
Still No Decision
SEC Issues Final Report on 
Incorporation of IFRSs 
by Magnus Orrell, Beth Young, and Ana Zelic, Deloitte & Touche LLP 

Introduction
On July 13, 2012, the SEC issued its final staff report1 summarizing the staff’s analyses 
and observations related to the work plan that the SEC initiated in February 2010 to 
evaluate the implications of incorporating IFRSs into the financial reporting system for 
U.S. companies.2 The report emphasizes that the SEC has not made “any policy decision 
as to whether [IFRSs] should be incorporated into the financial reporting system for U.S. 
issuers, or how any such incorporation, if it were to occur, should be implemented.” 
Further, the report indicates that before making a decision, the SEC must further analyze 
and consider “the fundamental question of whether transitioning to IFRS is in the best 
interests of the U.S. securities markets generally and U.S. investors specifically.” The report 
does not include any timetable for this effort. Although the SEC welcomes feedback on 
the report, it has not set a specific comment deadline.

Editor’s Note: In executing the work plan, the staff considered various options for 
how IFRSs might be incorporated into the U.S. financial reporting system. The staff 
found little support in the United States for the option of designating IFRSs (as issued 
by the IASB) as authoritative for use by U.S. issuers. This method of incorporation 
is also inconsistent with how other major capital markets around the world have 
incorporated IFRSs into their financial reporting systems (e.g., the European Union 
and Australia use an endorsement mechanism instead). The staff did find “substantial 
support for exploring other methods of incorporating IFRS.”

The staff’s report findings are summarized below. See Appendix A of this Heads Up for a 
more detailed tabular overview of the staff’s observations related to the six main topics 
covered in the report.

Summary of Staff Findings
In performing its analysis, the staff identified several significant themes:  

•	 Development of IFRSs — Globally, IFRSs are generally perceived as high-quality 
standards. While development is needed in both U.S. GAAP and IFRSs, the 
perception among U.S. constituents is that the “gap” in IFRSs is greater (e.g., the 
accounting for extractive industries, insurance, and rate-regulated industries). 
However, the FASB and IASB have made progress on their current convergence 
projects, which may help bridge the perceived gap. Appendix B outlines the new 
target dates for joint projects. 
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1 SEC Staff Final Report, Work Plan for the Consideration of Incorporating International Financial Reporting Standards Into the 
Financial Reporting System for U.S. Issuers.

2 See Deloitte’s February 26, 2010, Heads Up for additional information about the SEC’s work plan.
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•	 Interpretive process — To reduce diversity in practice in the application of IFRSs, 
the IFRS Interpretations Committee should do more to address application issues 
on a timely basis. Although recent changes to the committee’s process may 
address this concern, it is not yet known whether the changes will be effective. 

•	 IASB’s use of national standard setters — The IASB needs to understand 
different domestic reporting and regulatory frameworks and should consider 
relying more on national standard setters (e.g., obtaining assistance in areas 
in which these standard setters have expertise, outreach activities, identifying 
diversity in practice, post-implementation reviews). The IASB is currently 
developing a plan to formalize its relationships with national standard setters as 
it contemplates its future agenda.  

•	 Global application and enforcement — Although the sample of financial 
statements that the SEC staff analyzed generally appeared to comply with 
IFRSs, there is diversity in the application of IFRSs globally.3 Regulators in various 
jurisdictions need to work cooperatively to foster consistent application and 
enforcement of IFRSs.

•	 Governance of the IASB — The governance structure of the IFRS Foundation 
“appears to strike a reasonable balance of providing oversight of the IASB while 
simultaneously recognizing and supporting the IASB’s independence.” The 
United States may need to put mechanisms in place to protect the U.S. capital 
market (e.g., by having the FASB endorse IFRSs in the United States).

•	 Status of funding — While there has been progress in developing a funding 
mechanism for the IFRS Foundation, the staff expressed concern about the 
foundation’s ability to ask for funding and about existing funding sources, 
including the reliance on large accounting firms to provide funding. Currently, 
the funding is provided by “businesses, not-for-profits, and governments in 
fewer than 30 countries.” Recently, the IFRS Foundation has been unsuccessful in 
meeting its U.S. funding objectives. 

•	 Investor understanding — Investors do not have “uniform” education on 
accounting issues. Irrespective of any ultimate decision by the SEC, the staff 
plans to further explore how investor engagement and education can be 
improved.
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3 See Deloitte’s December 2, 2011, Heads Up for additional information about the SEC staff’s reviews of financial statements 
prepared in accordance with IFRSs.

http://www.deloitte.com/view/en_US/us/Services/audit-enterprise-risk-services/Financial-Statement-Internal-Control-Audit/Accounting-Standards-Communications/df7afbad87004310VgnVCM3000001c56f00aRCRD.htm


3

Appendix A — SEC Staff Observations
The table below outlines the specific areas of the work plan as well as the SEC staff’s efforts and observations outlined in the  
final report.

Area of Work Plan Work Plan Considerations Observations

Sufficient development and 
application of IFRSs for the U.S. 
domestic reporting system4 

Comprehensiveness of IFRSs •	 Lack of IFRS guidance regarding certain industries and types of common 
transactions (e.g., utilities, oil and gas, investment companies, broker-
dealers).

•	 Although the accounting for certain topics under U.S. GAAP is similar to that 
under IFRSs, application differences may arise (e.g., business combinations, 
share-based payment transactions, debt).

•	 There are still a number of fundamental differences between U.S. GAAP and 
IFRSs (e.g., property, plant, and equipment; last-in, first-out (LIFO) inventory 
method; uncertain tax positions; research and development). 

•	 Regarding the Memorandum of Understanding (MoU) projects, there are 
concerns about whether the FASB and IASB will be able to converge on 
certain issues.

Comparability of IFRS financial 
statements within and across 
jurisdictions

•	 Although the financial statements analyzed generally complied with IFRSs, 
the transparency and clarity of financial statements could be improved.

•	 There is diversity in the application of IFRSs from country to country and 
industry to industry. This diversity could be addressed through:

o A more active role by the IFRS Interpretations Committee in providing 
timely and consistent interpretations.

o Increased coordination between the IASB and regulators in various 
jurisdictions. 

Auditability and enforceability of 
IFRSs

•	 Large audit firms could improve processes to ensure consistent views on 
IFRSs. 

•	 Enforcement structures around the world differ by jurisdiction.

Independence of the global 
standard-setting process for the 
benefit of investors

Oversight of the IFRS Foundation •	 Effective oversight of the IASB is deemed critical to any SEC decision.

•	 Clarity is needed regarding the roles of the IFRS Foundation, Monitoring 
Board, and IASB. 

Composition of the IFRS Foundation 
and the IASB

•	 Mechanisms need to be put in place to ensure U.S. capital markets are 
protected.

•	 The IFRS Foundation and trustees should consider the reporting structure for 
post-implementation reviews of IFRSs (i.e., whether the review staff should 
report directly to the trustees rather than to the IASB).

Funding of the IFRS Foundation •	 The SEC staff is concerned about the foundation’s ability to ask for funding  
and about the IASB’s reliance on funding from the large accounting firms.

•	 The United States is one of the largest contributors to the IASB and provides 
significant resources as part of the FASB’s and IASB’s convergence projects, 
although U.S. funding objectives have not been met recently.

•	 There is continued focus on finding an appropriate mechanism for funding 
the U.S. portion of the IASB’s operating budget. 

IASB standard-setting process •	 Although the IASB has made progress in collecting investor feedback on its 
projects and agenda, it should continue to develop methods for obtaining 
this feedback.

•	 The IASB should deal with emerging issues in a more timely manner. 
This may occur as a result of recent changes implemented by the IFRS 
Foundation.

•	 The staff identified no instances in which “IASB members have not acted in 
the public interest or have failed to exercise independence of judgment in 
setting [IFRSs].”

4 See Deloitte’s December 2, 2011, Heads Up for additional information about the SEC staff’s papers discussing (1) a comparison of U.S GAAP and IFRSs and (2) IFRSs in practice.

http://www.deloitte.com/view/en_US/us/Services/audit-enterprise-risk-services/Financial-Statement-Internal-Control-Audit/Accounting-Standards-Communications/df7afbad87004310VgnVCM3000001c56f00aRCRD.htm
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Area of Work Plan Work Plan Considerations Observations

Investor understanding of and 
education on IFRSs

Investors’ current familiarity with 
IFRSs and educational efforts 
necessary to effectively incorporate 
IFRSs into the financial reporting 
system for U.S. issuers

•	 Feedback on the May 2011 staff paper and participants in the SEC’s 
roundtable indicated broad support for a single set of high-quality, globally 
accepted accounting standards.5 This support, however, was often offered 
on the condition that concerns raised by constituents would be appropriately 
addressed.

•	 Investors have a “wide spectrum” of knowledge about IFRSs.

•	 Feedback on a “staged incorporation approach” versus a “big bang” 
approach has been mixed. Either way, investors believe that sufficient time 
should be allowed for transition.

•	 Most investors favor a retrospective transition method and oppose an option 
for U.S. companies to adopt IFRSs early.

•	 There was general support for the FASB’s retaining a role in the standard-
setting process through some form of endorsement framework. 

Regulatory environment Manner in which the SEC 
accomplishes its mission

•	 The FASB should continue to have a substantive, standard-setting role after 
any incorporation of IFRSs.   

Industry regulators •	 There are significant references to U.S. GAAP in federal and state laws, 
contracts, and regulatory requirements. Incorporation (as opposed to 
adoption) of IFRSs into U.S. GAAP would alleviate some of the problems for 
regulators.  

•	 There are concerns that regulators will not be able to appropriately express 
their views as part of the standard-setting process. Having the FASB play a 
substantive role in the process would mitigate some of these concerns. 

•	 Removing certain industry-specific standards from U.S. GAAP (e.g., ASC 
9806) could have a negative impact on regulators. Specifically, some believe 
that the information would be less meaningful.

Federal and state tax impacts •	 Potential effects of incorporating IFRSs on federal tax regulations include: 

o The ability to use the LIFO inventory method for tax purposes. 

o Tax accounting methods. 

o Computation of U.S. earnings and profits for U.S. tax purposes. 

o Transfer pricing policies and documentation. 

•	 Potential effects of incorporating IFRSs on state taxation include:

o Apportionment of income.

o Taxes based on equity or net worth.

Statutory dividend and stock 
repurchase restrictions

•	 There were mixed views on the impact of issuers’ abilities to pay dividends 
and make distributions.

•	 Allowing entities sufficient time to make the transition will enable legislatures 
to determine what changes, if any, need to be made.

Audit regulation and standard 
setting

•	 To date, the PCAOB has not identified any auditing issues that would be 
considered unique to IFRSs.

Broker-dealer and investment 
company reporting

•	 Constituents raised concerns regarding the relevance of financial statements 
prepared in the absence of the current industry guidance in U.S. GAAP.  

Public versus private companies •	 The SEC’s ultimate decision may affect private companies currently reporting 
under U.S. GAAP.

5 See Deloitte’s November 8, 2011, Heads Up for additional information about the feedback received on the May 2011 staff paper.
6 FASB Accounting Standards Codification Topic 980, Regulated Operations.

http://www.deloitte.com/view/en_US/us/Services/audit-enterprise-risk-services/Financial-Statement-Internal-Control-Audit/Accounting-Standards-Communications/526ba7f3cb483310VgnVCM1000001a56f00aRCRD.htm
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Area of Work Plan Work Plan Considerations Observations

Impact on issuers Accounting systems, controls, and 
procedures

•	 The extent to which an entity would need to change its accounting systems, 
controls, and procedures is directly affected by the pervasiveness of the 
standard being implemented.

•	 Significant changes resulting from the MoU projects and potential transition 
to IFRSs could place stress on the financial reporting system.

Contractual arrangements •	 Some of the burden of transitioning to IFRSs could be mitigated if an 
incorporation method is used (to continue to allow for references to U.S. 
GAAP).

•	 Many contracts will need to be renegotiated or at least reconsidered.  

Corporate governance •	 It was suggested that the SEC and exchanges provide transitional guidance 
to avoid disruptions.

•	 Additional training in IFRSs may be needed. Specifically, CEOs and CFOs 
may be required to increase their knowledge of IFRSs to make the financial 
statement certifications that the Sarbanes-Oxley Act requires.  

Accounting for litigation 
contingencies

•	 Accounting for contingencies may be an aspect of IFRSs in which there is 
diversity in practice.7

Smaller issuers versus larger issuers •	 All entities, regardless of size, would need to perform similar activities as part 
of the transition to IFRSs. However, smaller entities are likely to have fewer 
resources to assist in the transition.

•	 There are concerns regarding the amount of changes that the financial 
reporting system can absorb.

Human capital readiness Education and training •	 Currently, education and training on IFRSs vary widely.

•	 The effort and time that entities need to transition to IFRSs would be 
significantly affected by how IFRSs are incorporated (e.g., “big bang” versus 
“staged incorporation approach”).

Auditor capacity •	 The capacity of audit firms to transition to IFRSs would most likely depend 
on the extent to which the particular firm has already incorporated IFRSs into 
its existing practice.

•	 The method of transition selected will also affect auditors and their ability to 
adapt.  

7 See footnote 3.
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Appendix B — Updated Timeline for Joint Projects
The table below indicates the new joint target dates for each MoU project.

Expected Date8

2012 2013

3Q 4Q 1H

Joint FASB/IASB Projects

Financial Instruments

Classification and Measurement of Financial Assets and Financial Liabilities E

Impairment of Financial Assets E

Hedge Accounting

Revenue Recognition F

Leases E

Insurance Contracts DP or E

Consolidation — Investment Companies F

E  Exposure Draft F Final Document DP Discussion Paper

8 The expected dates of the joint FASB/IASB projects in this timeline may vary slightly from those in the technical plan on the FASB’s Web site.
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