



















































































































































































private companies considering an initial public offering.’®® It could also impact the
evaluation of business combinations between public and private companies. Some
commenters acknowledged that private company reporting is largely outside of the
mandate of the Commission, but stated that the Commission should assess the
consequences its decision on IFRS would have to this large and important part of the U.S.
economy. Specifically, certain of these commenters believed that if a “dual-GAAP”
system emerged for private versus public companies, this could adversely affect the
efficiency of the U.S. capital markets.'® Even if U.S. private companies were to report
under IFRS, a “dual-GAAP” system may evolve, if private companies followed IFRS for
small- and medium-sized entities (*“SMESs”), which:

[I]s a self-contained standard of about 230 pages tailored for the needs and
capabilities of smaller [private] businesses. Many of the principles in full IFRSs for
recognising and measuring assets, liabilities, income and expenses have been
simplified, topics not relevant to SMEs have been omitted, and the number of
required disclosures has been significantly reduced. To further reduce the reporting
burden for SMEs revisions to the IFRS will be limited to once every three years.'®

The Staff will analyze for the Commission’s benefit the effects on U.S. private
companies, should the Commission determine in the future to incorporate IFRS into the
financial reporting system for U.S. issuers. Specifically, the Staff will:

e Analyze the effects of such incorporation for U.S. issuers on private companies,
auditors, and investors.

e Assess the extent of, logistics for, and estimated time necessary to undertake changes
to accommodate any resulting implications on private companies.

103 See, e.g., ABA Committee, Center for Capital Markets Competitiveness (“CCMC?™), Davey Tree, First
Data, and ITAC.

104 See, e.g., CA CPAs and CIGNA Corporation.

105 «| ASB publishes IFRS for SMEs,” IASB press release (July 9, 2009). (available at:
http://www.iash.org/News/Press+Releases/| ASB+publishes+IFRS+for+SMEs.htm)
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V. Impact on Issuers
A Introduction

Incorporation of IFRS into the financial reporting system for U.S. issuers would
significantly affect preparers of financial statements — the several thousand issuers that
file reports with the Commission. Numerous commenters expressed the view that the
costs, effort, and time involved with a move to IFRS would be considerable,'® with
many asserting that the benefits of such a move may not outweigh those costs.’”” A
number of commenters further asserted that the transition time articulated in the Proposed
Roadmap was not sufficient'® and may cause confusion, thereby damaging investor
confidence.'®

Accordingly, this aspect of the Work Plan explores the magnitude and logistics of
changes that issuers would need to undertake to effectively incorporate IFRS into the
financial reporting system for U.S. issuers, should the Commission determine in the
future to incorporate IFRS into the financial reporting system for U.S. issuers in the
following areas:''°

e Accounting systems, controls, and procedures;

e Contractual arrangements; and

e Corporate governance.

The Work Plan will also consider the effect of such incorporation on the following:

e Accounting for litigation contingencies; and

e Smaller issuers versus larger issuers.

196 See, e.g., Phil Ameen (“Ameen™), Chevron Corporation, Eli Lilly, Shawn S. Fahrer, Hot Topic Inc.
(“Hot Topic”), Intel, Graduating Seniors - Jacksonville University (Georgia), Kohl’s Department Stores,
Inc. (“KohI’s™), Molson Coors Brewing Company, NARUC, PPL, Psoras, Mark A. Supin, SIFMA, U.S.
Congressman Lee Terry, Tuesday Morning; and U.S. Congressman Zach Wamp.

197 See, e.q., Davey Tree, Exxon Mobil Corporation (“Exxon Mobil™), Marriott, McDonald’s, Pfizer Inc.
(“Pfizer™), Plantronics, Inc. (“Plantronics”), Regions Financial Corp., and tw telecom.

108 See, e.g., ABA Committee, American Insurance Association (“AlA™), AICPA, BankReg, Best Buy Co.,
Inc., CAQ, Cisco, Cymer Inc., Deloitte, EY, Fannie Mae, Graybar Electric Company, Inc., ICAEW, IMA,
KPMG, National Association of Real Estate Investment Trusts, NARUC, Progress Energy, Inc., PwC,
Reznick Group, P.C., TransCanada Corporation, and XenoPort.

199 See, e.q., Association of the Bar of the City of New York, Community Health, CSX Corporation, and
Plantronics.

119 The human resource impact on issuers is discussed separately in section V1.
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B. Accounting Systems, Controls, and Procedures

U.S. issuers may be required to significantly modify their accounting systems, controls,
and procedures, if the Commission incorporates IFRS into the financial reporting system.
As stated in the Proposed Roadmap:

Use of any new accounting standards requires changes to financial reporting systems
and procedures to identify, collect, analyze and report financial information and the
corresponding controls. Changing numerous accounting standards at the same time,
regardless of the starting point, would require numerous changes in a company’s
policies and procedures and system of internal controls.

For example, commenters expressed the need for:

e A complete survey of accounting policies as a first step because IFRS explicitly
requires that all similar transactions in the enterprise (including affiliates) be
accounted for similarly;**

e More detailed company policies, as IFRS is viewed as less developed than U.S.
GAAP;!? and

e Changes to systems, including ledgers and related internal controls, and related
testing of such changes,*? particularly to ensure effectiveness for reporting purposes
under section 404 of the Sarbanes-Oxley Act.

Commenters noted that the burden of changes to accounting systems, controls, and
procedures would be exacerbated in a number of ways. First, issuers may be required to
maintain dual-accounting systems for a period of time (e.g., (1) for periods reported
under existing U.S. GAAP after the opening balance sheet date under IFRS 1, First-time
Adoption of International Financial Reporting Standards, but before the initial filing
under a system incorporating IFRS, (2) if the SEC were to require supplemental U.S.
GAAP information for a period of time to aid in transition, (3) if such incorporation were
effective in the financial statements of consolidated entities prior to those of the
consolidated entities’ stand-alone subsidiaries, and (4) if other regulators continued to
require reporting based on U.S. GAAP). One commenter stated:

Maintaining dual reporting presents U.S. issuers with a significant burden since all of
the processes, controls, and checks must occur twice for each transaction. Indeed, it is
likely that the Sarbanes Oxley control testing requirements could nearly double
during the period of parallel reporting.**

111 See, e.g., Ameen.

112 See, e.g., Air Products, Community Health, Darden, and Mead Westvaco.
113 See, e.g., Ameen.

HuTC.

34



Second, changes to accounting systems, controls, and procedures require sufficient lead
time. However, if IFRS continues to change at a rapid pace during this lead time, U.S.
issuers will experience additional challenges in planning for incorporation of IFRS into
the financial reporting system. As such, some commenters expressed the need for a
“stable platform” for a period of time during which accounting standards do not
change.’™ However, a “stable platform” may constrain the standard setters’ ability to
address emerging issues.

Third, some commenters asserted that certain industries would be disproportionately
impacted by incorporation of IFRS into the financial reporting system for U.S. issuers
because of differences between existing U.S. GAAP and IFRS that are specific to their
circumstances. One commenter stated that financial institutions will need sufficient time
to prepare for conversion to IFRS, given the extent of systems changes and
communications that will need to occur.™*® Other commenters expressed concerns about
specific differences between U.S. GAAP and IFRS for which they believed the
accounting under IFRS would be onerous.**’

The Staff will analyze for the Commission’s benefit the effects on U.S. issuers’
accounting systems, controls, and procedures, should the Commission determine in the
future to incorporate IFRS into the financial reporting system for U.S. issuers.
Specifically, the Staff will:

e Determine the extent of, logistics for, and estimated time necessary to undertake
changes to issuer accounting systems, controls, and procedures to facilitate such
incorporation.

e Consider the implications of a “stable platform,” including the length of time and
means of addressing emerging issues.

C. Contractual Arrangements

The Proposed Roadmap also noted that companies’ contracts often, either explicitly or
implicitly, require the use of U.S. GAAP or are based off of current U.S. GAAP
reporting. For example, companies may have issued debt instruments which include
financial covenants based on U.S. GAAP or require periodic reporting of financial
statements prepared under U.S. GAAP. Similarly, lease contracts and employee
compensation plans may be based on metrics computed using U.S. GAAP financial

115 See, e.q., Eli Lilly, Exxon Mobil, EY, and SIFMA.
116 See ICAEW.

17 See, e.g., Mead Westvaco, Plum Creek Timber Company, Inc., Potlatch Corporation, and Rayonier Inc.
(who expressed concerns regarding the costs of complying with the requirement in International
Accounting Standard 41, Agriculture, to fair value timberlands). See also, e.d., Hot Topic, J.C. Penney
Company, Inc., Kohl’s, and Tuesday Morning (who expressed concerns about the IFRS disallowance of the
retail inventory method).
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information.

Commenters indicated that a move to IFRS for U.S. issuers may require contract
renegotiation or the preparation of two sets of financial statements, depending on how
IFRS is incorporated in the U.S. capital markets.*® In addition, performance under the
existing agreements could be affected if the reported information changes. Accordingly,
the Staff will analyze for the Commission’s benefit the effects on contractual
arrangements, should the Commission determine in the future to incorporate IFRS into
the financial reporting system for U.S. issuers. Specifically, the Staff will:

e Assess the types and pervasiveness of contractual arrangements that would be
affected by such incorporation and the manner in which they would be affected.

e Determine the costs, ability, plans, and estimated time required to address concerns
regarding affected contractual arrangements.

D. Corporate Governance

Incorporation of IFRS into the financial reporting system for U.S. issuers may affect an
issuer’s compliance with corporate governance requirements. For example, in 2003, as
required by the Sarbanes-Oxley Act, the SEC adopted rules that require a registrant to
disclose whether it has at least one “audit committee financial expert” (as defined)
serving on its audit committee and, if so, the name of the expert and whether the expert is
independent of management.**® Those rules also indicate the education and experience
through which those attributes must have been acquired.

Listing rules for U.S. securities exchanges also have requirements regarding audit
committee competence. One commenter explained:

[R]ules of the NYSE, NASDAQ, and AMEX require members of the audit committee
of each listed company to be financially literate and each listed company audit
committee must have at least one member who has accounting or related financial
management expertise. Many board members who currently meet the “financial
expertise” qualifications are not likely to have had experience with IFRS or its
adoption as they have been trained in U.S. GAAP. If a company adopts IFRS, its
board is likely to need additional training in IFRS in order to meet the level of
financial expertise necessary for them to carry out these functions and satisfy these
requirements.*?

Accordingly, incorporation of IFRS into the financial reporting system may result in
challenges for U.S. issuers in identifying audit committee financial experts and in listing

118 See, e.g., AIA, CCMC, Hot Topic, JP Morgan, Psoras, and Tuesday Morning.

119 See Disclosure Required by Sections 406 and 407 of the Sarbanes-Oxley Act of 2002, Release No. 33-
8177 (January 23, 2003) [68 FR 5110 (January 31, 2003)].

120 Metlife.
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on securities exchanges, as well as, more broadly, compliance with other aspects of
corporate governance. Further, similar to the potential effects on compliance with other
regulatory requirements, changes in financial reporting could impact a company’s
compliance with certain quantitative listing standards. The Staff will analyze for the
Commission’s benefit the impact on compliance with corporate governance standards,
should the Commission determine in the future to incorporate IFRS into the financial
reporting system for U.S. issuers. Specifically, the Staff will:

e Determine the potential effects on corporate governance and related concerns of such
incorporation.

e Determine possible approaches to address corporate governance concerns and the
extent of, logistics for, and estimated time necessary to undertake these approaches.

E. Accounting for Litigation Contingencies

Commenters expressed concerns regarding the treatment of litigation-related loss
contingencies under IFRS. For example, the ABA Committee asserted that accounting
for such contingencies under IFRS raises serious concerns by its use of a lower
recognition threshold than U.S. GAAP and its requirements to make additional
disclosures. Their concerns included “avoidance of prejudice to companies and their
shareholders in our highly litigious society” and erosions of the protections of attorney-
client privilege and work product. Other commenters expressed similar concerns, with
one noting:

[T]he loss contingency disclosures required under IFRS are similar to those proposed

by the FASB in 2008. As these disclosures were rejected for use in the U.S. primarily
due to objections from the legal community, it is likely that similar issues will arise if
IFRS becomes mandatory.**

Incorporation of IFRS into the financial reporting system for U.S. issuers requires careful
consideration of the impact of litigation contingency accounting and disclosure
requirements under IFRS on issuers and investors. Accordingly, the Staff will analyze
for the Commission’s benefit the effects on accounting and disclosure requirements for
litigation contingencies under IFRS in the U.S. legal environment, should the
Commission determine in the future to incorporate IFRS into the financial reporting
system for U.S. issuers. Specifically, the Staff will:

e Discuss with issuers, the legal profession, and investors concerns regarding
accounting and disclosure requirements for litigation contingencies under IFRS.

121 Dominion. See also, e.q., FPL and Pfizer. The Staff notes that the FASB is in the process of re-
deliberating loss contingency disclosure requirements. See also section IV.E regarding concerns related to
the auditing of loss contingencies accounted for under IFRS.
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e Determine possible approaches to address concerns regarding accounting and
disclosure requirements for litigation contingencies under IFRS and the extent of,
logistics for, and estimated time necessary to undertake these approaches.

F. Smaller Issuers versus Larger Issuers

Several commenters asserted that a move to IFRS would be particularly burdensome for
smaller U.S. issuers. For example, one commenter included studies from two
independent consultants indicating that, while recognizing potential cost savings for some
large, multinational firms, a move to IFRS is likely to impose substantial transition costs,
including disproportionate costs on smaller issuers.?> Conversely, one commenter stated
that “the impact is expected to be very small and the majority of the impact will occur in
non-routine or one-off transactions which are typically subject to significant scrutiny in

any case.”*®

In light of the above comments, the Staff will analyze for the Commission’s benefit the
extent to which incorporation of IFRS into the financial reporting system for U.S. issuers
would affect smaller issuers differently than larger issuers and the extent of, logistics for,
and estimated time necessary to undertake any changes, should the Commission
determine in the future to do so. Specifically, the Staff will:

e Determine the manner in which the impact of such incorporation varies based on
ISsuer size.

e Determine possible approaches to mitigate concerns regarding any disproportionate
effects on smaller issuers of such incorporation and the extent of, logistics for, and
estimated time necessary to undertake these approaches.

122 EAF. See also, e.g., Biotechnology Industry Organization, Business Roundtable, CCMC, CRIFR, and
IMA.

123 Xenoport.
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VI. Human Capital Readiness

A. Introduction

Should the Commission determine in the future to incorporate IFRS into the financial
reporting system for U.S. issuers, transitional considerations related to the readiness of all
parties involved in the financial reporting process, including investors (see section Il for
further discussion), issuers, attorneys, auditors, regulators, and educators require
evaluation to assess the magnitude and logistics of changes that would be necessary to
effectively incorporate IFRS into the financial reporting system for U.S. issuers.
Accordingly, this section explores considerations related to:

e Education and training; and

e Auditor capacity.

B. Education and Training

In the Proposed Roadmap, the Commission noted that the education and ongoing training

of most accountants in the United States are limited to or predominantly focused on the

current provisions of U.S. GAAP. As a result, the Commission acknowledged that many
parties likely would need comprehensive IFRS training, including:

e Investors, as discussed in section Ill;

e The personnel of issuers, including their accounting, internal audit, and investor
relations departments, and their governing bodies, such as their audit committees and
board of directors;

e Specialists, such as actuaries and valuation experts, as they often are engaged by
management to assist in measuring certain assets and liabilities for financial reporting
purposes;

e Attorneys, who will need to understand financial statements in order to, for example,
advise on disclosures required under the securities laws and provide legal
representations to external auditors;

e External auditors;

e Regulators, such as the Staff, PCAOB staff, and the staff of other regulatory
bodies;**

124 See, e.9., BankReg (noted that they “collectively employ thousands of examination and policy support
personnel that will need to be adequately trained in the use of IFRS if it is adopted before convergence is
achieved”).
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e State licensing bodies, professional associations, and industry groups, who would
need to integrate IFRS into their training materials, publications, testing, and
certification programs (including the Uniform CPA Examination); and

e Colleges and universities that would need to include IFRS in their curricula.

In the Proposed Roadmap, the Commission observed that strategies taken by those
participants in markets where issuers already report in accordance with IFRS might serve
as examples of approaches to increasing education and awareness of IFRS.

The Commission also expressed that the private sector may respond to any increased
demand for IFRS education by making educational materials available.® Since the
Commission’s issuance of the Concept Release in August 2007, several of the largest
accounting firms in the United States have made more material available to the public
about IFRS generally, as well as about the application of specific IFRS standards.*?

Commenters expressed mixed views in terms of the importance of this issue, as well as
timing for improvements in this area. Some commenters expressed concerns about the
challenges faced in training and educating both existing and future practitioners.?” For
example, the nature of accounting education would require change, as professionals and
students would not only need training in IFRS, but in utilizing judgment in the
application of less prescriptive standards and in understanding the economic substance of
transactions.’®® Accordingly, commenters expressed the view that a move to IFRS for
U.S. issuers would be costly for educators,** particularly if a dual-reporting system (e.g.,
due to different systems for public versus private companies) evolved in the United
States.”® Commenters also asserted that educators would not be ready in the near term***
and that work needs to begin immediately.**> As such, some commenters recommended
that the Commission address how sufficient resources and incentives for training would
be achieved.'®

Others, however, were of the view that educators, issuers, and other impacted parties

125 See Proposed Roadmap.

126 These materials include publications (e.g., PWC’s IFRS and US GAAP: similarities and differences;
EY’s US GAAP vs. IFRS The basics: Oil and gas) and other IFRS-related education initiatives (e.g., the
KPMG IFRS Institute; Deloitte’s IFRS University Consortium; EY’s Academic Resource Center; PwC’s
IFRS Video Learning Center).

127 See, e.q., CalPERS, CFA, Fund Stockowner Rights, ITAC, NASBA, NYCPAs, and Ohio CPAs.
128 See, e.q., London Ctr Int’l Corp Gov Law and Shyam Sunder.

129 See, e.g., AmerisourceBergen Corporation, Teresa P. Gordon, and Thomas N. Tyson.

130 See, e.q., Travelers.

131 See, e.g., American Accounting Association, Financial Accounting and Reporting Section, and Financial
Reporting Policy Committee (pointed to surveys of educators indicating concerns over readiness).

132 See, e.g., ING Insurance Americas.
133 See, e.g., CalPERS and ICGN.
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would be prepared in time, particularly once a date for moving to IFRS were
established.** One commenter expressed that IFRS education and expertise will grow in
the United States anyway — even if the United States does not move to IFRS — because of
the ongoing increased foreign investment in the United States.'*®

The Staff recognizes that education and training efforts to facilitate incorporation of IFRS
into the financial reporting system for U.S. issuers could be significant. Accordingly, the
Staff will analyze for the Commission’s benefit the sufficiency of the IFRS education and
training infrastructure and the extent of, logistics for, and estimated time necessary to
undertake changes, should the Commission determine in the future to do so. Specifically,
the Staff will:

e Evaluate the current level of IFRS expertise and extent of IFRS education and
training needs among constituents.

e Consider the extent of, logistics for, and estimated time to implement plans for future
training among constituents.

C. Auditor Capacity

Incorporation of IFRS into the financial reporting system for U.S. issuers could strain
audit firm resources if sufficient training and time are not provided. The Proposed
Roadmap noted that “[a]udit firms would need to consider elements of their systems of
quality control, such as their practices related to hiring, assigning personnel to
engagements, professional development and advancement activities.” An increase in the
demand for IFRS expertise may affect the availability of audit services, with
consequences on audit quality, cost, and audit firm concentration.

While some commenters expressed that moving to IFRS is likely to have little or no
effect on the availability of audit services and audit quality,** others expressed concerns
about a likely reduction in these areas, along with an increase in both internal and
external audit costs, due to IFRS being less comprehensive and requiring more
application of judgment.*®” For additional discussion regarding the impact of IFRS’s
comprehensiveness on its auditability, see section I.C.

Others commented that the consequences of a move to IFRS for U.S. issuers on audit
firms may differ based on audit firm size. With respect to the large audit firms,
commenters believed that a move to IFRS for U.S. issuers is likely to have little or no
effect on the availability of audit services and audit quality.**® Two large audit-firm

134 See, e.g., ACCA, Alcoa, CAQ, Dell Inc., EY, and PwC.
135 See Pepsi.

136 See, e.q., Deutsche Bank, UBS, and UTC.

137 See, e.qg., Davey Tree.

138 See, e.g., BDO, Deloitte, EY, and PwC.
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commenters noted that they currently audit foreign private issuers as well as subsidiaries
of foreign multi-nationals that report under IFRS.™*® Further, they anticipated leveraging
personnel from other member firms in countries that have already moved to IFRS.

On the other hand, opinions were mixed on the impact of moving to IFRS on “smaller”
audit firms. The Proposed Roadmap stated that the potential use of IFRS by U.S. issuers:

[M]ay be particularly challenging for less globally-oriented audit firms, which
typically may have fewer resources available through affiliated or network firms
located in jurisdictions in which issuers already report in accordance with IFRS. This
could be a further factor affecting concentration in the auditing profession.

One commenter expressed concern that current IFRS expertise is concentrated within the
“Big Four” public accounting firms, which could allow for opportunistic business
behaviors when dealing with other competitors and regulators.**® However, others
commented that an SEC mandate to move to IFRS would not affect the competitive
position of smaller firms.***

In light of these differing views, the Staff will analyze for the Commission’s benefit
potential auditor capacity constraints with respect to IFRS and their consequences, should
the Commission determine in the future to incorporate IFRS into the financial reporting
system for U.S. issuers. Specifically, the Staff will:

e Analyze concerns regarding auditor capacity constraints, including the effect on audit
quality, cost, and audit firm concentration and competitiveness.

e Determine possible approaches to mitigate these concerns and the extent of, logistics
for, and estimated time necessary to undertake these approaches.

139 5ee Deloitte and PwWC.
140 See ITAC.

141 See, e.g., ACCA, Deloitte, EY, ICAEW (indicated that a move to IFRS did not have an identifiable
impact on audit concentration in Europe), and PwC.
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