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Client Alert
SEC PROPOSES ROADMAP FOR 
CONSIDERING ADOPTION OF 
INTERNATIONAL FINANCIAL 
REPORTING STANDARDS

On November 14, 2008, the 
United States Securities and 
Exchange Commission, or SEC, 
issued a proposing release outlining 
a “roadmap” for considering whether 
to require U.S. public companies to 
adopt International Financial Reporting 
Standards, or IFRS, beginning in 2014.  
The SEC also proposed allowing 
certain eligible issuers to voluntarily 
adopt IFRS beginning in 2010.  The 
proposal is the latest step in a series 
of SEC initiatives to promote the 
adoption of a single set of high-
quality, globally accepted accounting 
standards, which, if consistently 
applied, the SEC believes will enhance 
the ability of investors to compare the 
financial information of U.S. and non-
U.S. companies.

Background

IFRS are issued by the 
International Accounting Standards 
Board, or IASB, in London.  
Approximately 113 countries currently 
require or permit the use of IFRS 

for domestic, listed companies.  For 
several years the IASB and the US 
Financial Accounting Standards Board 
have been working to converge IFRS 
and generally accepted accounting 
principles in the United States, or U.S. 
GAAP.  In recognition of these efforts 
toward convergence, as well as the 
increasingly global nature of the capital 
markets, the SEC believes that a single, 
uniform set of accounting standards 
will protect investors and improve the 
efficiency and effectiveness of capital 
formation and allocation.  The SEC 
believes that IFRS have the greatest 
potential to provide this common 
platform.  

Prior to November 2007, the SEC 
permitted foreign private issuers to 
prepare their financial statements in 
accordance with either local generally 
accepted accounting principles or 
IFRS, but required a reconciliation 
of net income and net assets to 
U.S. GAAP.  In January 2008, the 
SEC eliminated this reconciliation 
requirement for foreign private issuers 



    2SEC PROPOSES ROADMAP FOR CONSIDERING ADOPTION OF INTERNATIONAL 
FINANCIAL REPORTING STANDARDS   November 24, 2008

that prepare financial statements in accordance with 
IFRS without any reconciliation to U.S. GAAP.  
The current proposal would allow certain eligible 
U.S. companies to use IFRS beginning in 2010 and 
could result in the mandatory use of IFRS for all 
U.S. registrants beginning in 2014.

SEC Roadmap to Evaluate the Mandatory 
Adoption of IFRS

The roadmap sets forth several milestones that 
the SEC proposes to use to determine whether 
to mandate the use of IFRS by U.S. reporting 
companies, including the following:

Improvements in Accounting Standards	 .   
The SEC will evaluate the ongoing 
development of IFRS to determine if the 
substantive standards and interpretive guidance 
are sufficiently comprehensive.  IFRS are not as 
well-developed as U.S. GAAP in certain areas 
and, furthermore, there is less authoritative 
guidance due to the smaller amount of IFRS 
literature available.  The SEC will also review 
the IASB’s standard-setting practices to ensure 
that it will be able to maintain and update 
IFRS to reflect emerging issues and changing 
business practices.  

Accountability and Funding of the IASC 	
Foundation.  IASB operations are largely 
funded through voluntary contributions by 
accounting firms, companies, international 
organizations, central banks and governments.  
The SEC is concerned about any perceived or 
potential connection between the availability of 
funding and the outcome of the standard-setting 
process.  The IASC Foundation, which oversees 
the IASB, is currently modifying its funding 
practices and the SEC will evaluate the stability 
and independence of the reformed funding 
mechanism as it deliberates the adoption of  
 

IFRS.  The SEC is also working with other 
national securities authorities to establish a 
monitoring group to participate in and approve 
nominations for IASC Foundation trustees and 
provide oversight.   

Improvement in the Ability to Use Interactive 	
Data for IFRS Reporting.  In May 2008, the 
SEC proposed rules that will require registrants 
to provide financial statements in interactive 
data format.  Additional technical development 
will be required in order to allow companies 
to provide IFRS financial data in the format 
required. 

Education and Training in the United States.  	
There are significant differences between U.S. 
GAAP and IFRS.  The timely and accurate 
preparation and filing of financial information 
will require all parties involved in the financial 
reporting process to become familiar with 
IFRS, including auditors, accounting personnel, 
executive officers, boards of directors, audit 
committees and other affected parties.  The 
SEC will consider the overall readiness of the 
corporate, auditing and investing communities 
to transition to IFRS.  

In addition to the roadmap milestones, the 
proposing release outlines a variety of other factors 
that the SEC may consider, including the following:

the extent to which IFRS are adopted and 	
applied globally; 

whether such standards are consistently applied 	
across jurisdictions, industries and companies; 

the impact of different national accounting 	
standards, and, in particular, the degree of 
judgment customarily used, on the application 
of IFRS in different countries; 
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the impact of transitioning to IFRS on the use of 	
financial statements for regulatory purposes, tax 
purposes, financial covenants, market and listing 
requirements;  

the ability of firms to make necessary changes 	
to accounting systems, policies and internal 
controls; 

the ability of auditing firms, especially smaller 	
auditing firms, to adapt to IFRS reporting, train 
personnel and establish necessary policies and 
procedures;  

the decreased influence of U.S. capital markets 	
participants, including the SEC, over the 
standard-setting process; and  

the increased influence over the standard-setting 	
process of a broad, world-wide spectrum of 
investors, issuers and regulators, reflecting 
varying economic, social and political 
perspectives, some of which may have different 
financial reporting objectives than U.S. regulators 
and market participants.

Optional Use of IFRS for Certain Eligible U.S. 
Companies

The SEC has also proposed rule changes to 
allow certain large U.S. reporting companies to use 
IFRS for fiscal years ending after December 15, 
2009.  Eligible issuers must satisfy the following two 
criteria:

the issuer must be one of the 20 largest listed 	
companies worldwide within its industry, 
measured by market capitalization; and  

IFRS must be used more than any other basis 	
of financial reporting by the 20 largest listed 
companies worldwide within the issuer’s 
industry.

If the proposed rules are adopted, an eligible 
issuer will need to submit a letter to the SEC 
describing the analysis used to determine its 
eligibility and obtain a letter of no objection before 
using IFRS to prepare its financial statements.

*************

The SEC proposes to consider the adoption 
of mandatory IFRS for U.S. reporting companies 
through 2011.  Comments on the proposals are 
requested by February 19, 2009.
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