASB proposes to make any final standards effective 
for years beginning on or after December 15, 2006. For 
the most part, the FASB proposes prospective adoption.  
However, certain provisions of the noncontrolling interest 
Exposure Draft would apply retroactively, requiring 
changes to comparative financial statements (if 

presented) back to the original date of acquisitions that 
predate the new standards. 
 
Click here for additional information. 
 
Click here for full text of the exposure drafts - Business 
Combinations, a replacement of FASB Statement No. 141, 
and Consolidated Financial Statements, Including 
Accounting and Reporting of Noncontrolling Interests in 
Subsidiaries, a replacement of ARB No. 51. 

 
SEC and Other Regulatory Matters 

Chief Accountant’s Remarks at SEC 
Financial Reporting Institute Conference 

On June 2, 2005, Donald Nicolaisen spoke at the SEC 
Financial Reporting Institute Conference in Pasadena, 
California.  The speech discussed the difficulties of 
implementing Sarbanes-Oxley section 404 and briefly 
discussed one of Nicolaisen’s key priorities: reducing 
complexity.  The speech describes complexity as the direct 
result of (1) a desire to reduce volatility in the income 
statement, (2) the development of numerous exceptions 
to basic principles or (3) the application of detailed rules. 
Nicolaisen expects that reducing complexity in financial 
reporting will require the same type of discipline that we 
have seen businesses adhere to when implementing other 
quality improvement initiatives. 

Click here for the entire speech. 

Staff Legal Bulletin  

Staff Legal Bulletin No. 14C, Shareholder 
Proposal 

Staff Legal Bulletin No. 14C was issued on June 28, 2005 
and provides information for companies and shareholders 
regarding rule 14a-8 under the Securities Exchange Act of 
1934.  The Bulletin includes: the addresses for submitting 
no-action requests and shareholder responses to those 
requests; the application of rule 14a-8(i)(6) to proposals 
calling for director independence; the application of rule 
14a-8(i)(7) to proposals referencing environmental or 
public health issues; the application of rule 14a-8(l); the 
company facsimile number shareholder proponents should 
rely on when transmitting proposals and responses to 
notices of defects; the written materials that should 
accompany a no-action request; the withdrawal of a 
proposal submitted by multiple shareholder proponents; 
and the circumstances under which we will transmit our 
no-action responses by facsimile. 

Click here for full text of the bulletin. 

http://www.fasb.org/fasb_staff_positions/fsp_fas150-5.pdf
http://www.fasb.org/fasb_staff_positions/fsp_eitf00-19-1.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_Heads Up Business Combinations Phase II.pdf
http://www.fasb.org/draft/
http://www.sec.gov/news/speech/spch060205dtn.htm
http://www.sec.gov/interps/legal/cfslb14c.htm


Global Offerings Services Newsletter                               July 2005 
   

 
6  continued on next page. 

SEC 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 Securities and Exchange Commission has released a 
staff report prepared by the Office of the Chief 
Accountant, the Office of Economic Analysis and the 
Division of Corporation Finance on off-balance sheet 
arrangements, special purpose entities and related issues. 
The report was prepared pursuant to Section 401(c) of the 
Sarbanes-Oxley Act of 2002. As required by that Act, the 
report has been submitted to the President, the 
Committee on Banking, Housing and Urban Affairs of the 
Senate, and the Committee on Financial Services of the 
House of Representatives. The staff report includes an 
analysis of the filings of issuers as well as an analysis of 
pertinent U.S. generally accepted accounting principles 
and Commission disclosure rules. The report describes the 
staff's study, details its findings, and provides 
recommendations.  

The staff took a broad approach to the scope of the report 
by including a review of a range of topics with potential 
off-balance sheet implications, including consolidation 
issues, transfers of financial assets with continuing 
involvement, retirement arrangements, contractual 
obligations, leases, contingent liabilities and derivatives, 
as well as a discussion of special purpose entities (SPEs).  

The report identifies several goals for those involved in the 
financial reporting community, including efforts to 

• discourage transactions and transaction structures 
motivated primarily and largely by accounting and 
reporting considerations, rather than economics; 

• expand the use of objectives-oriented standards; 

• improve the consistency and relevance of 
disclosures; and  

• focus financial reporting on communication with 
investors, rather than just compliance with rules.  

The report also provides recommendations for certain 
changes in accounting and reporting requirements, each 
of which complement one or more of the goals mentioned 
above  

• The staff recommends the accounting guidance 
for defined-benefit pension plans and other post-
retirement benefit plans be reconsidered. The 
trusts that administer these plans are currently 
exempt from consolidation by the issuers that 
sponsor them, effectively resulting in the netting 
of assets and liabilities in the balance sheet. In 
addition, issuers have the option to delay 
recognition of certain gains and losses related to 
the retirement obligations and the assets used to 
fund these obligations.  

• The staff recommends that the accounting 
guidance for leases be reconsidered. The current 
accounting for leases takes an "all or nothing" 
approach to recognizing leases on the balance 

sheet. This results in a clustering of lease 
arrangements such that their terms approach, but 
do not cross, the "bright lines" in the accounting 
guidance that would require a liability to be 
recognized. As a consequence, arrangements with 
similar economic outcomes are accounted for very 
differently. 

• The staff recommends the continued exploration 
of the feasibility of reporting all financial 
instruments at fair value.  

• The staff recommends that the Financial 
Accounting Standards Board continue its work on 
the accounting guidance that determines whether 
an issuer would consolidate other entities-
including SPEs-in which the issuer has an 
ownership or other interest.  

• The staff believes that, in general, certain 
disclosures in the filings of issuers could be better 
organized and integrated.  

Click here for full text of the staff study. 
 
Click here for a Heads Up on this report. 

Highlights from the June 8-9, 2005 PCAOB 
Standing Advisory Group Meeting 

June 8-9, 2005, Implementation of Section 
404 and Auditing Standard No. 2.  

The PCAOB has convened a Standing Advisory Group 
(SAG) to advise the Board on the establishment of 
auditing and related professional practice standards. 
The SAG is composed of approximately 30 highly 
qualified persons representing the auditing profession, 
public companies, investors and others. The Board also 
has granted six organizations observer status with 
speaking rights at all SAG meetings. Those six 
organizations are the Financial Accounting Standards 
Board, the Government Accountability Office, the 
International Auditing and Assurance Standards Board, 
the Securities and Exchange Commission, the 
Department of Labor, and the Auditing Standards 
Board of the American Institute of Certified Public 
Accountants.  

The Board remains focused on promoting a Section 404 
process that is effective and cost-efficient. Accordingly, 
the June 8-9, 2005 meeting continued the discussion of 
Section 404 implementation issues for auditors, issuers, 
and small businesses.  The auditor panel discussed the 
May 16 policy statement issued by the PCAOB which 
addressed problems experienced by auditors in the first 
year and the auditors’ first year experience on the coming 
year’s audit approach, how planned changes are expected 
to improve the audit process, the processes that worked 
well in the prior year, and strategies for integrating the 
audit of internal control over financial reporting with the 
audit of the financial statements.  In addition, a panel of 
issuers discussed the challenges they faced during the first 
year of implementation and how that will effect their 
approach in the upcoming year, what worked and what did 
not work in the issuers approach, and the changes they 
expect will improve the process.  Furthermore, a panel 

http://www.sec.gov/news/studies/soxoffbalancerpt.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_HeadsUp6232005.pdf


Global Offerings Services Newsletter                               July 2005 
   

 
7  continued on next page. 

discussed audit committee oversight.  The discussion 
included ways the PCAOB could facilitate audit committee 
oversight of the Section 404 process, information audit 
committees need to receive from auditors in order to fulfill 
their responsibilities, and the effectiveness of 
requirements that the auditor communicate certain 
matters to the audit committee. 
 
The panels also discussed the definitions of a material 
weakness, significant deficiency, control deficiency and 
how they were applied in the first round of internal control 
Audits and how issuers and auditors implemented 
Standard No. 2 on testing of multiple locations. 
 
Click here for full text of briefing paper from June 8-9, 

2005 PCAOB meeting. 

Highlights of the March 22 and May 17, 
2005 AICPA International Practices Task 
Force Meeting 

The AICPA International Practices Task Force (the Task 
Force) meets periodically with the SEC Staff 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 March 22, 2005 meeting:  

• Inflationary status of certain countries (includes a list of 
all highly inflationary economies as of February 28, 2005)  

• Reporting issues: (a) on the division of responsibility; 
among auditors for the U.S. GAAP reconciliation (b) 
comfort on qualitative descriptions of GAAP differences in 
Rule 144A filings; (c) Regulation D offers to accredited 
investors; (d) MJDS and Canadian consents; (e) filing 
dates for MJDS; (f) SOX 404 reporting 

• GAAP to be used in the capitalization tables and 
Schedule I 

• Price-level adjusted cash flow statements  

• IFRS issues: (a) Reporting on 2004 IFRS amounts; (b) 
Applicability of SAB 74 disclosures 

• SEC Staff issues: (a) Staff accommodation permitting 
proportionate consolidation in U.S. GAAP financial 
statements of a foreign private issuer; (b) Extractive 
industries update; (c) Follow-up on Canadian 
compilation reports 

The Task Force discussed the following topics at its 
May 17, 2005 meeting: 

• Inflationary status of certain countries (includes a list of 
all highly inflationary economies as of April 30, 2005)  

• Non-GAAP measures issues:  (a) Operating and Financial 
Review in UK Annual Reports; (b) Non-GAAP measures 
and IFRS 

• Mexico - Statement 112 and D-3 

• SEC release on first time adoption of IFRS 

• SEC Staff issues related to Italian GAAP versus Italian 
Company Law 

Click here for full text of minutes to the Task Force 
meeting.  

FAQs on IFRS implementation 

On April 12, 2005, the SEC adopted its final rule First-time 
Application of International Financial Reporting Standards.  
Since the issuance of the final rule, several 
implementation questions have arisen.   

In an effort to promote consistency in the application of 
the final rule and reducing uncertainties foreign private 
issuers may face during the transition year, the AICPA 
International Practices Task Force has developed a 
frequently asked questions document (see Appendix A). 

The SEC staff has indicated that it does not object to the 
views expressed therein. 

CESR issues final advice to the European 
Commission on the equivalence between 
GAAP of the US, Japan, and Canada 
(“Third Countries”) and IFRS 

On April 27, 2005, the Committee of European Securities 
Regulators (CESR) published a Draft Technical Advice on 
Equivalence of Certain Third Country GAAP and on 
Description of Certain Third Countries Mechanisms of 
Enforcement of Financial Information. See the May 2005 
edition of this newsletter for more information. 

Under new prospectus and market disclosure rules, the 
European Commission is charged with deciding whether 
foreign GAAPs offer ”equivalence'' of information with 
IFRS. Such a finding would relieve foreign issuers from 
having to reconcile their accounts to IFRS.  

The CESR published for consultation its draft advice to the 
European Commission regarding its assessment of the 
equivalence of Generally Accepted Accounting Principles 
(GAAP) in the US, Canada and Japan (Third Countries) 
with IFRS.  

In response to comments received, CESR has made a 
number of changes and clarifications to the draft advice 
that it published in May 2005.  

Determination of need to apply "remedies" to differences 
between Third Country GAAP and IFRS 

CESR has stated that the need to apply "remedies" (where 
there are significant differences between Third Country 
GAAP and IFRS) should be judged by issuers on the basis 
of whether the differences are material to the financial 
position of the company and so would be significant for 
the purposes of investors. Furthermore, CESR has clarified 
that only in exceptional cases should issuers need to go 
beyond the list of significant differences between Third 
Country GAAP and IFRS that CESR has identified in its 
advice. Previously, there was a wide "catch all" provision 
that could be interpreted as requiring issuers to look at all 
applicable accounting standards and make a judgment on 
whether the differences are relevant and/ or material.  

CESR has also clarified the meaning of "relevance" and 
"material" in assessing which of the significant differences 
identified in its advice an issuer needs to deal with by way 
of remedies in accounts provided in a prospectus under 
the Prospectus Directive or the Transparency Directive. 

http://www.pcaob.org/Standards/Standing_Advisory_Group/Meetings/2005/06-08-09/Briefing_Paper.pdf
http://www.aicpa.org/belt/sec-hl.htm
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Relevance is essentially a test of whether the difference is 
applicable to that issuer - for example if an issuer does 
not issue any share options then it would not need to 
consider remedies to deal with any significant differences 
between US GAAP and IFRS in this respect. CESR has 
stated that a remedy would be considered material "if [its] 
omission could influence the economic decisions of users 
taken on the basis of the financial statements; materiality 
depends on the size of the item judged in the particular 
circumstances so its omission" (as per paragraph 30 of the 
IAS Framework). As noted above, materiality should also 
be considered in the context of being significant for the 
purposes of investors. 

Role of auditors 

CESR has clarified the role and responsibilities of the 
auditor and the issuer after considerable comment from 
respondents on this issue. CESR has said that it is 
important that auditors give an opinion on the proper 
presentation and preparation of the remedies (if any) and 
that in some circumstances this could require two 
separate audit opinions to be given (which many 
respondents had argued against).  

CESR does not state that the auditors need to opine on 
the extent to which remedies are "relevant" or "material" 
to an issuer. 

Other points in the final advice 

Some respondents to the consultation on the draft advice 
had argued that the obligations should differ between debt 
and equity issuers. However, CESR did not agree, as it 
was focusing on ensuring understanding of third country 
financial statements rather than the aspects of those 
statements relevant to investors in particular types of 
security. Given CESR's advice elsewhere on the need to 
assess what remedies are material by reference to 
investors, it seems that CESR means investors in any type 
of security (i.e. equity and debt) in this context. 

CESR noted that the review of equivalency had been made 
on the GAAPs as of 1 January 2005 and advised that a 
fresh review should take place in January 2007, which 
would be at the end of the transitional period (i.e. after 
which third country GAAPs are no longer capable of being 
used under the Prospectus Directive unless they are 
deemed equivalent to IFRS). In this regard, CESR noted 
that a roadmap for convergence between US GAAP and 
IAS had been established by the US SEC and the 
European Commission to eliminate all differences between 
these GAAPs by 2009.  

Finally, this does not take effect until January 1, 2007, 
when the Prospectus Directive exemption period ends and 
the Transparency Directive is due to be implemented. 
Until January 1, 2007, issuers can generally use any third 
country GAAP in a prospectus or in their periodic accounts 
without needing to include remedies on significant 
differences (subject to those accounts giving a true and 
fair view). 

Click here to go to CESR website where full text of the 
advice is located. 

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 3rd quarter 2005. 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. 

 

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

 Heads Up: Vol. 12, Issue 4, "SPEs…and More! SEC 
Staff Issues Report to President and Congress"

 

  Heads Up: Vol. 12, Issue 5, "Construction Ahead: Use 
Caution When Merging FASB Issues Exposure Drafts in 
Phase II of Its Business Combinations Project"

 

  Accounting Roundup:  June 30, 2005
 

  Accounting Roundup: 2nd Quarter in Review 2005
 

  EITF Roundup: June 2005
 

 Audit Committee Brief: June 2005
 

  Under Control, Guidance for Sustaining Compliance 
with Sarbanes-Oxley Section 404

 

http://www.cesr-eu.org/
http://www.deloitte.com/dtt/cda/doc/content/us_assur_HeadsUp6232005.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_HeadsUp6232005.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_Heads Up Business Combinations Phase II.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_Heads Up Business Combinations Phase II.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_Heads Up Business Combinations Phase II.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_June 30%2C 2005 Accounting Roundup.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_AccountingRoundup2ndQuarter2005.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_eitf roundup june 2005%281%29.pdf
http://www.deloitte.com/dtt/cda/doc/content/us_assur_acbrief_June_fin.pdf
http://www.deloitte.com/dtt/cda/doc/content/UnderControl(1).pdf
http://www.deloitte.com/dtt/cda/doc/content/UnderControl(1).pdf
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  A Framework for Evaluating Control Exceptions and 
Deficiencies

 
 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/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.iasplus.com/
http://212.135.140.61/
http://212.135.140.61/
http://212.135.140.61/
http://www.deloitte.com/vs/0%2C1616%2Csid%25253D2000%2C00.html
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 Webcasts 
Deloitte offers Dbriefs, live webcasts for executive 
level audience 
April–June 2005 Program Guide 
 
Below please find the scheduled webcasts for the 3rd  
quarter 2005 across functions: 

Financial Executives 
 
Driving Enterprise Value  
Host: David Brainer, Principal - Deloitte Consulting LLP 
 
Entering the Chinese Market: How to Get In and Where to 
Locate 
Wednesday, July 20, 3:00 PM EDT (20:00 GMT) 
1 CPE credit: Management Advisory Services/Accounting 
China remains the world’s hottest location for direct 
foreign investment, yet entering is anything but easy. 
We’ll discuss: 

• Market forces making China attractive – is the 
market overheating?  

• Current trends affecting where and how 
companies invest.  

• Business model options, including sourcing, joint 
ventures, acquisitions and wholly owned foreign 
enterprises.  

• Recent regulations changing the way foreign 
companies operate.  

• Location variables, including regional and local 
conditions.  

• Emerging cities challenging the traditional coastal 
zones for foreign investment.  

• Comparison of China to emerging competitors for 
foreign investment.  

Learn how to choose the right location and entry strategy 
– and how to optimize your operation once it’s 
established. 

Linking IT to Shareholder Returns: How IT Creates (and 
Destroys) Value 
Wednesday, August 17, 3:00 PM EDT (20:00 GMT) 
1 CPE credit: Management Advisory Services/Accounting 
(Governmental) 
What drives shareholder value – and what role does 
information technology play in the process? We’ll discuss: 

• Where IT creates value by supporting, enabling or 
accelerating key processes.  

• Leveraging IT to grow revenue and improve the 
productivity of operations and assets.  

• Processes most critical to competitiveness and 
profitability.  

• Translating shareholder value into understandable 
terms – revenue growth, operating margin and 
asset efficiency.  

Learn how IT can boost shareholder value by improving 
speed, quality, cost and processes, including governance, 
performance measurement, risk, security and compliance. 

Managing Projects as a Portfolio: How to Maximize Value 
Through Alignment 
Wednesday, September 21, 3:00 PM EDT (20:00 GMT) 
1 CPE credit: Management Advisory 
Services/Administrative Practice 
Many executives admit they aren’t sure what results to 
expect from their portfolio of improvement projects. 
They’ve examined the individual business cases, but don’t 
know how one initiative affects the others or how various 
projects align with their overall business strategy. We’ll 
discuss: 

• Looking beyond the costs and benefits of 
individual projects.  

• Understanding a portfolio’s total impact.  
• Aligning projects with each other – and with the 

overall strategy.  
• Making the transition to a portfolio approach.  

Learn how portfolio management can increase the total 
value of your improvement initiatives and reduce your 
overall risk. 
 
Sarbanes-Oxley 
Host: Steve Wagner, Partner - Deloitte & Touche LLP 

Sustained Compliance: How to Meet Organizational 
Challenges Head-On 
Wednesday, August 10, 2:00 PM EDT (18:00 GMT) 
1 CPE credit: Business Management & 
Organization/Auditing (Governmental) 
Achieving sustained and effective compliance requires 
centralized standards, knowledge, and communication. 
However, your people still need to apply these tools 
effectively. So how do you ensure they do? We’ll discuss: 

• How to structure ethics and compliance 
management, including reporting lines for the 
ethics and compliance officer, the role of internal 
audit and risk management, and where the 
expertise on financial controls should reside.  

• How training can successfully embed compliance 
accountability into operational roles.  

Learn how to establish a regimen that will encourage 
appropriate business judgment and ongoing compliance. 

Sustained Compliance in Action: What Are Companies 
Really Doing? 
Wednesday, September 14, 2:00 PM EDT (18:00 GMT) 
 
Co-Host: Mark Layton, Partner - Deloitte & Touche LLP  
1 CPE credit: Management Advisory Services/Behavioral 
Ethics  
How are leading companies successfully moving their 

http://www.deloitte.com/dtt/section_node/0%2C1042%2Csid%25253D49669%2C00.html
http://www.deloitte.com/dtt/section_node/0%2C1042%2Csid%25253D49669%2C00.html
http://www.deloitte.com/dtt/section_node/0%2C1042%2Csid%25253D49669%2C00.html
http://www.deloitte.com/dtt/section_node/0%2C1042%2Csid%25253D49669%2C00.html
http://www.deloitte.com/dtt/section_node/0%2C1042%2Csid%25253D49669%2C00.html
http://www.deloitte.com/dtt/section_node/0%2C1042%2Csid%25253D49669%2C00.html
http://www.deloitte.com/dtt/section_node/0%2C1042%2Csid%25253D49669%2C00.html
http://www.deloitte.com/dtt/section_node/0%2C1042%2Csid%25253D49669%2C00.html
http://www.deloitte.com/dtt/section_node/0%2C1042%2Csid%25253D49669%2C00.html
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compliance initiatives from a project to a sustained 
program? Join us as several public companies share their 
insights on: 

• Approaches for promoting an effective compliance 
mindset.  

• Integrating compliance roles and responsibilities 
into the organization.  

• Implementing approaches to evaluate controls in 
a balanced manner.  

• Identifying, evaluating, and reporting on material 
changes in internal control.  

• Applying technology to streamline and enhance 
assessment activities.  

Learn from the real-life experiences of companies that 
have started the journey to integrate internal control into 
their organization’s DNA. 
 
Financial Reporting 
Host: Host: Jim Johnson, Partner - Deloitte & Touche LLP 

FASB’s Proposals on Accounting for Business Combinations 
and Noncontrolling Interests 
Monday, July 18, 2:00 PM EDT (18:00 GMT) *1.5 hour 
event 
1.5 CPE credits: Accounting/Economics 
FASB is expected to issue exposure drafts of two proposed 
statements at the end of June 2005: Purchase Method 
Procedures and Accounting for Noncontrolling Interests. 
We’ll discuss the main differences between FASB’s 
proposals and current accounting rules, and how they will 
impact your financial statements. Examples include: 

• FASB’s shift to fair value from the current cost-
based approach.  

• The Purchase Method Procedures proposal’s effect 
on the purchase price allocation.  

• Changes to the presentation of noncontrolling 
(minority) interests.  

• Proposed effective dates and transition provisions.  

Understand how the FASB’s proposal could impact future 
transactions and how to prepare for them. 

EITF Roundup: Highlights of the September Meeting 
Tuesday, September 20, 2:00 PM EDT (18:00 GMT) *1.5 
hour event 
1.5 CPE credits: Accounting/Finance 
The FASB’s Emerging Issues Task Force (EITF) will meet in 
September to review emerging issues. We’ll discuss the 
results of this meeting, which we expect will include: 

• Issues not resolved at the June 2005 meeting.  
• Additional issues added to the Task Force agenda.  

Stay on top of implementing new accounting guidance and 
potential future guidance resulting from the deliberations 

of the EITF. 
 
Corporate Governance  
Host: Greg Weaver, Partner - Deloitte & Touche LLP 

The Latest Corporate Governance Trends – How Does Your 
Board Stack Up? 
Tuesday, August 2, 2:00 PM EDT (18:00 GMT) 
1 CPE credit: Management Advisory Services/Business 
Management & Organization 
Corporate governance is ever-changing, and board 
practices are evolving with it. We’ll discuss: 

• Trends in size, composition, leadership and 
director compensation, and why changes have 
occurred.  

• Audit committee trends and what you need to 
know, including member backgrounds and 
committee meetings.  

• Diversity trends and why board gender and ethnic 
diversity has slowed.  

• Current key issues, including the move away from 
stock options in director compensation.  

Hear about the latest governance trends from the IRRC 
and compare your board’s practices with those of the S&P 
Super 1500 companies. 

So You’ve Been Asked to Join a Board? What Every 
Financial Executive Needs to Know 
Thursday, September 8, 2:00 PM EDT (18:00 GMT) 
1 CPE credit: Personal Development/Communications 
Chief financial executives are increasingly being asked to 
join boards of directors. What should you do if a recruiter 
or nominating committee calls you? We’ll discuss: 

• Rewards and risks of board service, including 
networks you can build, what you can learn, 
potential liability, time commitment, and 
compensation.  

• Due diligence you should undertake, including 
who to talk to and what questions to ask.  

• Seeking permission from your CEO and/or board 
and how to know when you’re stretched too thin.  

Consider all of the facts so that you can make the best 
decision. 
 
Back to top

 
*     *    * 

 

http://www.deloitte.com/dtt/section_node/0%2C1042%2Csid%25253D49669%2C00.html
http://www.deloitte.com/dtt/section_node/0%2C1042%2Csid%25253D49669%2C00.html
http://www.deloitte.com/dtt/section_node/0%2C1042%2Csid%25253D49669%2C00.html
http://www.deloitte.com/dtt/section_node/0%2C1042%2Csid%25253D49669%2C00.html
http://www.deloitte.com/dtt/section_node/0%2C1042%2Csid%25253D49669%2C00.html
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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

 
 
 
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. 

 
Back to top

 
 
 
 
 
 
 
 
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. 
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APPENDIX A 
AICPA International Practices Task Force 

Frequently Asked Questions: 
SEC Rule First-Time Application of International Financial Reporting Standards 

 
On April 12, 2005, the SEC adopted its final rule First-time Application of International Financial Reporting Standards 
(IFRS).  Since the issuance of the final rule, several implementation questions have arisen.  In an effort to promote 
consistency in the application of the final rule and reducing uncertainties foreign private issuers may face during 
the transition year, the AICPA International Practices Task Force has developed the following frequently asked 
questions based on discussions with the SEC staff.  The SEC staff has indicated that it does not object to the views 
expressed herein.   
 
The parenthetical references throughout the Appendix are to pages in the final rule, SEC Release No. 33-8567 
(hereinafter, referred to as the “adopting release” or “Release”) and are included to facilitate reference to the 
Release as it relates to the specific frequently asked question.    
 
I. Eligibility 
 
Q1. The adopting release specifies that a foreign private issuer is eligible for the accommodation when an 

“annual report relates to the first financial year starting on or after January 1, 2007 or an earlier financial 
year” (page 8).  The Instructions to Form 20-F specifies that “The annual report relates to the 2007 financial 
year or an earlier financial year” (page 56).  New General Instruction G(a) (page 55) indicates that “… the 
term ‘financial year’ refers to the first financial year beginning on or after January 1 of the same calendar 
year.”  Is the accommodation limited to financial years that begin prior to or on December 31, 2007? 

 
A. Yes.  The accommodation is limited to financial years that begin prior to or on December 31, 2007.   
 
Q2. The adopting release provides that if a first-time adopter has published (voluntarily or has been required 

to do so pursuant to other regulations) audited IFRS financial statements for the third financial year, then 
the SEC filing must include audited financial statements prepared in accordance with IFRS for all three 
years (i.e., the date of transition is January 1, 2003) (Pages 12 and 60). Would the IFRS financial statements 
for the third financial year included in a SEC filing need to fully comply with IFRS and be audited in 
accordance with PCAOB standards? 

 
A. Yes.  The financial statements for the third financial year should fully comply with IFRS and be audited in 

accordance with PCAOB standards.  
 
Q3. The adopting release provides that if a first-time adopter has published (voluntarily or has been required 

to do so pursuant to other regulations) audited IFRS financial statements for the third financial year, then 
the SEC filing must include audited financial statements prepared in accordance with IFRS for all three 
years (Pages 12 and 60).  If presented, would the first-time adopter be required to provide a reconciliation 
from IFRS to US GAAP for the third year?  

 
A. Yes.  The first-time adopter would be required to provide a reconciliation from IFRS to US GAAP for all 

three years presented, unless otherwise allowed by SEC rules for a first-time SEC registrant to omit the US 
GAAP reconciliation for the third preceding year. 
 

Q4. Assume a first-time adopter, in its first year of adoption, publishes IFRS financial information for periods 
prior to its transition date to IFRS (voluntarily or has been required to do so pursuant to other regulations).  
This information could take various forms, but in all instances would include information intended to 
depict what the IFRS information would have been had the issuer reported under IFRS in periods 
preceding the transition date (for example, a 2005 first-time adopter with a January 1, 2004 transition date 
has published IFRS financial information with respect to 2003 “as if” the issuer had applied IFRS in 2003).  
Would the first-time adopter be required to, or could it elect to, include the previously published IFRS 
financial information for periods prior to its transition date in an SEC filing? 
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APPENDIX A 
AICPA International Practices Task Force 
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A. No.  A first-time adopter should only include periods that begin on or after its transition date to IFRS, as 

included in its first IFRS financial statements filed with the SEC.  
 
II. Registration Statements in the Transition Year 
 
Q5.  The adopting release acknowledges that an issuer may be unable to comply fully with IFRS for interim 

financial information during the Transition Year.  What standards would be acceptable to use as part of a 
disclosed basis of presentation in preparing IFRS financial information (annual or interim) during the 
Transition Year? 

 
A. The accounting standards (and related interpretations) used as part of the basis of presentation would be 

determined by each issuer based on its particular facts and circumstances. The following are alternative 
bases of presentation that may make “reference to IFRS” during the transition year: 

  
• “IFRS as Published” (sometimes referred to as “IFRS as Issued”) means that the financial information 

is prepared in accordance with IFRS standards to the extent that the IFRS standards are 
published/issued as of a date in time prior to the issuance of the financial information (e.g., June 30, 
2005 interim financial information issued on August 1 would be prepared in accordance with IFRS, 
including IFRIC interpretations published as of August 1).  Management should disclose that the 
published/issued IFRS standards may change due to new IASB standards or promulgated 
interpretations that would be effective when management prepares its first set of IFRS financial 
statements at December 31, 2005.  For example, a company could not apply the proposed amendments 
to the transitional provisions of IAS 39 when reporting on an “IFRS as Published” basis, prior to the 
IASB’s approval and issuance of a final standard.   In substance, this is no different from any other 
company preparing its financial statements under IFRS. 

 
• “IFRS as adopted by the European Commission for use in the European Union” (“EU GAAP”) means 

that the financial information is prepared in accordance with EU GAAP to the extent that EU GAAP 
are effective, or issued and early adopted as of a date in time at or prior to the issuance of the financial 
information (e.g., June 30, 2005 interim financial information issued on August 1 would be prepared in 
accordance with EU GAAP as of August 1).  Management should disclose that the published/issued 
EU GAAP may change due to new IASB standards, promulgated interpretations, or actions by the 
European Commission that would be effective when management prepares its first set of IFRS 
financial statements at its reporting date (e.g., December 31, 2005 for a 2005 calendar year-end first-
time adopter). Because EU companies must comply with accounting standards adopted by the 
European Commission, it may be possible for EU companies to prepare financial statements that 
comply with EU accounting regulations (“EU GAAP”) but do not comply with IFRS. 

   
In some cases, first-time adopters have applied “Expected IFRS” as a disclosed basis of accounting. This 
disclosed basis of accounting generally would include those standards that have not been adopted by the 
IASB and/or endorsed by EU, but are “expected” to be adopted and/or endorsed by the EU by December 
31, 2005.  That is, in preparing the financial information at an interim date, the company would be 
applying accounting standards that have been issued and/or endorsed, as well as accounting standards 
that it expects to be issued and/or endorsed by December 31, 2005.  For example, if an EU foreign private 
issuer applies the proposed amendments to the transitional provisions of IAS 39 when reporting on an 
“Expected IFRS” basis, management would not be able to represent that the 2005 interim financial 
information was prepared in accordance with currently published/issued standards (i.e., the disclosed 
basis of accounting would not represent a comprehensive basis of generally accepted accounting 
principles).  This type of disclosed basis of presentation (i.e., “Expected IFRS”) should not be included in 
(or incorporated by reference into) an SEC registration statement. 
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Q6. The adopting release acknowledges that an issuer may be unable to comply fully with IFRS for interim 

financial information during the Transition Year and that the issuer should provide appropriate cautionary 
language in this regard (footnote 41 and pages 23 and 24).  What would be “appropriate cautionary 
language” to disclose in IFRS financial information (annual or interim) presented during the Transition 
Year? 

 
A. Appropriate disclosure should be determined by each issuer based on its particular facts and 

circumstances.  Set forth below are examples of disclosures that an issuer might include in the notes to the 
interim financial information that makes “reference to IFRS” during the transition year; however, as noted 
above, such examples should be modified, where appropriate, in response to the facts and circumstances 
applicable to a specific issuer. 

 

1. The following is an example of the cautionary language that could be included, modified as 
appropriate in light of particular facts and circumstances, in the basis of presentation note to interim 
financial information prepared in accordance with “IFRS as Published” during the transition year:  

 
The Company will adopt IFRS for the first time in its financial statements for the year ended December 
31, 2005, which will include comparative financial statements for the year ended December 31, 2004.  
IFRS 1 First-time Adoption of International Financial Reporting Standards requires that an entity 
develop accounting policies based on the standards and related interpretations effective at the reporting 
date of its first IFRS financial statements.  IFRS 1 also requires that those policies be applied as of the date 
of transition to IFRS and throughout all periods presented in the first IFRS financial statements.  The 
accompanying interim financial information as of and for the six month periods ended June 30, 2005 and 
2004, have been prepared in accordance with those IASB standards and IFRIC interpretations issued and 
effective, or issued and early-adopted, at [insert date].  The IASB standards and IFRIC interpretations 
that will be applicable at December 31, 2005, including those that will be applicable on an optional basis, 
are not known with certainty at the time of preparing this interim financial information.  As a result, the 
accounting policies used to prepare these financial statements are subject to change up to the reporting 
date of the Company’s first IFRS financial statements.  
 

2. The following is an example of the cautionary language that could be included, modified as 
appropriate in light of particular facts and circumstances, in the basis of presentation note to interim 
financial information prepared in accordance with “EU GAAP” during the transition year: 

 
The Company will adopt “IFRS as adopted by the European Commission for use in the European 
Union” (“EU GAAP”) for the first time in its financial statements for the year ended December 31, 
2005, which will include comparative financial statements for the year ended December 31, 2004. IFRS 1 
First-time Adoption of International Financial Reporting Standards requires that an entity develop 
accounting policies based on the standards and related interpretations effective at the reporting date of its 
first IFRS financial statements. IFRS 1 also requires that those policies be applied as of the date of 
transition to IFRS and throughout all periods presented in the first IFRS financial statements.  The 
accompanying interim financial information as of and for the six month periods ended June 30, 2005 and 
2004, have been prepared in accordance with those EU GAAP effective, or issued and early adopted, at 
[insert date].  The EU GAAP that will be applicable at December 31, 2005, including those that will be 
applicable on an optional basis, are not known with certainty at the time of preparing this interim 
financial information.  As a result, the accounting policies used to prepare these financial statements are 
subject to change up to the reporting date of the Company’s first IFRS financial statements.  

 
Q7.  For registration statements effective 9 months or less after year-end, new Instruction G(f)(2)(A) specifies 

that Instruction 3 of the Instructions to Item 8.A.5 does not apply to financial information (annual or 
interim) prepared with a “reference to IFRS.” The final rule does not define what is meant by “reference to 
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IFRS.”  What disclosed basis of presentation would be acceptable in preparing financial information 
(annual or interim) with “reference to IFRS”? 

 
A. A first-time adopter could satisfy the requirement in Instruction G(f)(2)(A) by providing financial 

information (annual or interim) on a disclosed basis of presentation, as discussed in Question 5.  The basis 
of presentation would disclose the accounting principles used to prepare the financial information.   

 
 Interim financial information presented under a disclosed basis of presentation may not necessarily be 

presented in accordance with IAS 34, Interim Financial Reporting.  In such instances, a first-time adopter 
would not have represented that it had prepared its interim IFRS financial information in accordance with 
IAS 34 and, therefore, any subsequent accounting policy changes made during the Transition Year would 
not need to comply with IAS 8, Accounting Policies, Changes in Estimates and Errors.  Consequently, 
subsequent accounting policy changes would not be subject to the “preferability” test in IAS 8 and would 
not result in the restatement of any prior interim IFRS financial information.  However, appropriate 
disclosure regarding any such accounting policy changes should be included in any interim IFRS financial 
information of a subsequent interim period during the Transition Year, as well as, in the first IFRS financial 
statements.  

 
 In all instances, if interim IFRS financial information is determined to be in error, such information would 

be corrected pursuant to IAS 8 and the relevant guidance in the SEC’s rules and regulations.  
 

Q8. For registration statements effective more than 9 months after year-end, New Instruction G(f)(2)(B)(iii) (the 
“US GAAP Condensed Information Option”) provides interim financial information should be “in 
accordance with IFRS.” For purposes of the “US GAAP Condensed Information Option,” how would a 
foreign private issuer satisfy this requirement? 

 
A. A foreign private issuer could satisfy the requirement by providing a complete set of financial statements, 

including a balance sheet, an income statement, a statement showing either all changes in equity or 
changes in equity other than those arising from capital transactions with owners and distributions to 
owners, a cash flow statement, and accounting policies and other explanatory notes that would be required 
by IAS 1 Presentation of Financial Statements. There would be no difference in informational content 
compared to the annual financial statements. 
 
Alternatively, a foreign private issuer could satisfy the requirement by providing interim financial 
information that complies with IAS 34, including the disclosures required by paragraphs 45 and 46 of IFRS 
1 First-time Adoption of International Financial Reporting Standards. 
 
First-time adopters preparing interim IFRS financial information that complies with either of the above 
alternatives would need to comply with IAS 8 for any errors and subsequent accounting policy changes 
made during the Transition Year.  In the case of accounting policy changes, the new accounting policy 
should result in the IFRS financial information providing reliable and more relevant information about the 
effects of transactions, other events or conditions on the entity’s financial position, financial performance or 
cash flows (i.e., it is “preferable”). In addition, the IFRS financial information of prior interim periods 
during the Transition Year and the comparable interim periods of any prior financial years would need to 
be restated in accordance with IAS 8.  

 
Q9. If a foreign private issuer utilizes the “US GAAP Condensed Information Option” to satisfy the interim 

financial information requirements in a registration statement effective more than 9 months after year-end, 
is the foreign private issuer required to provide a full set of interim financial information prepared in 
accordance with US GAAP for the interim period in order to satisfy the final rule’s requirement that the 
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condensed US GAAP information provided be at a level of detail substantially consistent with that 
required by Article 10 of Regulation S-X? 

 
A. No.  A condensed balance sheet, income statement and accompanying footnotes prepared in accordance 

with US GAAP would satisfy the final rule’s requirement, provided the interim IFRS financial information 
at least complies with IAS 34 (including the disclosures required by paragraphs 45 and 46 of IFRS 1) and 
includes a condensed statement of cash flows prepared in accordance with IAS 7. 

 
Q10. New Instruction G(f)(2)(B)(ii) (the “IFRS Option”) specifies that, for registration statements effective more 

than 9 months after year-end, financial information (i.e., annual and interim) should be “in accordance 
with IFRS.” The adopting release provides the following example: “… a 2005 first-time adopter would 
present audited financial statements for 2003 and 2004 and unaudited financial statements for the six 
months (or nine months) of 2004 and 2005, all in accordance with IFRS and reconciled to U.S. GAAP” (Page 
26).  In this example, what would be the foreign private issuer’s reporting date for purposes of its first-time 
adoption of IFRS? 

 
A. A foreign private issuer that provides audited financial statements “in accordance with IFRS” for the 2003 

and 2004 years would have adopted IFRS as of a 2004 reporting date (e.g., December 31, 2004).  Therefore, 
the foreign private issuer would be adopting IFRS earlier than 2005 (i.e., the transition date would be 
January 1, 2003).  However, in this case, the foreign private issuer still would be able to avail itself of the 
accommodation provided by the final rule that permits a first-time adopter to omit IFRS financial 
statements for the third financial year (i.e., IFRS financial statements for 2002 would not be required). 

 
III. Exceptions 
 
Q11. The adopting release provides that when relying on a mandatory exception, an issuer must describe the 

exception as provided for in IFRS 1 and state that it complied (page 31), and further indicates that this 
disclosure should be included in an issuer’s disclosure pursuant to Item 5, which provides information on 
the issuer’s financial and operating review and prospects.   However, this requirement is not included in 
the new Instruction G or in other parts of the amended Form 20-F.  When relying on a mandatory 
exception, is an issuer required to describe the exception required by IFRS 1 and state that it complied? 

 
A. Yes.  A foreign private issuer is required to provide this disclosure pursuant to Item 5 Operating and 

Financial Review and Prospects.  Further, Instructions 3.b to Item 8 (page 62) provides that “To the extent the 
primary financial statements reflect the use of exceptions permitted or required by IFRS 1, the issuer shall 
identify each exception used, including: i) An indication of the items or class of items to which the 
exception was applied; and ii) A description of what accounting principle was used and how it was 
applied.”   

 
Q12. A new Instruction to Item 5, Operating and Financial Review and Prospects outlines the disclosure 

requirements related to the use of exceptions permitted or required by IFRS 1. Specifically, new Instruction 
5 4.b. to Item 5 provides “where material, qualitative disclosure of the impact on financial condition, 
changes in financial condition and results of operations that the treatment specified by IFRS would have 
had absent the election to rely on the exception.” Is the first-time adopter required to provide these 
disclosures only for “elective” exceptions?  

 
A. Yes.  This disclosure is required only for “elective” exceptions.  This is based on the adopting release (page 

31),  which states that “when relying on an elective exception, an issuer must include, where material, 
qualitative disclosure of the impact on the issuer’s financial condition, changes in financial condition and 
results of operations.”  
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IV. EU GAAP Matters 
 
Q13. Under the “IFRS Option,” could a foreign private issuer provide financial statements in accordance with 

EU GAAP” to satisfy the requirements? 
 
A. Yes.  The Special Instruction for Certain European Issuers (page 60) provides that financial information “in 

accordance with EU GAAP” would be acceptable to satisfy the requirements of the “IFRS Option.” 
  
Q14. For registration statements filed more than 9 months after year-end, the “US GAAP Condensed 

Information Option” specifies that interim financial information should be “in accordance with IFRS” (see 
Question 7).  Under the “US GAAP Condensed Information Option,” would interim financial information 
prepared in accordance with EU GAAP satisfy the requirements? 

 
A. Yes, provided the informational content of the interim financial information would comply with one of the 

alternatives in the answer to Question 7.  In addition, the foreign private issuer would be required to 
provide reconciliations to IFRS as published by the IASB that includes information relating to financial 
statement line items and footnote disclosures equivalent to that required under IFRS as published by the 
IASB for interim financial information.  Furthermore, the foreign private issuer should provide additional 
selected financial data based on IFRS as published by the IASB, and the Operating and Financial Review and 
Prospects should focus on the primary financial statements prepared in accordance with EU GAAP, with a 
discussion of any differences between EU GAAP, IFRS as published by the IASB, and U.S. GAAP not 
otherwise discussed in the reconciliation footnote to the extent necessary to understand the financial 
statements as a whole. 

 
Q15. New Instruction G specifies that Item 4.B, Business Overview and Item 11, Quantitative and Qualitative 

Disclosures about Market Risk should be presented on the basis of IFRS (page 56 & 57). If the primary 
financial statements are EU GAAP, should these items be prepared on the basis of EU GAAP?  

 
A. Yes.  The Special Instruction for Certain European Issuers (page 60) provides that financial information “in 

accordance with EU GAAP” would be required to satisfy the requirements of Item 4.B and Item 11. 
 
V. Other Disclosures 
 
Q16. New Instruction G permits foreign private issuers in the first year of adoption of IFRS to provide Previous 

GAAP selected financial data (pages 59 -60).  In the first year following the year of transition (e.g., 2006 for 
a 2005 first-time adopter), can the foreign private issuer continue to provide the previous GAAP selected 
financial data for years prior to the transition date in subsequent years (e.g., 2006)?   

 
A. Although new Instruction G (b) only addresses the provision of Previous GAAP selected financial data in 

the Transition Year, a foreign private issuer may continue to provide selected financial data for prior years 
under Previous GAAP in the year following the year of transition and in each year thereafter until 5 years 
of IFRS selected financial data is required to be presented. 

 
Q17. New Instruction G provides “Special Instruction for Certain European Issuers” when a foreign private 

issuer changes from Previous GAAP to IFRS as adopted by the European Union (page 60). As part of these 
special instructions, a European issuer would provide an audited footnote reconciliation to IFRS as 
published by the IASB, containing information relating to financial statement line items and footnote 
disclosures equivalent to that required under IFRS as published by the IASB (e.g., an entity applying EU 
GAAP must include footnote disclosure that complies with IAS 32, Financial Instruments: Disclosure and 
Presentation, even if it does not fully apply IAS 39 relating to hedge accounting). In the years after the year 
of transition (e.g., 2006 and after for a 2005 first-time adopter), is the European issuer required to continue 
to provide a reconciliation from EU GAAP to IFRS as published by the IASB (e.g., 2006)? 
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A. No.  New Instruction G, including instruction G (b), is only applicable in annual reports and registration 

statements for the year in which the foreign private issuer adopts EU GAAP for the first time and utilizes 
the two-year accommodation available to foreign private issuers upon their initial adoption of IFRS.  

 
VI. Furnished Information 
 
Q18.  A foreign private issuer may furnish IFRS financial information (annual or interim) on a Form 6-K during 

the Transition Year.  This information may or may not comply with IAS 1 or IAS 34.  How should any 
accounting policy changes be accounted for in subsequent IFRS financial information furnished on a Form 
6-K? 

   
A.     Where such information complies with IAS 1 or IAS 34, any subsequent accounting policy changes made 

during the Transition Year should comply with IAS 8.  In cases where a “basis of presentation” is being 
used (i.e., IAS 34 is not being complied with) appropriate disclosure regarding the policy change should be 
included in any interim IFRS financial information of a subsequent interim period during the Transition 
Year, as well as, in the company’s first IFRS financial statements.   

 In all instances, if the IFRS financial information is determined to be in error, such information should be 
corrected pursuant to IAS 8 and the relevant guidance in the SEC’s rules and regulations. 
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