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Conrad Hewitt, Chief Accountant-,'Office of Chief Accountant
- John White, Director, Division of Corporation Finance
Paul Dudek; Chief, Office of International Corporation Finance

U.S. Securities and Exchange Commission

Washingten, D.C.
August 27, 2008

Opening Statement of Conrad Hewitt

Thank you Chairman Cox. I am pleased to recommend that the Commission
vote to publish for comment a_proposed Roadmap for the potential use of
financial statements prepared In accordance with International Financial
‘Reporting Standards as Issued by thie IASB for U.S. issuers. This open
meeting represents the fourth.time that John White and I have appeared
before the Commission to make.a recommendation relating to IFRS: twice
in 2007, we made recommendations relating to the ability of foreign private
issuers to file with us their IFRS financial statements without a U.S. GAAP
reconciliation. Finally just over a year ago, we recommended that the
Commission publish a concept release on the use of IFRS by U.S. issuers.

As significant as those recommendations were, our recommendation today
is of far greater significance to the future of Kigh-quality international
accounting standards. In response to the comments we received on the
concept release, and In three roundtables, the last of which we hosted here
earlier in this month, we heard from many parties that if the United States
is to move to IFRS, we need to work towards a date certain for which U.S.
public companies couid look to for the requirement to change over to IFRS
from U.S. GAAP. The proposed Roadmap providés such a date certain: the
Roadmap sets forth several milestones that, it achieved, could lead o a .
Commission decision for the mandatory use of IFRS by U.S. issuers. As
proposed in the Roadimap, the Commission would jook forward to making a
decision in 2011 whether to mandate the filing of IFRS financial statements
by U.S. companies beginning with their 2014 fiscal years approximately six
years from now. - ‘ ' ‘

The proposed Roadmap, of course, has many questions, including whether
the 2014 transition-date to.IFRS should be sequenced in some fashion, so
that in the firstyear, large accelerated filers would be required to file IFRS -
financial statements, and then next vear accelerated filers, and then non-
accelerated filers in 2016 approximately eight vears from now. As part of
the proposed Roadmap, we recommend that the Commission permit the-.
early use of IFRS by a limited number of eligible U.S. issters. I will let John
White provide a general description of this optional use of IFRS. But let me
say that I wholeheartedly support this recommendation relating to IFRS. I
look forward to the comments we will receive. -
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Opeiﬁng Statement of John White
Thank you Con. Chairman Cox, Commissioners.

I would also like to who!ehéartedly support the recommendation to publish-
this Roadmap, and like Con; I cannot overemphasize the significance of the.
Commission’s action today. '

Good financial reporting is at the heart of our disclosure-based system of
regulation of public issuers In the U.S. capital markets, and the
underpinning of good financial reporting is a-high quality set of accounting
standards. :

While U.S. GAAP has served the U.S. markets over the years, another high-
quality set of accounting standards — IFRS — has been developed over the
years, and it is now required or permitted in over 100 countries around the

world, -

The proposed Roadmap acknowledges that IFRS has the potential to
become the global set of high-quality accounting standards. The
Commission has Jong recognized that the development of a globally
accepted set of high quality accounting standards would benefit investors, °
issuers and markets, by facilitating the comparability of issuers across.

. national borders. - -

As Con noted, the Roadmap contains a proposal that would permit the early
use of IFRS, before any Commission consideration of a mandated. »
transition, by a limited number of eligible U.S. issuers if this would enhance
the comparability of financial information for investors, '

The key to this eligibility is enhancing comparability for investors: only an
issuer of a certain. size within its industry and whose industry, when o
considered on a global basis, uses IFRS as the basis of financial reperting
more than any other set of accounting standards would be eligible to elect
IFRS in its Commission filings. ¢ .

I will let Paul Dudek describe the proposed Roadmap in detail in a moment,
but I will note that-the proposal would continue to require that issuers
provide three years of audited annual financial statements if they elect or
are requirad to change over to IFRS. '

Currently, U.S. issuers are required to provide in their annual reports three
years of audited U.S. GAAP financial statements, Because the Initiative to
-require or'permit the use of IFRS by U.S. issuers relates to the basis of
accounting that is used for financial reporting, and not to the periods
covered by financial reporting, the release proposes that U.S. issuers would
present three vears of audited financial statements in the first yvear of IFRS
reporting. . : '

So, with that, before turning this over to Paul for more details, I want on
behalf of myseif and Con, to thank the terrific team here on the SEC staff
who are responsible for getting us to this point. In Corporation Finance — =
Wayne Carnall, Paul Dudek, Michael Coco, Craig Olinger, Sean Harrison,
Mike Stehlik and Cheryl Linthicum. In the Office of Chief Accountant — Julie
Erhardt, Paul Beswick, Jeff Minton, Jim Kroeker, Liza McAndrew Moberg and
Katrina Kimpel, In the Office of Economic Analysis — Jim Overdah! and Josh’
White, In the Office of International Affairs — Ethiopis Tafara, Sarah Otte -
and Shauna Steele. And finally, in the Office of General Counsel — Meridith
Mitchell, David Fredrickson and Dorothy McCualg.
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.And I aiso what to tharik all the Commissioners’ cdunsels, who are here
today, for their invaluable help. .

With that, let me turn this over to Paui Dudek for the details of the
proposed Roadmap and tule changes. :

Opening Statement of Paul Dudek

- The Division of Corporation Finance and the Office' of the Chief Accountant
are recommending that the Commission publish for comment a proposing
release which would propose a Roadmap for the potential use of financial .

- statements prepared in accordance with International Financial Reporting
Standards as issued the International Accounting Standards Board by U,S,
isguers for purposes of their filings with the Commission. As noted, the -
proposed Roadmap sets out several milestones that, if achieved, could lead
to the permitted or required use of IFRS by U.S. issuers in 2014.

- The proposing release contains several distinct parts. After discussing the
role of IFRS in the U.S. capital markets today, including the global nature of
today’s capital markets and the potential for IFRS to become the globally -
accepted high-quality accounting standard, the release sets out a proposed
Roadmap to IFRS reporting by U.S. issuers. The proposed Roadmap sets
out a number of milestones that we believe should be part of the
Commission's consideration in mandating the use of IFRS by U.S. issuers,
These milestones relate to: improvements in accounting standards; the
accountability and funding of the International Accounting Standards

Committee Foundation; improvement in the ability to use interactive data
for IFRS reporting; education and training in the United States relating to-
IFRS, among investors, auditors and others; the limited early use of IFRS
as John White noted; the timing of future rulemaking by the Comrmission;
and the implementation of the mandatory use of IFRS, as Con noted,
including considerations relating to whether the mandatory use of IFRS
should be staged or sequenced.among groups of companies based on their
market capitalization. . :

The release contains a proposal to permit certain U.S. issuers to use IFRS
before a mandatory date. The objective is to identify those categories of
U.S. issuers for whom the use of IFRS would promote comparability with
their significant global industry competitors. Since many investors make
capital allocation decision among companies within a particular industry -
sector, the first element of the eligibility criteria relates to the use of IFRS
‘in the issuer's industry. The second element is to limit the industry group to
the largest 20 by market capitalization. Under the proposed-test, a U.S.
issuer would be eligible to use IFRS if: (1) it is among the 20 largest public
. companies in its Industry on a global basis; and (2) IFRS is used as the
basis of financial reporting more often than any other basis of accounting
by the 20 largest public companies in that industry as measured by market
- capitalization on a global basis, The release proposes a procedure through
which a U.S. issuer would be able to assess its eligibility under these tests
and to obtain a letter of no objection from the Division of Corporation
Finance. The staff has used publicly available materiais to estimate the
number of U.S. companies which would be eligible under these tests. We_
estimate that approximately 110 U.S. companies in about 34 different |
industries would be eligible. With respect to these early users of IFRS, the
release sets out two alternative proposals under which an issuer would
provide U.S. GAAP-based information: the first alternative jnvolves ‘
compliance with IFRS 1, which requires a one-time reconciliation from U.S.
GAAP to IFRS covering onhe year, the year of transition, which would appear
as a note to the audited financial statements. The second alternative
involves a requirement for an issuer to provide on an on-going basis in its
-Form 10-K annual report an unaudited reconciliation from IFRS to U.S.
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GAAP covering the three years of IFRS financial statements included in the
Form 10-K, The release also contains several specific proposais for

" regulatory text amendments to accommodate the use of IFRS by U.S.
issuers, since over the years we have placed into our rules several _

. references to U.S. GAAP standards. Altogether, we believe this proposed

“amendments would provide U.S. issuers with sufficient guidance on using
IFRS instead of U.S. GAAP in their Commission filings. We would be happy
to answer any questions.
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