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As part of the SEC’s continuing consideration of whether, when, and how to incorporate 
IFRSs into the U.S. financial reporting system, the SEC staff issued “Exploring a Possible 
Method of Incorporation” (the “staff paper”) in May 2011.1 The comment period on the 
staff paper has ended, and more than 140 letters were received expressing respondents’ 
views on a possible framework. This Heads Up describes the main themes of the 
feedback, which generally indicated broad support for a single set of high-quality globally 
accepted accounting standards as well as agreement with key elements of the transition 
approach contemplated by the SEC staff in the staff paper. 

Background 
The SEC issued the staff paper as part of the work plan it initiated in February 2010 to 
address specific areas of concern and factors related to incorporation of IFRSs into the 
U.S. financial reporting system. In addition, the SEC has committed to providing periodic 
reports on the work plan, and in October 2010, it issued its first public progress report on 
the staff’s efforts and preliminary observations on the areas of concerns identified in it.2 

In the staff paper, the SEC staff elaborates on a possible framework for a transition to 
IFRSs that combines elements of both convergence and endorsement approaches.3 
Initially, the framework would be a staged convergence under which the FASB would 
bring U.S. GAAP closer to IFRSs by addressing and evaluating differences between the 
sets of standards and incorporating individual IFRSs into U.S. GAAP (referred to in the 
framework as the “transition period”),4 with a focus on minimizing transition costs. The 
staff paper delineates three categories of standards and standard-setting projects that 
would be addressed during the transition period: (1) projects that are currently part of 
the FASB’s and IASB’s (the “boards’”) Memorandum of Understanding (MoU) (see the 
Appendix of this Heads Up for an overview of the timeline for those projects), (2) IFRSs 
currently subject to the IASB’s standard-setting agenda, and (3) all other existing IFRSs 
(i.e., those not currently subject to standard setting). While the standards would continue 
to be referred to as “U.S. GAAP” in the United States, the ultimate goal of the framework 
is that at the end of the transition period, a “U.S. issuer compliant with U.S. GAAP should 
also be able to represent that it is compliant with IFRS as issued by the IASB.” 
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1 See Deloitte’s June 1, 2011, Heads Up for additional information on the SEC’s staff paper.
2 See Deloitte’s February 26, 2010, and November 1, 2010, Heads Up newsletters for additional information about the SEC’s 

work plan and progress report, respectively.
3 The SEC staff reiterates that the framework outlined in the staff paper is one alternative currently being evaluated and is 

neither the only approach nor necessarily the preferred approach. 
4 Unlike the FASB’s and IASB’s existing convergence program, which seeks to bring both IFRSs and U.S. GAAP toward a new, 

mutually accepted high-quality standard, the convergence element of the framework involves moving U.S. GAAP gradually 
closer to IFRSs during the transition period.

http://www.deloitte.com/view/en_US/us/Services/audit-enterprise-risk-services/Financial-Statement-Internal-Control-Audit/Accounting-Standards-Communications/479ea1b965c40310VgnVCM1000001a56f00aRCRD.htm
http://www.deloitte.com/view/en_US/us/Services/audit-enterprise-risk-services/Financial-Statement-Internal-Control-Audit/Accounting-Standards-Communications/e47b7c63a5c07210VgnVCM200000bb42f00aRCRD.htm
http://www.deloitte.com/view/en_US/us/Services/audit-enterprise-risk-services/Financial-Statement-Internal-Control-Audit/Accounting-Standards-Communications/5d38a4770990c210VgnVCM2000001b56f00aRCRD.htm
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Once U.S. GAAP and IFRSs are substantially converged, the FASB would endorse any 
newly issued IFRS into U.S. GAAP on a go-forward basis. However, the FASB would retain 
the ability to modify or supplement IFRSs subject to SEC oversight when doing so would 
be in the public interest or necessary for the protection of investors. 

In July 2011, the SEC held roundtable discussions on the benefits and challenges related 
to potentially incorporating IFRSs into the U.S. financial reporting. Participants addressed 
many topics in the staff paper. The views expressed by participants were broadly 
consistent with the main themes in the comment letters on the staff paper.

Comment Letters — the Main Themes 

Overall Comments
Respondents largely supported having a single set of high-quality globally accepted 
accounting standards, and most viewed such standards as an important cornerstone 
of the global economy. They suggested that the standards be designed to produce 
transparent and comparable information to allow users of financial statements globally 
to make informed investment decisions. Those responding from the investor community 
further stressed the importance of consistent interpretation and application of the 
standards by both preparers and auditors.

Respondents generally agreed that a framework that combines elements of convergence 
and endorsement for incorporation of IFRSs into the U.S. financial reporting system, 
as contemplated in the staff paper, is reasonable. Almost all respondents agreed that 
retaining U.S. GAAP as the statutory basis for financial reporting in the United States 
would alleviate any complexities associated with modifying contracts, agreements, 
and other regulatory documents that often refer to U.S. GAAP. They noted that such 
approach is similar to that taken in many other countries and that it strikes an appropriate 
balance between protecting investors’ interests and achieving comparability of financial 
statements globally. 

Some preparers from primarily U.S.-based companies and smaller private companies did 
not see a benefit to incorporating IFRSs into the U.S. financial reporting system. However, 
some of them indicated that they would support the proposed approach if the SEC 
decided to pursue the incorporation of IFRSs.

Numerous respondents encouraged the SEC to make a final decision and establish a 
comprehensive implementation plan with a definitive timeline before the end of 2011 
to help facilitate a timely and cost effective transition. Conversely, other respondents 
encouraged the SEC to make a decision on incorporation of IFRSs only when the boards 
have completed MoU projects and established a clear plan to address the remaining 
substantive differences between IFRSs and U.S. GAAP (see the discussion under Transition 
below about concerns expressed regarding the boards’ convergence efforts). 

Although respondents supported the general framework, diverging views were expressed 
about certain detailed aspects of the proposal (many of which are outlined below). 

IASB’s Due Process and Quality of IFRSs
Some respondents suggested that the SEC critically evaluate the IASB’s standard-setting 
process, including the robustness of its due process and the quality of its standards 
relative to U.S. GAAP. They noted that it is critically important for the IASB to have 
reliable and transparent standard-setting processes in place, similar to those of the 
FASB, that involve (1) formal continuous feedback from all constituents, (2) rigorous 
testing and analysis of the results, and (3) a means of determining that the standards are 
comprehensive and meet the needs of financial statement users. 

A number of preparers and regulators in the energy sector were concerned about lack 
of industry guidance in IFRSs (e.g., guidance on rate-regulated activities) and about 
how losing existing U.S. GAAP industry guidance would affect financial reporting. They 
noted that the lack of rate-regulated guidance could result in inappropriate accounting 
and financial reporting for industries that are most affected and that the absence of 
such guidance should be addressed before IFRSs are incorporated in the U.S. financial 
reporting system.
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Additional concerns were raised regarding the uniform application of principles-
based accounting standards given the (1) diverse legal and cultural environments of 
the countries applying IFRSs and (2) significant judgments needed in their application. 
Comments also indicated that in the United States, corresponding changes to the 
auditing and regulatory environments would need to be considered. 

Transition 

Phased Versus Single Effective Date for U.S. Issuers
Constituents expressed mixed views about whether a phased approach should be used 
to incorporate IFRSs into the U.S. financial reporting system or whether IFRSs should be 
incorporated all at once on a single effective date. A significant number of respondents 
supported a transition period of five to seven years. They suggested that a staggered 
approach had the potential benefit of reduced costs and burden for preparers and would 
allow more time for education of U.S. constituents about IFRSs. 

Large issuers supported a single-date approach. They indicated that interrelationships 
between accounting standards are best addressed when those standards are 
implemented concurrently. They also thought that considering the entire population of 
standards at one time would be more efficient in determining required system changes. 
Large filers were concerned about prolonged implementation efforts over a period of 
several years as well as about the comparability of entities’ financial statements during the 
transition period. 

In addition, users stressed the need for comparability of financial statements, while 
auditors generally suggested that the SEC would need to perform further outreach to 
better understand the needs of its constituents before making a decision on the most 
effective form of transition. 

Some preparers from primarily U.S. based companies and smaller private companies 
encouraged the SEC to consider a transition approach that minimizes transition costs as 
much as possible. They also suggested the SEC implement a phased adoption for groups 
of U.S. registrants (e.g., on the basis of size).

A number of respondents suggested that the SEC develop a more detailed transition 
plan for each of the three categories of standards in the transition plan (see Background 
above). Concern was expressed about the limited progress made by the boards on 
current convergence activities related to their MoU projects. Respondents noted that 
the FASB and IASB had reached different decisions on certain significant issues in some 
MoU projects (e.g., financial instruments and offsetting projects) and questioned whether 
the boards would be able to work together in the future. Many respondents found it 
unacceptable that U.S. companies may first be required to implement amended or new 
U.S. GAAP standards and then subsequently be required to adopt the “IFRS version” of 
those standards. Further, some believed it was difficult to definitely assess the framework 
outlined in the staff paper because so many board activities are still ongoing. 

Prospective Versus Retrospective Application 
Most preparers suggested that, whenever possible, IFRSs incorporated into U.S. GAAP 
should be applied prospectively to minimize the impact of transition. They noted that 
retrospective application of incorporated IFRSs may be costly and burdensome. In 
particular, they were concerned that a retrospective approach together with staggered 
incorporation of IFRSs into U.S. GAAP would most likely result in the restatement of 
companies’ prior-year financial statements every year during the transition period, which 
would lead to significant costs and potential confusion among constituents. However, 
some respondents suggested that entities should be given the option to apply standards 
retrospectively when such application may be more appropriate.

Contrary to the views expressed by preparers, some users of financial statements 
indicated a preference for retrospective application because prospective application 
would require them to make difficult judgments about facts and circumstances about 
prior periods to compare financial statement information over time. 
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Auditors generally believed that the SEC will need to perform further analysis to 
weigh the needs of both preparers and users in determining whether prospective or 
retrospective application is more appropriate. 

Early Adoption
Most preparers and auditors that responded encouraged the SEC to allow an option 
to adopt IFRSs voluntarily during the transition period. Such option would permit 
multinational companies that are most affected by the movement toward IFRSs globally 
to realize cost savings by eliminating dual sets of accounting records. It would also 
allow U.S. issuers to deploy resources that are best suited to address an entity’s unique 
transition complexities. 

Users of financial statements had mixed views regarding early adoption. Although some 
noted that early adoption might be advantageous for certain companies, others indicated 
that it could result in the presentation of information that was not comparable for certain 
periods.

Role of the FASB
Comment letters expressed significant support for the FASB to continue to be heavily 
involved in the standard-setting process and in protecting the interests of U.S. 
constituents. Most agreed that the FASB should play a strong role in the IASB’s standard-
setting process and serve as the voice of the United States in the development of IFRSs. 
In addition, a number of respondents encouraged the SEC and the FASB to work with the 
IASB to develop a formal role for the FASB. Certain respondents also suggested that some 
IASB members be selected from among FASB members. 

A large number of respondents agreed with the staff paper’s proposal to give the FASB 
authority to modify or add to IFRS requirements incorporated into U.S. GAAP. They 
believed that such an “endorsement” approach would offer greater protection to U.S. 
investors than would direct incorporation of IFRSs. However, the views of respondents 
differed about the extent to which the FASB should be able to modify or add to IFRS 
requirements.

Certain respondents suggested that modifications to IFRSs that might be needed during 
and after the transition period should not be limited to rare circumstances but rather 
should be made whenever such modifications are warranted to protect the interests of 
U.S. investors. Other respondents were concerned that such modifications would lead 
to the establishment of a U.S. “flavor” of IFRSs that would diminish the comparability 
of financial statements globally. Some suggested that to mitigate this concern, the FASB 
should develop specific criteria for determining when overriding the principles in IFRSs 
would be “in the best interest of U.S. investors.” Respondents also suggested that the SEC 
actively oversee the FASB’s decision to override an IFRS principle. 

Role of the SEC
Most respondents agreed that the SEC should continue to have a primary role in 
protecting investors. In light of that, they supported retaining the SEC’s right to issue 
reporting and accounting guidance. Some noted, however, that the preferred method for 
issuing guidance would be through the IASB’s standard-setting process, with the FASB’s 
endorsement.



5

Appendix 

The boards started their formal convergence process in 2002 when they agreed to collaborate on the development of a single set of 
high-quality global accounting standards. Currently, the boards are working on several joint priority projects, and the FASB recently 
announced that many will not be completed until 2012 at the earliest. The table below reflects our best estimate of the timeline for 
these projects. 

Joint Priority Projects Q4 2011 2012

Financial instruments, including:

    Classification and measurement ED or review draft (FASB)

    Impairment ED or review draft

    Hedge accounting

        General hedge accounting IFRS

        Macro hedge accounting ED (IASB)

    Asset and liability offsetting IFRS/FASB ASU

Leases ED and IFRS/FASB ASU

Revenue recognition ED IFRS/FASB ASU

Insurance contracts ED or review draft

Consolidation (policy and procedures and investment companies) ED

Financial Instruments: Classification and Measurement
The IASB issued IFRS 95 in 2009 and 2010, which replaced the previous classification and measurement guidance in IAS 396 on 
financial assets and financial liabilities, respectively. The FASB’s redeliberations on the classification and measurement of financial 
instruments are nearly complete. Certain issues, such as the final standard’s scope, effective date, and transition approach, still need 
to be redeliberated before the FASB issues an exposure document of its tentative classification and measurement model. The FASB 
has shared the principal elements of its tentative model with the IASB and plans to share its final model once redeliberations are 
complete. The IASB has indicated that it will issue for public comment any proposal issued by the FASB. It is unlikely that an exposure 
document will be released before the end of 2011. 

Financial Instruments: Impairment
On January 31, 2011, the boards jointly issued a supplementary document for comment as a follow-up to the FASB’s original ED 
and the IASB’s November 2009 ED on credit impairment. The model proposed in the supplementary document would replace the 
incurred loss impairment models under U.S. GAAP and IFRSs with an expected loss impairment model that uses a “good book / 
bad book” approach to the recognition of credit impairment. However, while there was general support for a single, converged 
impairment model that applies to all financial instruments, comment letter respondents raised conceptual and operational concerns 
with the proposed model. To address these concerns, the boards have tentatively agreed to develop another expected loss 
impairment model whose objective is to reflect the general pattern of deterioration of the credit quality of debt instruments. To 
do this, financial assets subject to impairment accounting (such as loans accounted for at amortized cost) would be split into three 
main buckets. These buckets would determine the amount and timing of credit losses to be recognized, reflecting different phases 
of credit deterioration. The boards are continuing to develop the three-bucket approach and are expected to issue an exposure 
document in the first half of 2012. 

Financial Instruments: Hedge Accounting
The IASB completed its deliberations on its general hedge accounting model in September 2011. Before finalizing the proposed 
amendments to IFRS 9, the IASB expects to post to its Web site (by the end of 2011) a staff draft of its final amendments. Although 
this step does not constitute a formal reexposure of its decisions, it will give constituents a final opportunity to review the proposals 
and provide feedback to the IASB during the posting period, which is expected to be 90 days. Once the posting period ends, the 
IASB plans to proceed with finalizing the general hedge accounting project.

As the IASB continues to finalize its general hedge accounting model, it is also commencing its separate project to improve the 
current guidance in IAS 39 on macro hedge accounting. The macro hedging project will focus on risk management strategies 
pertaining to open portfolios. The IASB will continue its deliberations on macro hedging and is currently expecting to issue an ED in 
the first half of 2012.

5 IFRS 9, Financial Instruments.
6 IAS 39, Financial Instruments: Recognition and Measurement.
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The FASB has not yet formalized its timeframe for redeliberating its hedge accounting model. In August 2011, the FASB discussed 
feedback received on its discussion paper regarding the IASB’s general hedge accounting model. U.S. constituents expressed support 
for certain aspects of the IASB’s proposals; however, the FASB may perform additional outreach activities to obtain additional views 
from constituent groups.

Financial Instruments: Assets and Liability Offsetting
The boards issued a joint ED7 on offsetting financial assets and financial liabilities in January 2011, with a goal of developing 
converged guidance to eliminate what is currently the single largest quantitative balance sheet presentation difference between  
U.S. GAAP and IFRSs. 

After receiving mixed views from respondents on the proposals, the boards decided to take different paths forward on the project. 
Both boards voted to retain the current presentation guidance in their respective standards. However, given (1) constituents’ desire 
for convergence and improved comparability and (2) the general agreement that both gross and net information was useful for 
investors and other financial statement users, the boards found some middle ground by requiring new and expanded disclosures.

During redeliberations the boards decided to retain the proposed objective for offsetting disclosures, specifically that an entity 
“should disclose information about rights of setoff and related arrangements (such as collateral arrangements) associated with the 
entity’s financial assets and financial liabilities to enable users of its financial statements to understand the effect of those rights and 
arrangements on the entity’s financial position.” 

Revenue Recognition 
The boards decided to reexpose the revenue recognition standard because of the numerous changes that had been made during 
redeliberations. As the boards recently announced, the revised revenue recognition ED is expected to be published in the fourth 
quarter of 2011. After a 120-day comment period, the boards will again perform outreach activities and gather additional feedback 
that will be evaluated and redeliberated in 2012. 

Leases
The boards have also decided to reexpose the leases standard. A revised ED on leases is expected in the first half of 2012. 

Insurance Contracts
The boards are currently redeliberating significant issues raised in feedback on the IASB’s ED issued in July 2010 and the FASB’s 
discussion paper issued in September 2010. The boards are aiming to issue a new ED or review draft in 2012.

Consolidation

Policy and Procedures (Principal vs. Agent)
In early November, the FASB issued a narrow proposal on consolidation guidance to clarify when an entity is acting as an agent or 
principal. IFRS 10,8 issued by the IASB in May 2011, includes similar guidance on this topic.

Investment Companies
As part of their joint deliberations on consolidation, the boards agreed to develop converged criteria for what constitutes an 
investment company. Under U.S. GAAP, ASC 946 contains specialized accounting for investment companies; however, under IFRSs 
there is no similar concept. The boards have therefore worked together to define what an investment company is and how such 
company should measure and present its underlying investments. The IASB issued an ED in August 2011 and the FASB issued an ED 
in October 2011.

7 FASB Proposed Accounting Standards Update, Offsetting.
8 IFRS 10, Consolidated Financial Statements.
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