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South Dakota Board of Accountancy
Minutes of Meeting
Department of Legislative Audit — Conference Room
May 13, 2011-8:30 a.m.

The Board of Accountancy held a meeting at the Department of Legislative Audit in Pierre, SD on
Friday, May 13, 2011. Chair Holly Brunick called the meeting to order at 8:38 a.m.

The following members were present: Holly Brunick, Marty Guindon, David Qlson, John Linn, Jr.,
John Mitchell, and John Peterson. A quorum was present.

Also present were Nicole Kasin, Executive Director; Tricia Nussbaum, Secretary; and Aaron Arnold,
Legal Counsel.

Chair Holly Brunick asked if there were any additions to the agenda. The following additions were
added:

NASBA Nomination for Director-at-Large

Addition to Peer Review

NASBA 4" Annual International Forum

A motion was made by John Linn, Jr. and seconded by John Mitchell to approve the March 25,
2011, meeting minutes. The motion unanimously carried.

A motion was made by Marty Guindon and seconded by David Olson to approve the issuance of
individual certificates and firm permits through May 6, 2011. The motion unanimously carried.

A motion was made by David Olson and seconded by John Mitchell to approve the financial
statements through April 2011. The motion unanimously carried.

A motion was made by Marty Guindon and seconded by John Mitchell to approve the CPA Exam
scores for the 28™ CPA Exam window through March 2011. The motion unanimously carried.

Executive Director Kasin explained the adjustments made to the policy that would be followed when
individuals fail their CPE Audits. Proposed negotiated consent agreements would be made using this
policy. A major discussion followed regarding CPE and the violation categories. Executive Director
Kasin will change the wording to criteria instead of categories on the policy. Due to the updates and
corrections the Board will not take action on this policy until the next meeting. The issue was tabled.

Executive Director Kasin discussed her Executive Directors repott to the Board. The Board held a
discussion on the issues as follows:

» Executive Director Kasin attended a meeting hosted by Secretary Roberts for the Executive
Directors within the Department of Labor and Regulation on April 20. They discussed
various administrative topics, including strategic planning.

* NASBA ALD is creating a public site, CPA Verify. CPA Verify is in the final testing stages
and the committee plans to go live with CPA Verify July 1, 2011. The board is participating
in CPA Verify.

» NASBA’s Communications Committee has discussed at previous NASBA conferences to
further communication between NASBA and state boards, along with opportunities for
boards to communicate effectively with the public. The use of social media has been
suggested. Executive Director Kasin explained that the board does have a Facebook page
and the traffic on the site is increasing as the word gets out to candidates and licenses about
our page. The main focus of the Facebook page is to inform the public about the board and



post updates in regards to board operation; Board meetings, grade releases, office closures,
etc. It also redirects those on the Facebook page to gather more information from our
website. With the use of grade release information on Facebook, the calls from candidates
asking about their scores has declined since they now follow the board on Facebook.

+ Rule updates will begin in June with help from Marty Guindon and David Olson. Any
updates or recommendations for updates from the board should be sent to Executive
Director Kasin. With the changes to SAS 70 Executive Director Kasin and Marty Guindon
are waiting for a model rule and may need to make a rule change to cover SAS 70 in our
rules.

s Arisk analysis was done with certain board records. Discussion followed regarding possible
options for scanning stored paper documents in the office on the server. Executive Director
Kasin said that a software program would be needed to organize and create access to the
files. However, microfilm would still be required by the state as the permanent backup for
records.

e The wording from Sarbanes-Oxley Act Section 209 was brought to the board’s attention in
the March meeting from the NASBA focus questions. The board discussed the matter briefly
and asked the topic to be revisited at the next meeting after the NASBA Regional meeting.

+ Two mobility impact letters have been received since the last in person meeting in August of
2010. The Board discussed possible fee changes with firms or restructuring the firm permit
application for the future. Discussion was tabled till after the hearing.

Hearing at 10:30 a.m. Reinstatement of License for Bruce E. Hanson- Present were: Carla
Bachand Capital Reporting Services, Bruce E. Hanson, Board Legal Counsel Aaron Arnold, Board
Chair Holly Brunick, Vice Chair John Linn, Jr., Secretary-Treasurer John Peterson, Board Members
John Mitchell, Marty Guindon, and David Olson. Others present were staff members Nicole Kasin,
Executive Director; and Tricia Nussbaum, Secretary.

Board Legal Counsel Aaron Arnold presented the Board's case. Bruce E. Hanson represented
himself and presented his case before the Board. After discussion by both parties, the Board closed
the hearing at 11:15 a.m.

A motion was made by John Peterson and seconded by John Mitchell to enter into executive
session for the purpose of deliberation. The motion carried; 5 Aye, 1 Abstain (Brunick).

The Board came out of executive session.

A motion was made by John Linn, Jr. and seconded by David Olson to reinstate the license of Bruce
Eugene Hanson with the condition to pay costs as associated with reinstatement proceedings per
SDCL 36-20B-53 and SDAR 20:75:06:02. In addition, Mr. Hanson will be required to attain the 120
CPE hours by 6/30/2013. A roll call vote was taken. The motion carried; 5 Aye, 1 Abstain (Brunick).

The Board took a break for lunch.
The Board resumed the regular Board Meeting at 1:10 p.m.
John Linn, Jr. rejoined the meeting at 1:25 p.m.

The Board resumed the discussion on possible fee changes with firms or restructuring the firm
permit application for the future. The Board asked Executive Director Kasin to encapsulate the
revenue impact if the firm fee changes, evaluate the purpose of collecting individual names coming
in on firm permits, and find out how many out of state firm locations are registered with us.

The Board discussed strategic planning of the Board office. The board utilizes issues on the horizon
from NASBA as one source for guidance and planning. Executive Director Kasin would like set a
plan for future changes to the operation of some Board functions. The board discussed the option to
hire a strategic planner. At this time the board does not wish to pursue that option.

John Peterson brought up the topic of NASBA's 4™ Annuat International Forum and the Board briefly
discussed current education concerns.



The Board discussed the AICPA and NASBA’s UAA Exposure Draft on Firm Names and the
responses from Missouri, Nebraska, North Carolina, Tennessee, and Louisiana.

The Board discussed NASBA’s Background Paper on Blue Ribbon Panel Recommendations, which
will be further discussed at the Regional Meeting in June.

The Board briefly discussed NASBA’s Board of Directors meeting minutes January 14, 2011, the
Board of Directors meeting highlights April 29, 2011, the executive summary regional focus
guestions, the Regional Directors report on focus questions, the CBT 4Q10 exam summary report,
the nominations for Director-at-Large including support letters for Leonard Sanchez, Laurie Tish,
Ken Odom, and Theodore Long; and the Nomination of Gaylen Hanson for Vice-Chair.

A motion was made by David Olson and seconded by John Peterson to enter into executive session
for the deliberative process for peer reviews. The motion unanimously carried.

The Board came out of executive session.

A motion was made by John Peterson and seconded by Marty Guindon to accept the peer reviews
as discussed in executive session. The motion unanimously carried.

The issue of CPE and ethics was discussed at length by the board.

FUTURE MEETING DATES (all times CT)

June 20, 2011 — 9:00 a.m. Conference Call

August 8, 2011 — 8:30 a.m. Sioux Falls, Location to determined
September 19, 2011 — 9:00 a.m. Conference Call

A motion was made by Marty Guindon and seconded by John Mitchell to adjourn the meeting. The
motion unanimously carried.

All business having come before the board was concluded and Chair Holly Brunick adjourned the
meeting at 4:00 p.m.

Holly Brunick, CPA, Chair

Attest:

Nicole Kasin, Executive Director John Peterscn, Sec/Treasurer



Number

2980

1672

CERTIFIED PUBLIC ACCOUNTANT CERTIFICATES
BOARD COPY

Issued Through June 16, 2011
Name Date Issued Location
Becky Marie Neuharth 5/31/11 Sioux Falls, SD

Patrick E. Morphew 4/29/93 Worthington, MN
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South Dakota Board of Accountancy

Balance Sheet

As of May 31, 2011

ASSETS
Current Assets
Checking/Savings
1130000 - Local Checking - US Bank
1140000 - Pool Cash State of SD

Total Checking/Savings

Other Current Assets
1131000 - Cash-Sacurity Lending Collatera
1213000 - Investment Income Receivable

Total Other Current Assets

Total Current Assets

Fixed Assets
1670000 - Computer Software
Original Cost
1770000 - Depreciation

Total 1670000 - Computer Software
Total Fixed Assets

TOTAL ASSETS
LIABILITIES & EQUITY
Liahilities
Current Liabilities

Accounts Payable
2110000 - Accounts Payahle

Total Accounts Payable

Other Current Liabllities
2810000 - Amounts Held for Othars

Total Other Currant Liakilities

Total Current Liabilities

Long Term Liabilities
2960000 - Compensated Absences Payable

Total Long Term Liahilities

Total Liabilities

Equity
3220000 - Unrestrictad Not Assets
3300100 - Invested In Capltal Assets
3900 - Retained Earnings
Net Income

Total Equity

TOTAL LIABILITIES & EQUITY

May 31, 11

032, 401 ~04
zag,?gg.gg --t-cijosz.ZS:Z 21q1.£1

288,171.70

22,975.91
1,957.59

24,933.50

313,105.20

140,063.23

-91,781.55

48,281.68

48,281.68

361,386.88

9,649.87

0,649.87

24,050.46

24,050.46

33,700.33

11,162.26

11,162.26

44,862.59

208,077.06
48,281.68
40,723.55
19,442.00

- 316,524.29

361,386.88

) Page 1



South Dakota Board of Accountancy

Profit & Loss Budget vs. Actual

July 2010 through May 2011

Jul "10 - May 11 Budgset $ Over Budget % of Budget
Ordinary Income/Expense
Income
4293550 - Initial Individual Certificate
5208001 - Refunds -25.00
4293550 - Initial Individual Certificate - Other 1,850.00 2.500.00 -650.00 74.0%
Total 4293550 - Initia! Individual Certificate 1,825.00 2,500.00 -675.00 73.0%
4293551 - Certificate Renewals-Active 54,900.00 50,000.00 4,800.00 109.8%
4293552 - Certificate Renewals-Inactive 20,200.00 23,000.00 -2,800.00 87.8%
4293553 - Certificate Ranawals-Retired 660.00 €00.00 60.00 110.0%
4293554 - Initial Firm Permits 950.00 1,500.00 -550.00 63.3%
4293555 - Firm Permit Renewals
5208004 - REFUNDS -50.00
4293555 - Firm Permit Renewals - Other 20,100.00 18,350.00 1,750.00 109.5%
Total 4293555 * Firm Permit Renewals 20,050.00 18,350.00 1,700.00 109.3%
4293557 - Initial Audit 780.00 580.00 200.00 134.5%
4293558 - Re-Exam Audit 2,400.00 1,660.00 740.00 144.6%
4293560 - Late Fees-Initial Certificate 50.00
4293561 - Late Fees-Certificate Renewals 6,000.00 3,500.00 2,500.00 171.4%
4293563 - Late Fees-Firm Permit Renawals
5208012 - REFUNDS -50.00
4293563 - Late Fees-Firm Parmit Renewals - Other 1,150.00 800.00 350.00 143.8%
Total 4293563 - Late Fees-Firm Permit Renewals 1,100.00 800.00 300.00 137.5%
4293564 - Late Fees-Peer Review
5208016 - REFUNDS -50.00
4293564 - Late Fees-Peer Review - Other 700.00 1,250.00 -550.00 56.0%
Total 4293564 - Late Fees-Peer Revlew © 650.00 1,250.00 -600.00 52.0%
4293566 * Firm Permit Inidividual
5208003 - REFUNDS -235.00
4293566 - Firm Permit {nidividual - Qther 71,825.00 64,000.00 7.825.00 112.2%
Total 4293566 - Firm Permit Inidividual 71,590.00 64,000.00 7,590.00 111.9%
4293567 - Peer Review Admin Fee 5,250.00 5,650.00 -400.00 92.9%
4293568 - Firm Permit Name Change 150.00 100.00 50.00 150.0%
4293569 - Initial FAR 1,110.00 990.00 120.00 112.1%
4293570 - Initial REG 510.00 530.00 -20.00 96.2%
4293571 - Inital BEC 900.00 670.00 230.00 134.3%
4293572 - Re-Exam FAR 1,.470.00 1,540.00 -70.00 95.5%
4293573 - Re-Exam REG 1,920.00 1,680.00 240.00 114.3%
4293574 - Re-Exam BEC 2,100.00 2,020.00 80.00 104.0%
4491000 - Interest and Dividend Revenue 16,547.72 12,000.00 454772 137.9%
4896021 - Legal Recovery Cost 1,000.00 1,000.00 0.00 100.0%
Total Income 212,112.72 193,920.00 18,192.72 100.4%
Gross Profit 212,112.72 193,920.00 18,192.72 109.4%
Expense
5101010 - F-T Emp Sal & Wagas 55,932.85 66,239.00 -10,306.15 84.4%
5101020 - P-T/Temp Emp Sal & Wages 15,132.21 19,380.00 -4,247.79 78.1%
5101030 - Board & Comm Mbrs Fees 2,778.00 4,020.00 -1,242.00 69.1%
5102010 - OASI-Employer's Share 5,339.51 6,549.00 -1,209.49 81.5%
5102020 - Retirement-ER Share 4,263.93 5,147.00 -883.07 82.8%
5102060 - Health /Life Ins.-ER Share 15,759.59 17.869.00 -2,109.41 88.2%
5102080 - Worker's Compensation 120.85 133.00 -12.15 90.9%
5102090 - Unemployment Insurance 60.37 55.00 5.37 109.8%
5203010 - Auto--State Owned 232.82 1.500.00 -1,267.18 15.5%
5203020 - Auto-Private-Ownes Low Mileage 384.60 300.00 84 60 128.2%
5203030 - In State-Auto- Priv. High Miles 761.46 2,100.00 -1,338.54 36.3%
5203100 - In State-Lodging 375.96 1,000.00 -624.04 37.6%
5203120 - In State-Incldentals to Travel 0.00 100.00 -100.00 0.0%
5203140 - inState-Tax Meals Not Overnigt §4.00 150.00 -96.00 36.0%
5203150 - InState-Non-Tax Meals OverNight 245.00 500.00 -255.00 49.0%
5203230 - 0S-Auto Private High Mileage 0.00 100.00 -100.00 0.0%
5203260 - OS-Air Commerctal Carrier 3,515.81 6,700.00 -3,184.18 52.5%



South Dakota Board of Accountancy

Profit & Loss Budget vs. Actual
July 2010 through May 2011

Jul "10 - May 11 Budget $ Over Budget % of Budget
5203280 - 0S-Other Public Carrier 267.00 500.00 -233.00 53.4%
5203300 - O5-Lodging 5,805.87 7,800.00 -1,994.13 74.4%
5203320 - OS-Incidentals to Travel 241.00 200.00 41.00 120.5%
5203350 - 0S-Non-Taxable Meals Overnight 799.00 1,000.00 -201.00 79.9%
5204010 - Subscriptions 628.75 1,500.00 -871.25 41.9%
5204020 - Dues and Membership Fees 3,350.00 3,900.00 -550.00 85.9%
5204030 - Legal Document Fees 30.00 500.00 -470.00 6.0%
5204040 - Consultant Fees-Accounting 6,200.00 6,000.00 200.00 103.3%
5204160 - Workshop Registration Fees 6,635.00 5,200.00 1,435.00 127.6%
5204180 - Computer Services-State 627.00 600.00 27.00 104.5%
5204181 - Computer Development Serv-State 3,480.00 4,400.00 -920.00 79.1%
5204200 - Central Services 5,905.23 7,500.00 -1,594.77 78.7%
5204220 - Equipment Service & Maintenance 53.74 300.00 -246.26 17.9%
5204230 - Janitorial/Maintenance Services 1,318.46 1,560.00 -241.54 84.5%
5204340 - Computer Software Maintenance 950.00 1,000.00 -50.00 95.0%
5204360 - Advertising-Newspapers 0.00 2,100.00 -2,100.00 0.0%
5204440 - Newslettar Publishing 982.99 1,100.00 -117.01 89.4%
5204460 - Equipment Rental 4,014.60 5,200.00 -1,185.40 77.2%
5204480 - Microfilm and Photography 0.00 700.00 -700.00 0.0%
5204490 - Rents Privately Owned Property 13,963.95 15,531.00 -1,567.05 89.9%
5204530 - Telecommunications Services 2,007.70 2,500.00 -492.30 80.3%
5204540 - Electricity 697.28 865.00 -167.72 80.6%
5204560 - Water 93.40 240.00 -146.60 38.9%
5204590 - Insurance Premlums/Surety Bonds . 0.00 1,710.00 -1,710.00 0.0%
5204740 - Bank Fees and Charges 2,279.59 2,000.00 279.59 114.0%
5205020 - Office Supplies 1.833.24 1,500.00 333.24 122.2%
5205310 - Printing State 0.00 500.00 -500.00 0.0%
5205320 - Printing/Duplicating/Binding Co 723.90 1,000.00 -276.10 724%
5205330 - Supplemental Publications 598.75 700.00 -101.25 85.5%
5205340 - Microfilm Supplies/Materials 0.00 300.00 -300.00 0.0%
5205350 - Postage 2,021.79 3,100.00 -1,078.21 65.2%
5207430 - Office Machines 0.00 100.00 -100.00 0.0%
5207900 - Computer Hardware 5,347.22 4,800.00 547.22 111.4%
5207950 - System Development 131.25 500.00 -368.75 26.3%
§207955 - Computer Hardware Other 0.00 500.00 -500.00 0.0%
5207960 - Computer Software Expense 89.95 500.00 -400.05 20.0%
5228000 - Operating Transfers Qut-NonBudg 5,562.64 6,500.00 -837.36 85.6%
5228030 - Depraeclation Expense 11,064.46
Total Expense 192,670.72 225,748.00 -33,077.28 85.3%
Net Ordinary Income 19,442.00 -31,828.00 51,270.00 -61.1%

Net Income 19,442.00 -31,828.00 51,270.00 -61.1%




South Dakota Board of Accountancy

PREVIOUS YEAR MONTHLY COMPARISON

Ordinary Income/Expense

Income

4293550 -
4293554 -
4293555 -
4293557 -
4293558 -
4293564 -
4293566 -
4293567 -
4293569 -
4293570 -
4293571 -
4293572 -
4293573 -
4293574 -

Total Incoma

Gross Profit

Expense

5101010 -
5101020 -
5102010 -
5102020 -
5102060 -
5102080 -
5102090 -
5203020 -
5203030 -
5203100 -
5203140 -
5203150 -
5204030 -
5204180 -

5204181

5204200 -
5204220 -
5204230 -
5204340 -
5204460 -
5204490 -
5204530 -
5204540 -
5204740 -
5205020 -
5205320 -
5205350 -
5207900 -
5207950 -
5207960 -
§228000 -
5228030 -

Total Expense

Net Ordinary Income

Net Income

May 2011
May 11 May 10 § Change % Change
Initial Individual Certificate 25.00 125.00 -100.00 -80.0%
Initlal Firm Permits 0.00 150.00 -150.00 -100.0%
Firm Permit Renewals 0.00 50.00 -50.00 -100.0%
Initial Audit 80.00 150.00 -60.00 -40.0%
Re-Exam Audit 0.00 180.00 -180.00 -100.0%
Late Feas-Peer Review 50.00 0.00 50.00 100.0%
Firm Permit Inidividual 520.00 845.00 -325.00 -38.5%
Peer Review Admin Fee 3,600.00 1,875.00 1,725.00 92.0%
Initial FAR 80.00 120.00 -30.00 -25.0%
Initial REG 60.00 60.00 0.00 0.0%
Inital BEC 60.00 60.00 0.00 0.0%
Re-Exam FAR 120.00 180.00 -60.00 -33.3%
Re-Exam REG 240.00 120.00 120.00 100.0%
Re-Exam BEC 150.00 180.00 -30.00 -16.7%
5,005.00 4,095.00 910.00 22.2%
5,005.00 4,085.00 910.00 22.2%
F-T Emp Sal & Wages 2,481.60 2,481.60 0.00 0.0%
P-TiTemp Emp Sal & Wages 639.03 679.59 -40.56 -6.0%
OASI-Employer's Share 224.42 228.76 -4.34 -1.9%
Ratirement-ER Share 187.24 189.68 -2.44 -1.3%
Heatth /Life Ins.-ER Share 766.89 721.62 45.27 6.3%
Worker's Compensation 5.31 1.58 373 236.1%
Unemployment Insurance 2,65 2.05 0.60 29.3%
Auto-Private-Ownes Low Mileage 90.40 0.00 80.40 100.0%
In State-Auto- Priv. High Milas 363.34 363.34 0.00 0.0%
In State-Lodging 232.50 232.50 0.00 0.0%
InState-Tax Meals Not Overnigt 18.00 14.00 4.00 28.6%
InState-Non-Tax Meals OverNight 82.00 94.00 -12.00 -12.8%
Legal Document Fees 30.00 0.00 30.00 100.0%
Computer Services-State 57.00 57.00 0.00 0.0%
- Computer Development Serv-State 96.00 48.00 48.00 100.0%
Central Services 914.78 1,014.31 -99.53 -9.8%
Equipment Service & Maintenance 2.75 2.3 0.44 19.1%
Janitorial/Maintenance Services 119.86 117.00 2.86 24%
Computer Software Maintenance 0.00 70.00 -70.00 -100.0%
Equipment Rental 690.60 93.60 597.00 637.8%
Rents Privately Owned Property 1,269.45 1,269.45 0.00 0.0%
Telecommunicatlons Services 162.24 186.50 -24.28 -13.0%
Electricity 54.75 59.13 -4.38 -7.4%
Bank Fees and Chargss 31.00 31.00 0.00 0.0%
Office Supplies 24.49 0.00 24 .49 100.0%
Printing/Duplicating/Binding Co 17.25 96.95 -78.70 -82.2%
Postage 0.00 1,036.18 -1,036.18 -100.0%
Computer Hardware 150.00 0.00 150.00 100.0%
System Davalopment 131.25 0.00 131.25 100.0%
Computar Software Expense 99.95 0.00 99.95 100.0%
Operating Transfers Out-NonBudg 773.37 058.80 -185.43 -18.3%
Depreaclation Expense 1,005.86 1,005.86 0.0o 0.0%
10,723.98 11,054.81 -330.83 -3.0%
-5,718.98 -6,959.81 1,240.83 17.8%
-5,718.98 -6,959.81 1,240.83 17.8%

Page 1



South Dakota Board of Accountancy

PREVIOUS YEAR TO DATE MONTHLY COMPARISON
July 2010 through May 2011

Jul "10 - May 11 Jul '09 - May 10 $ Change % Change
Ordinary Income/Expense
Income
4293550 - Initial Individual Certificate 1,825.00 3,200.00 -1,375.00 -43.0%
4293551 - Certificate Renewals-Active 54,900.00 54,350.00 550.00 1.0%
4293552 - Certificate Renewals-lnactive 20,200.00 19,700.00 500.00 2.5%
4293553 - Certificate Renewals-Reatired 660.00 660.00 0.00 0.0%
4293554 - Initial Firm Permits 950.00 1,100.00 -150.00 -13.6%
4293555 - Firm Permit Renewals 20,050.00 19,650.00 400.00 2.0%
4293557 - Initial Audit 780.00 420.00 360.00 85.7%
4292558 - Re-Exam Audit 2.400.00 1,800.00 600.00 33.3%
4293560 - Late Fees-Initial Certificate 50.00 250.00 -200.00 -80.0%
4293561 - Late Fees-Certificate Renewals 6,000.00 5,850.00 150.00 2.6%
4293563 - Late Fees-Firm Permit Renewals 1,100.00 800.00 300.00 37.5%
4293564 - Late Fees-Peer Raview 650.00 650.00 0.00 0.0%
4293566 - Firm Permit Inidividual 71,590.00 67,835.00 3,755.00 5.5%
4293567 - Peer Review Admin Fee 5,250.00 3,000.00 2,250.00 75.0%
4293568 - Firm Permit Name Change 150.00 130.00 20.00 15.4%
4293569 - Initial FAR 1,110.00 810.00 300.00 37.0%
4293570 - Initial REG 510.00 600.00 -90.00 -15.0%
4293571 - Inital BEC 900.00 840.00 60.00 7.1%
4293572 - Re-Exam FAR 1,470.00 1,530.00 -60.00 -3.9%
4293573 - Re-Exam REG 1,820.00 1,740.00 180.00 10.3%
4293574 - Re-Exam BEC 2,100.00 1,830.00 270.00 14.8%
4491000 - Interest and Dividend Revenue 16,547.72 16,687.62 -139.90 -0.8%
4896021 - Legal Recovery Cost 1,000.00 1,047.36 -47.36 -4.5%
Total Income 212,112.72 204,479.98 763274 3.7%
Gross Profit 21211272 204,479.98 7.632.74 3.7%
Expense
5101010 - F-T Emp Sal & Wages 55,932.85 55,821.74 111.11 0.2%
$101020 - P-T/Temp Emp Sal & Wages 15,132.21 15,641.42 -509.21 -3.3%
5101030 - Board & Comm Mbrs Fees 2,778.00 2,880.00 -102.00 -3.5%
5102010 - OASI-Employer's Share 5,339.51 5,394.43 -54.92 -1.0%
5102020 - Retirement-ER Share 4,263.93 4,287.84 -23.91 -0.8%
5102060 - Health /Life Ins.-ER Shars 15,758.59 14,829.29 930.30 6.3%
5102080 - Worker's Compensation 120.85 47.62 73.23 153.8%
5102090 - Unemployment Insurance 60.37 46.53 13.84 29.7%
5203010 - Auto--State Owned 232.82 158.90 73.92 46.5%
5203020 - Auto-Privata-Ownes Low Mileage 384.60 361.60 23.00 6.4%
5203030 - In State-Auto- Priv. High Miles 761.46 810.30 -48.84 -6.0%
5203100 - In State-Locdging 375.96 422,46 -46.50 -11.0%
5203140 - InState-Tax Meals Not Overnigt 54.00 23.00 31.00 134.8%
5203150 - InState-Non-Tax Meals OverNight 245.00 286.00 -41.00 -14.3%
5203260 - OS-Air Commarcial Carrier 3,515.81 3,327.18 188.63 5.7%
5203280 - OS-Other Public Carrier 267.00 402.00 -135.00 -33.6%
5203300 - OS-Lodging 5,805.87 5,436.15 369.72 6.8%
5203320 - OS-Incidentals to Travel 241.00 330.00 -89.00 -27.0%
5203350 - 0S-Non-Taxable Meals Qvernight 799.00 682.00 107.00 15.5%
5204010 - Subscriptions 628.75 556.34 72.41 13.0%
5204020 - Dues and Membership Fees 3,350.00 3,350.00 0.00 0.0%
5204030 - Legal Document Feas 30.00 15.00 15.00 100.0%
5204040 - Consultant Fees-Accounting 6,200.00 0.00 6,200.00 100.0%
5204160 - Workshop Registration Fees 6,635.00 4,995.00 1.640.00 32.8%
5204180 - Computer Services-State 627.00 462.00 165.00 35.7%
5204181 - Computer Davelopment Serv-State 3,480.00 5472.00 -1,992.00 -36.4%
5204200 - Central Services 5,805.23 6,043.58 -138.35 -2.3%
5204220 - Equipment Service & Maintenance 53.74 55.80 -2.06 -3.7%
5204230 - Janitorial/Maintenance Services 1,318.46 1,287.00 31.46 2.4%
5204340 - Computer Software Maintenance 950.00 300.00 650.00 216.7%
5204360 - Advertising-Newspapers 0.00 1,138.27 -1,139.27 -100.0%
5204440 - Newsletter Publishing 962.99 1,032.30 -49.31 -4.8%
5204460 - Equipment Rental 4,014.60 3,247.92 766.68 23.6%
§204480 - Microfilm and Photography 0.00 417.38 -417.38 -100.0%
5204490 - Rents Privately Owned Property 13,863.95 13,813.55 50.40 0.4%
5204530 - Telecommunications Services 2,007.70 2,001.72 5.98 0.3%
5204540 * Electricity 697.28 629.07 68.21 10.8%



5204560 -
5204590 -
5204740 -
5205020 -
5205320 -
5205330 -
5205350 -
5207900 -
5207950 -
5207960 -
5228000 -
5228030 -

South Dakota Board of Accountancy

PREVIOUS YEAR TO DATE MONTHLY COMPARISON
July 2010 through May 2011

Water

insurance Premiums/Surety Bonds
Bank Fees and Charges

Office Supplies
Printing/Duplicating/Binding Co
Supplemental Publications
Postage

Computer Hardware

System Developmeant

Computer Software Expense
Operating Transfers Out-NonBudg
Depreciation Expense ’

Total Expense

Net Ordinary Income

Net Income

Jui "0 - May 11 Jul '09 - May 10 $ Change % Change
93.40 116.75 -23.35 -20.0%

0.00 1,530.00 -1,530.00 -100.0%
2,279.59 1,778.10 501.49 28.2%
1,833.24 986.72 847.52 86.0%
723.90 951.23 -227.33 -23.9%
508.75 598.75 0.00 0.0%
2,021.79 3.035.99 -1,014.20 -33.4%
5,347.22 0.00 5,347.22 100.0%
131.25 0.00 131.26 100.0%
98.95 346.50 -246.55 -71.2%
5,562.64 6,388.83 -826.19 -12.9%
11,064.46 L 11,064.46 0.00 0.0%
192 670.72 182,912.72 9,758.00 5.3“’(?
19,442.00 - 21,567.26 -2,125.26 -9.9%
19,442.00 21,567.26 -2,125.26 -9.9%

Page 2



Report to Board on CPE Audit Review Committee
Nicole Kasin

This topic was tabled at the last meeting and the adjustments from the discussion have been implemented in the
terms listed below.

Pursuant to SDCL 1-27-1.18, Any final recommendations, findings, or reports that result from a meeting of a
committee, subcommittee, task force, or other working group which does not meet the definition of a political
subdivision or public body pursuant to § 1-25-1, but was appeinted by the governing body, shall be reported in
open meeting to the governing body which appointed the committee, subcommittee, task force, or other working
group. The governing body shall delay taking any official action on the recommendations, findings, or reports until

the next meeting of the governing body.

The following shall be considered as recommendations from our committee in regards to individuals that failed
their CPE Audits. Proposed Negotiated Consent Agreements will be made with these terms.

1. Licensees that failed their CPE audit shall make up the required hours within 90 days of the signed
consent agreement.

2. If alicensee has to roll hours back from prior years to fulfill CPE requirements, a CPE extension will be
placed on their file.

3. Proof of documentation of completed CPE courses granted through the extensions must be filed with the

board.

CPA will be required to undergo CPE audit for the next three renewal periods.

CPA will not be eligible for an extension to complete CPE for the next three renewal periods.

CPA is required to file next three renewals before or on deadline of August 1,

CPA will receive a public reprimand if they fail in a criteria of 4, 5, 6, or use deception in their reporting.

CPA will be fined {as described in agreement) and must pay fine within 30 days of signed consent

agreement.

NG ;A

Proposed Fines for failure of CPE Audits:

Failed Level Status Fine Amount
1 criteria Responsive to Requests 550

1 criteria Nonrespansive to Requests $100
2 criteria Responsive to Requests $75

2 criteria Nonresponsive to Requests $150
3 criteria Respansive to Requests 5100
3 criteria Nonresponsive to Requests $200
4 criteria Responsive to Requests 5150
4 criteria Nonresponsive to Requests $300
5 criteria Responsive to Requests 5200
5 criteria Nonresponsive to Requests $400
6 criteria Responsive to Requests $250
6 criteria Nonresponsive to Requests 5500
Any criteria Deception $1000

With a CPE audit there are 6 criteria in the 3 years to pass. In each year of the audit the CPA must complete a
minimum of 20 CPE hours. Then using the three year rolling pericd, the CPA must meet the minimum of 120 CPE
hours total at the end of the respective year being audited.

If an individual does not want to enter into a consent agreement with the Board, then the procedures for a notice
of hearing will be followed.



EXECUTIVE DIRECTOR’S REPORT
Nicole Kasin

Rules Updates -

Updates to the rules are being reviewed and a hearing will be held in the future. Any updates or
recommendations for updates from the board should be sent to me ASAP. The mode! wording with the
SAS 70 issue was received at the regional conference.

Sarbanes-Qxley Act Section 209

The wording from this section was brought to the board’s attention in the March meeting from the
NASBA focus questions. The act states “In supervising nonregistered public accounting firms and their
associated persons, appropriate State regulatory authorities should make an independent
determination of the proper standards applicable, particularly taking into consideration the size and
nature of the business of the accounting firms they supervise and the size and nature of the business of
the clients of those firms. The standards applied by the Board under this Act should not be presumed to
be applicable for purposes of this section for small and medium sized nonregistered public accounting
firms.”

The Dodd-Frank Act gives the PCAOB inspection authority over broker-dealers.
Renewals-

The online renewal system became available on June 15. Postcards have been sent to licensees and
firms to remind them to renew.



REPORT TO BOARD ON RECAP OF NASBA WESTERN REGIONAL CONFERENCE

Nicole Kasin 6-16-11

The NASBA Western Regional Conference covered the following topics:

Update from NASBA leadership — announcement of Colleen Conrad to be COO

Emerging Ethics — Update on the AICPA Codification project.

Overview of Legal cases — Various cases that challenged statutes, grounds for discipline,
procedural issues, malpractice and negligence.

Private company standards — Blue Ribbon Panel update, discussion on little and big GAAP.

UAA updates — Model wording for the SAS 70 update

Exam Update — Development, security controls, technology assessment, delivery, international
delivery, score release schedule, risk assessment, Q&A on internationa! delivery and security.
Regional breakout ~ discussed BRP and if a new board is needed to address private company
standard-setting; Sarbanes-Oxley Act Section 209; ALD; board consolidations and/or sunset
reviews; semi-independence; foreign-based auditors performing work for public companies and
not being registered with the PCAOB; CPE being completed online or in person and restrictions
states place on online courses; CPE ethics courses and requirements in each state(in our region
SD & ND do not have an ethics CPE requirement); International delivery of CPA exam and
candidate volume in each state, which states may see an increase in international candidates
State Board Chair Breakfast

State Board ED Breakfast

PEEC — Network firms in practice, CPA firm names, in discussion is updates to retention of client
records ET 501-1 and business and industry proposed definition and interpretation in ET 92 &
501

Breakout Session Communicating with licensees and the Public — how to communicate with the
public at low or no cost; preparing a 30 second elevator speech to explain what the board is,
uses of press releases, mass emails, and social media,

Breakout Session Semi-Independent Board

Breakout Session IRS PTIN Program

Breakout Session CPA Firm Names and other UAA Issues

State updates- Overview of case in Washington with proposed consolidation, open records law
and the outcomes of the cases
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AICPA BOARD OF EXAMINERS (BOE)
May 12-13, 2011
Chicago, IL

MEETING HIGHLIGHTS

Participants

BOE Members: Douglas Warren (Chair), Wendy Perez (Vice-Chair), Wynne Baker, Robert
Brennan, Lisa Cines, Kenneth Clark, Suzanne Lane, Gary Lubin, Rick Niswander, Richard
Piluso, Barbara Plake, Richard Reisig, John Roemer, Lawrence Samuel, Michael Tham, Ken
Askelson, Gary Fish, Viki Windfeldt

AICPA Staff: Craig Mills, Michael Decker, John Mattar, Robin Stackhouse, Polia
Tzvetanova, Daniel Nestle

Observers: Wes Johnson (CPA Examination Review Board), Toerien DeWit (CPA
Examination Review Board);

At the May 12-13, 2011 BOE meeting:

The BOE reviewed minutes from the March Standard Setting meeting.

The FY'12 Operating Budget was reviewed by the BOE, the BOE's Financial Oversight
Group, and the AICPA Finance Committee and has been approved for submission to
AICPA Council.

Due to volume increases in 2010 and cost containment, the AICPA Examinations
Fund Balance will likely be paid off by the end of the current fiscal year.

The financial forecast through 2024 (termination year of the current CBT Services
Agreement) was reviewed and approved. The forecast reflects a break even in 2024.
The BOE reviewed the results of the Northeast State Board Regional Forum and
encouraged the Examinations staff to continue the Regional Forums, and to request
opportunities to present at the NASBA Executive Director's and Regional Meetings.
The BOE welcomed the arrival of Polia Tzvetanova, CPA, CFA, the new Director of
Content. Ms. Tzvetanova is working with Content Committee leadership on positioning
the Examination for the pending wave of changes to the profession.

The Examinations Team has moved to a brand new, state-of-the-art facility and will
host the next BOE meeting at the new facility in September.

Of the five (5) Item Development and Process Improvement studies targeted for 2011,
one is complete, one will complete in May, and the remaining studies will be
completed by August. Implementation will begin immediately following analysis of the
data, development of process and technology improvements, and following a review
by the BOE Oversight Group — the Process Improvement Group.

The BOE approved the “Role of the BOE” document, a document developed by a
subset of the BOE. The document will add context to the role of the BOE for new
Board members.
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¢ The BOE approved updates to the BOE Policy Manual that align the BOE policies with
the new CBT Services Agreement and the NASBA / AICPA International Agreement,
» Craig Mills, Vice President of Examinations and Continuing Professional Education

presented CPA Horizons 2025, an AICPA project that investigates trends in the future
and how those trends might impact the profession.
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May 18, 2011

Wade A. Jewell
Exccutive Director

Billy M. Atkinson, CPA

Chairman, Nominating Committee

National Association of State Boards of Accountancy
150 4" Avenue North, Suite 700

Nashville, TN 37219

Re: Recommendation for O. Whitfield Broome, Ph.D., CPA as a 2011-2014
NASBA Director-at-Large

Dear Mr. Atkinson and Members of the Nominating Committee:

On behalf of the Virginia Board of Accountancy, please accept our nomination of
O. Whitfield Broome, Ph.D., CPA as a 2011-2014 Director-at-Large.

Dr. Broome has provided exceptional service to NASBA, the AICPA and the
Virginia Board of Accountancy throughout his career, as detailed in the attached
biography. He also brings a unique experience in the profession, serving both in
the private sector and academia, ‘

We believe that Dr. Broome will continue to provide an exceptional level of
service, as well as a personal and professional commitment, in a Director-at-Large
position with NASBA.

As Dr. Broome rotates off the Virginia Board of Accountancy this year afier
serving two four-year terms, we recognize his service, commitment and sacrifice.
We trust that NASBA will consider his contributions and select Dr, Broome for a
Director-at-Large position.

Sincerely,

Tyrode & Diekeson, cPA

Tyrone E. Dickerson;, CPA
Board Chairman
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May 24, 2011

Mr. Billy Atkinson, CPA

Chair, NASBA Nominating Committes
150 Fourth Avenue North

Suite 700

Nashville, TN 37219-2417

Re:  Nomination of Michael Weinshel, CPA. for NASBA Director-at-Large
Dear Mr. Atkinson:

The Connecticut State Board of Accountancy is pleased to hereby unanimously and
enthusiastically endorse Michael Weinshe! for consideration by your commitlee as a nominee
for NASBA Director-at-Large for 2011-2014. This action by our Board is based on our belief
that Mr. Weinshel continues to be a recognized leader and has served the profession in many
capacities and will continue to effectively represent the State Boards in the many challenges
and issues that face both the profession and NASBA..

Mr. Weinshel was appointed to the Connecticut State Board in April of 2002 and has been an
active member on the Board since that time. Immediately after appointment, Mr. Weinshel
served on the Ethics Committee of NASBA for two years and on the Regulatory Structures and
Issues Committee. He has served on both the Ethics, the UAA Committee and has served as
NASBA's Northeast Regional Director. In 2006, he was recognized as one of NASBA's
Remarkable People and in 2009 he, his wife, Carol, and sister-in-law Susan Spivack were
recognized with the NASBA Center for the Public Trust Being A Difference Award for their work
in supporting thousands of America's troops with care packages.
Mr. Weinshel currently serves as Chair of NASBA's Enforcement Assessment and Best
Practices Committee which completed and published the first Enforcement Manual, Last year,
he co-chaired the Enforcement Practices Committee which developed and wrote the Manual.
He has also chaired the Best Practices Subcemmittee which created the format for the
Enforcement Manual. Mr. Weinshe! also has been an active participant ori the Regulatory
Response Committee. “As Northeast Regional Director and because of the State budget cuts,
Michael held a Regional Communications Eorum in Hartford which had Board Member
representation from five of the eight Northeast Region Boards.

Michael has shown particular interest in the areas of Ethics and Enforcement. His service on
the AICPA Joint Trial Board has given him great knowledge in these areas.

Previous to his appointment to the Connecticut State Board, Michae! has been very active in the
AICPA. He has chaired the AICPA Joint Trial Board and served on the State Legislation



Committee, State Society Relations Executive Committee and Accountant's Legal Liability
Committee. He also served two terms as a Council Member.

Mr. Weinshel has also been active and a leader in the Connecticut Society of Certified Public
Accountants, having served as President and being the recipient of the prestigious Meritorious
Service Award and the CSCPA Public Service Award.

Michael has also held many positions of ieadership in NUMEerous: community organizations as
are outlined in his attached bio.

The members of the Connecticut State Board of Accountancy are confident that Mr. Weinshel
will continue to make significant contributions to NASBA as he has done in the past.

Sincerel:,

Thomas F. Reyholds, CFA
Chairman, Connecticut State Board of Accountancy
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RANDALL A. ROSS, CPA
EXECUTIVE DIRECTOR

STATE OF OKLAHOMA
OKLAHOMA ACCOUNTANCY BOARD

June 6, 2011
Via email

Mr. Billy Atkinson, CPA, Chairman

Nominating Committee

National Association of State Boards of Accountancy
160 Fourth Avenue North, Suite 1300

Nashville TN 37219-2417

Re: Oklahoma Accountancy Board Nomination of Leonard R. Sanchez, CPA, for
NASBA Director at Large for 2011-2012

Dear Mr. Atkinson and Members of the Nominating Committee:

At its meeting on May 19" 2011, the Oklahoma Accountancy Board voted unanimously
to support Mr. Leonard R. Sanchez, CPA, for the position of NASBA Director at Large
for 2011-2012.

Mr. Sanchez has proven his leadership qualities as well as his dedication to the
accounting profession with his service as an outstanding member of NASBA serving as
Board member and Southwest Regional Director, Treasurer and Member of the
Executive Committee as well as a variety of other NASBA committees, and as a
member of the New Mexico State Board.

Please accept this letter as the Oklahoma Accountancy Board's nomination of Mr.
Leonard R. Sanchez, CPA, for the position of NASBA Director at Large for 2011-2012.

We appreciate the opportunity to provide this recommendation and respectfully submit it
for your consideration,

Sincerely,

Executive Director

cc:  NASBA Nominating Committee
Oklahoma Accountancy Board, Board Members
State Boards of Accountancy

201 N.W. 63" Street, Ste, 210 Oklahoma City, OK 73122
Telephone (405) 521-2397 » Fax: (405) 521-3118 » email okaccybd@oab.state.ok.us » www.OK.gov/oab
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CANDIDATE CARE DEPARTMENT
CANDIDATE CONCERNS
11Q1
JANUARY 04- FEBRUARY 28, 2011

This report highlights concerns presented to NASBA’s Candidate Care Department during the
first window of the new CBT-e Examination.

Testing Events 11Q1
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CBT-e LAUNCH:

The newly revised version of the CPA Examination, the CBT-e, was successfully launched on
January 4, 2011. Advanced publicity concerning what changes to expect was made available
to candidates well in advance of the launch enabling them to prepare for the new format and
content of the examination.

Overall the response from candidates has been positive, however, there were two issues
which began to emerge through emails received by NASBA’s Candidate Care Department.

“Exit” Button:

Candidates reported to NASBA that when they were attempting to move in the simulation
from one tab to the next, their examinations were terminating. These concerns were sent to
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the AICPA for investigation. It was determined that candidates were hitting the ‘quit’ button
on the right hand corner of the screen instead of using the navigation bar at the bottom as
instructed.

When they hit the ‘exit” button they received a warning: “You have not completed all of the
questions in this testlet: Are you sure you want to exit this testlet? “

The candidates would then respond ‘yes” which would take them back to the Review Screen
at which point if they had read the directions would have informed them how to get back to
the testlet in order to complete it. However their continued navigations terminated the
examination.

There were also some instances when candidates would do the same thing when moving
from one multiple choice question to another and they would exit out of the entire testlet.

This was considered to be candidate error and they were informed that if they did not pass
they would be required to reapply and pay to take the section in another testing window.

Recently an email blast was sent to all candidates alerting them to this function of the
examination and encouraging them to prepare for each section by reviewing the Uniform CPA
Examination Tutorial and Sample Tests.

Load Time:

With the launch of the CBT-e, candidates were advised that the multiple choice testlets could
take up to 10 seconds to load and the simulation testlet could take up to 23 seconds to load.
The expected loading time for each testlet is described in the Exam on the general
information screen before candidates continue to the first testlet and the vast majority of
candidates did not encounter any delays. However, NASBA’s Candidate Care Department
received emails from candidates who insisted that the load time delays were excessive and
took away from their testing time. These were forwarded to the AICPA for investigation and
if it was determined that the delays were beyond the described norm they were offered free
retests.

There are currently software and hardware updates in progress to reduce the load times and
further improve the candidate experience. Until these updates are fully distributed to the
field, free retests will continue to be offered to affected candidates.

TSUNAMI:

Early in March Japan experienced a deadly earthquake followed by a Tsunami. NASBA’s
Candidate Care Department first received inquiries from Japanese Review Course Providers
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who were concerned that many of their CPA Candidates would not be able to make their
scheduled appointments.

NASBA immediately agreed to assist all Japanese candidates with their needs. Prometric also
committed to cancel appointments and reschedule examinations at no charge, Some
candidates had already scheduled appointments and reported to NASBA’s Candidate Care
Department that either due to the lack of travel available or to the personal loss of property
and family, they would not be able to make these commitments. NASBA’s Candidate Care
Department worked along with Prometric to meets the needs of each individual candidate by
either rescheduling appointments, extending NTSs and/or contacting Boards when there was
a question of retaining conditional credits. Any candidates who had scheduled to take the
examination on Guam were not charged an additional Guam surcharge. To date over 65
candidates have received assistance from NASBA and Prometric and the response from those
who have been aided is one of great appreciation.

INTERNATIONAL EXAMINATION:

Candidates continued to contact NASBA’s Candidate Care Department with queries about the
upcoming administration of the CBT-e Examination at International locations.

A new email address was set-up for these candidates at [Exam@nasba.org. Each inquiry was
addressed individually, providing information and linking candidates to the appropriate
websites where they could monitor updates as they became available. Approximately 250

candidates received personal responses from NASBA’s Candidate Care Department during
this testing window,

WINTER WEATHER:

Once again it was a difficult winter across the country. This resulted in test centers being
closed due to ice and snow storms and many candidates who were unable to make their
scheduled appointments due either to a site closure or to treacherous driving conditions. As
in past winters NASBA and Prometric worked together diligently to extend NTSs when
necessary and to reschedule appointments.

CONCLUSION:

The number of candidates taking the examination in this window diminished, probably due to
some apprehension about taking the new format of the exam as well as the upcoming tax
season. However, this was offset for NASBA’s Candidate Care Department by the need to
assist Japanese candidates as well as candidates inquiring about the upcoming administration
of the examination in testing centers overseas.
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We look forward to the coming months as we get closer to the launch of the CPA Examination
at International [ocations. We are all involved in acquiring new information concerning the
application process, State Board participation, site locations, as well as attempting to learn
more about possible cultural differences in assisting candidates who express concerns.

NASBA’s Candidate Care Department continues to make your candidates a priority and we
are excited about the challenges ahead as the examination becomes global.

We welcome any comments, suggestions or questions you may have. Please contact our
Department at anytime at candidatecare@nasba.org or Penny Vernon at

pvernon@nasha.org., 615-880-4209.

Summary of Candidate Concerns:

Mantis Categories &

Totals

Window 10Q4 11Q1
Category

AICPA & Test Content 12 10
Calculator 12 0
Candidate Error 91 81
Confirmation of Attendance 74 78
Delay/Time Loss 4 85
Environment 10 79
IEXAM Inquiries 249
Japan Crisis 60
Other 14 5
Prometric Scheduling Issues 13 9
Prometric Site Issues 39 16
Security - ID Issues -0 9
Security - Incidents 17
Software - other 2 1
Technical - shutdown 45 14
Technical - other 46 65
Total — Mantis 363 758
Coordinator followup 78 84
CPAES & NCD 136 101
TOTAL 577 943
Total Testing Events 95,166 38,154

*Note: The Coordinator Follow-up and CPAES & NCD categories primarily consist of inquiries
made by candidates with questions and/or concerns about the entire process of taking the
CPA Examination, Each is responded to either directly by the Candidate Care Department or
transferred to the appropriate examination coordinator for follow-up.
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CBT Steering Group
-CPA Exam

Quarterly Summary Report to the State Boards
First Quarter, 2011

Executive Summary

First quarter 2011 volume for the exam was 19.7% below first quarter 2010, with a total of
46,393 exams delivered. This brings the total number of computer-based exams delivered to
date to 1,503,555. The Exam platform was stable and the frequency and severity of technical
issues was small. Candidate satisfaction remained high, and test reliabiiity and testing patterns
remained consistent.

The year-over-year growth rate for the first quarter was negative, compared to very strong
positive growth in the fourth quarter of 2010 (-19.7% versus 36.3% for the fourth quarter). This
drop was anticipated since Review Course Providers were advising candidates to test in 2010
before CBTe and other changes were enacted. These changes were made in the first quarter of
2011, and it is anticipated that testing volume growth rates will rebound over the second and
third windows of 2011 as more typical testing patterns emerge once again.
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Candidate Satisfaction

Overall candidate satisfaction continues to hover around the 38% mark, with the subset
indicators remaining fairly consistent.

NOTE: In order to provide better definition among the data points, the scale of this graph has
been adjusted to show the upper end of the comparative scale.
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Equipment Satisfaction

Candidates are satisfied with the equipment at the testing centers with satisfaction well above
95% for the past several quarters.

The two-percentage-point drop in satisfaction with computer mouse equipment in 2009 was
determined to be the result of new Prometric mouse pads distributed throughout the
company’s test centers; the graphic on the pads interfered with the functionality of the optical
mouse sensors, causing the cursor to fail to keep pace with candidates’ mouse movements. The
pads were replaced with a new design, and the mouse satisfaction scores rose back in line with
those previously recorded.
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NOTE: In order to provide better definition among the data points, the scale of this graph has
been adjusted to show the upper end of the comparative scale.
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Test Reliability

The Exam continues its high degree of technical reliability over the course of its history, with
95.96% candidates that arrived at the test center not needing a retest.

Candidates Not Needing Retest
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NOTE: In order to provide better definition among the data points, the scale of this graph has
been adjusted to show the upper end of the comparative scale.
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Volume

The candidate volume for 11Q1 was 46,393 — which represents a 19.7% drop from the same
period in 2010.

Window-over-Window Total Volume
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Testing Patterns

The graph below shows the percent of candidates testing each week within a given
window. The dark line shows the average percentage for each week across all windows
from 2007 through 2010 — which represents the typical candidate scheduling patten.
The patterns for 2010 Q1 {shown in blue} and 2011 Q1 (shown in red) generally follow
the broader pattern, deviating somewhat in the last two weeks.
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Looking Forward

The highest level of testing volume in CBT history was achieved in the fourth quarter of 2010,
with volumes in 2011 dropping significantly. This drop was anticipated since Review Course
Providers were advising candidates to test in 2010 before CBTe and other changes were enacted.
These changes were made in the first quarter of 2011, and it is anticipated that testing volume
growth rates will rebound over the second and third windows of 2011 as maore typical testing
patterns emerge once again.

The first quarter of 2011 was characterized by high candidate satisfaction and test delivery
reliability. No equipment issues have heen experienced.

7of7



Work Plan for the Consideration of Incorporating
International Financial Reporting Standards
into the Financial Reporting System
for U.S. Issuers

Exploring a Possible Method of Incorporation

A Securities and Exchange Commission
Staff Paper
May 26, 2011

OFFICE OF THE CHIEF ACCOUNTANT
UNITED STATES SECURITIES AND EXCHANGE COMMISSION

This is a paper by the Staff of the U.S. Securities and Exchange Commission.
The Commission has expressed no view regarding the analysis, findings, or
conclusions contained herein.



II.

III.

Iv.

VL

TABLE OF CONTENTS

INTRODUCTION

SUMMARY OF OTHER JURISDICTIONS’ APPROACHES
FRAMEWORK

TRANSITION ELEMENT

BENEFITS AND RISKS

REQUEST FOR COMMENT

14

20

24



I. Introduction

In the Commzss:on Statement in Support of Convergence and Global Accounting
Standards,' the U.S. Securities and Exchange Commission (“SEC” or “Commission”)
directed the staff of the Office of the Chief Accountant of the SEC, with appropriate
consultation with other Divisions and Offices of the Commission (collectively, “Staff™),
to develop and execute a work plan (“Work Plan”) The Staff’s Work Plan was
published in February 2010. The purpose of the Work Plan is to consider specific areas
and factors relevant to a Commission determination as to whether, when, and how the
current financial reporting system for U.S. issuers should be transitioned to a system
incorporating International Financial Reporting Standards (“IFRS”).> In connection with
the completion of the Work Plan, it was anticipated that the Staff would study multiple
approaches for incorporating IFRS into the U.S. financial reporting system and seek
public feedback if appropriate.

The Commission has not yet made a decision as to whether and, if so, how, to incorporate
IFRS into the financial reporting system for U.S. issuers. While the Staff’s work on the
Work Plan continues, including assessing the quality of the standard setting process, the
focus of this Staff Paper is to outline a possible approach for incorporation of IFRS into
the U.S. financial reporting system, if the Commission were to decide that incorporation
of IFRS is in the best interest of U.S. investors. This Staff Paper does not provide an
extensive discussion of a potential timeline of incorporation. That is not to diminish the
importance of the timing of incorporation but reflects the fact that the timeline for
incorporation is a separate consideration.

In various forums, the Commission and its Staff previously have described and sought
public comments on several other possible approaches for progressing toward a single set
of high-quality, globally accepted accounting standards. Those approaches include: full
adoption of IFRS on a specified date, without any endorsement mechanism; full adoption
of IFRS following staged transition over several years, similar to the approach described
in the Commission’s Roadmap for the Potential Use of Financial Statements Prepared in
Accordance with International Financial Reporting Standards by U.S. Issuers;® and an
option for U.S. issuers to apply IFRS, as described in the Commission’s Concept

! See SEC Release No. 33-9109 {Feb. 24, 2010), Commission Statement in Support of Convergence and

Global Accounting Standards (“2010 Statement™).
* The Work Plan is included as an appendix to the 2010 Statement.

*As used in this Staff Paper, the term “IFRS” refers to “IFRS as issued by the TASB,” unless otherwise
noted. Further, the term “IFRS” refers to the authoritative text of IFRS, which, according to the IFRS
Foundation Constitution, is published in English. See “International Financial Reporting Standards as
issued at 1 January 2010, Preface to International Financial Reporting Standards.” The “IASB™ is the
International Accounting Standards Board. “IFRSs” refers to more than one International Financial
Reporting Standard.

* See SEC Release No. 33-8982 (Nov. 14, 2008), Roadmap for the Potential Use of Financial Statements

Prepared in Accordance with International Financial Reporting Standards by U.S. Issuers (“Proposed
Roadmap™.



Release’ and the Proposed Roadmap. In addition, in response to the requests for
comment on these alternative approaches, some commenters have suggested that the
United States retain U.S. generally accepted accounting principles (“GAAP”) with
continued convergence efforts, with or without a specific mechanism in place to promote
alignment with IFRS. The Staff believes these alternative approaches for incorporation,
and the associated benefits and risks, are more well-understood than the approach
discussed herein, at least in concept, and, accordingly, such alternative approaches are
not discussed further in this Staff Paper. Instead, this Staff Paper describes a possible
framework of incorporation that has not been described in as much detail and outlines
benefits and risks that may be associated with this incorporation approach. Incorporation
of IFRS through the framework described in this Staff Paper would have the objectives
of achieving the goal of having a single set of high-quality, globally accepted accounting
standards and of providing for a U.S. issuer complying with U.S. GAAP also to be in a
position to assert that it is compliant with IFRS as issued by the IASB.,

The Staff’s discussion in this Staff Paper is not intended to suggest that the Commission
has determined to incorporate IFRS or that the discussed framework is the preferred
approach or would be the only possible approach. The framework is presented to
illustrate that:

1. The decision faced by the Commission in an effort to achieve a single set of high-
quality, globally accepted accounting standards is not necessarily a binary
decision (i.e., either to require the use of IFRS by all U.S. issuers immediately or
not);

2. Incorporation of IFRS is not inconsistent with the SEC maintaining its ultimate
authority over U.S. accounting standard setting; and

3. There are potential ways to accomplish the broad objective of pursuing a single

set of high-quality, globally accepted accounting standards while minimizing cost
effort, and other transition obstacles.

The framework explored in this Staff Paper is predicated on several principles. First,
U.S. GAAP would be retained, but the Financial Accounting Standards Board (“FASB”)
would incorporate JFRS into U.S. GAAP over a defined period of time, with a focus on
minimizing transition costs, particularly for smaller issuers. The FASB would
incorporate newly issued or amended IFRSs into U.S. GAAP pursuant to an established
endorsement protocol. This would require a change to how the FASB currently operates.
Similar to other jurisdictions, the endorsement protocol would provide the Commission
and the FASB the ability to modify or supplement IFRS when in the public interest and
necessary for the protection of investors. Such framework would share many key
features of other major jurisdictions” processes for incorporating IFRSs into their
respective national financial reporting frameworks. However, whereas many countries
chose to align existing accounting standards with IFRS through a “first-time adoption” of

% See SEC Release No. 33-8831 (Aug. 7, 2007), Concept Release On Allowing 1S Issuers To Prepare
Financia! Statements In Accordance With International Financial Reporting Standards.
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IFRS and thereafter keep pace with new or amended IFRSs through endorsement
procedures, the framework explored in this Staff Paper would include a transitional
period during which existing differences between IFRS and U.S. GAAP would be
eliminated through ongoing FASRB standard-setting efforts.

While certain operational aspects of the framework are discussed in this Staff Paper, the
framework represents only one possible approach to incorporation of IFRS. The details
of this framework, and other potential methods of incorporation, would need to be subject
to further review and development, if and when the Commission determines that IFRS
should be incorporated into the financial reporting system for U.S. issuers. Lastly, in
various forums, the notion of an early-adoption option for U.S. issuers to use IFRS has
been discussed. While the consideration of an option is beyond the scope of this Staff
Paper, the Staff is continuing to consider the possible mechanics and implications of an
option for U.S. issuers and how it would work in the context of the framework or
otherwise.



II. Summary of Other Jurisdictions’ Approaches

In October 2010, the Staff published a progress report (“2010 Progress Re:por’c”)6 that
discussed each section of the Work Plan and provided an update of the Staff’s efforts and
preliminary observations. One of the preliminary observations discussed in the 2010
Progress Report related to the Staff’s analysis of how other jurisdictions incorporate IFRS
into their reporting systems and how those jurisdictions address concerns regarding the
regulatory responsibility of the jurisdiction’s capital market regulators, the impact on
national standard setters, and the consequences for other bodies responsible for the
broader accounting standard-setting process. Although the methods of incorporation
differ across jurisdictions, the Staff’s research to date has shown that jurisdictions
generally have incorporated or intend to incorporate IFRS into their reporting
requirements for listed companies by either: (1) full use (without intervening review) of
IFRS as issued by the IASB or (2) use of IFRS after some form of national or
multinational incorperation process, which could lead to the full use of IFRS as issued by
the IASB or some local variation thereof. Regardless of the method of incorporation
applied, jurisdictions also require compliance with national laws and regulations. The
Staff has been informed through its research that any additional disclosures required by
such laws or regulations are typically incremental to, but not inconsistent with, IFRS.

Under the approach in the first of the above categories, countries recognize or accept
IFRS as issued by the IASB. IFRSs are ap[_/)licable in the jurisdiction once issued by the
IASB, without approval by any local body.” Although this approach would seem to have
the least potential to create deviations from IFRS as issued by the IASB, it also has the
potential to result in a much greater degree of reliance by a national regulator (or other
body) in exercising its authority and fulfilling its responsibility for investor protection on
an independent, private sector standard-setting body with a multinational constituent
base. Based on the Staff’s research thus far, very few jurisdictions follow this approach.

The second category comprises jurisdictions that use IFRS after some form of a national
or multinational incorporation process. Although most of these jurisdictions maintain the
objective of adopting IFRS without variation, some jurisdictions following this approach
have not adopted IFRSs as issued by the IASB or followed the effective date provisions
specified by the IASB. Although this approach allows for greater ability to address
country-specific issues, it could have an impact on the perception of the use of a single
set of high-quality, globally accepted accounting standards.®

% See U.S. Securities and Exchange Commission, Office of the Chief Accountant and Division of
Corporation Finance, Work Plan for the Consideration of Incorporating International Financial Reporting
Standards into the Financial Reporting System for U.S. Issuers, Progress Report (October 29, 2010).

7 Based on the Staff’s research, the jurisdictions following this approach generally do not have a
mechanism to make changes to the IFRSs that are issued by the IASB without affirmative government
action,

¥ The IASB’s website describes many jurisdictions that use this approach as jurisdictions that “require” or
have “adopted” IFRS. See http://www ifrs.org/Use+around-+the+world/Use+around+the+world htm.
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As described in the 2010 Progress Report, countries using a national incorporation
process generally can be further divided into: (1) those countries that converge their local
standards with IFRS without a firm commitment to incorporate fully IFRS as issued by
the IASEB (“Convergence Approach”); and (2) those countries that undertake some form
of local endorsement (“Endorsement Approach™).

Convergence Approach

Under the Convergence Approach, jurisdictions do not adopt IFRS as issued by the IASB
or incorporate IFRSs into their accounting standards directly.” Instead, these jurisdictions
matntain their local standards but make efforts to converge those bodies of standards with
IFRS over time. One example of a country using the Convergence Approach is the
People’s Republic of China (“PRC”), which is moving its standards closer to IFRS
without incorporating IFRS fully into its national financial reporting framework.'® The
PRC has indicated that it intends to make an effort to eliminate the existing differences
between its Accounting Standards for Business Enterprises (“ASBEs”) and IFRS."!

Endorsement Approach

Based on the Staff’s research, a large number of countries (e.g., countries within the
European Union (“EU™)) appear to follow a form of the Endorsement Approach. Under
this approach, jurisdictions incorporate individual IFRSs into their local body of
standards, Many of these jurisdictions use stated criteria for endorsement, which are
designed to protect stakeholders in these jurisdictions. The degree of deviation from
IFRS as issued by the IASB can vary under this approach. In some cases, countries
appear to adopt standards exactly as issued by the IASB with a high threshold for any
country-specific deviation. In other cases, countries translate IFRS as issued by the IASB
into their local language. Because words or expressions may not have direct equivalents
in some languages, translated versions of IFRS may be understood and applied
differently from IFRS as issued by the IASB in English. In still other cases, countries
make modifications or additions to individual IFRSs upon incorporation for various
reasons (e.g., to address the perceived need for country- or industry-specific guidance or
to incorporate interpretative guidance previously issued by a jurisdiction’s regulator),

® Although the joint projects between the 1.S. Financial Accounting Standards Board (*FASB™) and the
IASB are often denominated “convergence,” those projects are different from the Convergence Approach
described here. The FASB-IASB process involves movement by both standard setters toward a new,
mutually-acceptable high-quality standard, while the Convergence Approach involves movement by a
country toward existing IFRS.

% Refer to the 2010 Progress Report for further discussion on the specifics of the PRC’s convergence
process.

! in 2006, the PRC’s Ministry of Finance Order No. 33 declared a revised set of ASBEs would become
effective in 2007, According to the World Bank’s Report on the Observance of Standards and Codes
{ROSC) — Accounting and Auditing: People's Republic of China (October 2009), these ASBEs are
“substantially converged” with IFRS. On September 2, 2009, the PRC issued an exposure draft of its
Roadmap for Continuing and Full Convergence of the Chinese Accounting Standards for Business
Enterprises with the International Financial Reporting Standards. Based on this exposure draft, the PRC
has indicated that it intends to make an effort to eliminate the existing differences between ASBEs and
IFRS by the end of 2011,



As noted above, a significant number of jurisdictions following the Endorsement
Approach are the countries within the EU. If a company is governed by the law of an EU
Member State (“Member State™), and if the company’s securities are traded on a
regulated market in any Member State, the company is required to prepare its
consolidated financial statements in accordance with the international accounting
standards adopted by the European Commission (“EC™)."? Changes to IFRS (either
newly-issued standards or amendments to existing standards) must go through multiple
steps before becoming authoritative in the EU."* However, it is the Staff’s understanding
that the EU’s legal framework does not permit changes to the IASB’s standards and
interpretations, although partial adoption (referred to as a “carve-out”) is possible. To
date, the EC has adopted all international accounting standards and interpretations as
issued by the IASB, with the exception of certain provisions on hedge accounting that
have been carved-out of IAS 39, Financial Instruments: Recognition and Measurement.™
The length of the endorsement process can introduce a lag between the issuance of
standards and interpretations by the IASB and their adoption by the EC, although
adoption normally occurs before the application deadline foresecn by the IASB.

Australia is another example of a jurisdiction following the Endorsement Approach. The
Australian Accounting Standard Board (“AASB”), the Australian national standard setter
has issued a framework document, Framework for the Preparation and Presentation of
Financial Statements, that incorporates the Framework for the Preparation and
Presentation of Financial Statements, as issued by the IASB, but adds paragraphs
specific to Australia where required by the Australian regulatory regime.'> In addition,
each time the IASB issues an exposure draft or invitation to comment, the AASB
publishes an equivalent document, with an Australian preface seeking comment on
domestic issues that may be raised in response to the IASB document. Despite the added
procedural steps, the AASB has kept pace with the IASB, incorporating the final IFRSs
as issued and following the same effective dates as those set by the IASB.

** Required under Regulation (EC) No 1606/2002 regarding the application of international accounting
standards, passed by the European Parliament and European Council on July 19, 2002. The requirement
entered into force in 2005 and is binding and applicable to all Member States.

"3 Refer to the 2010 Progress Repeort for further discussion on the specifics of the EU endorsement process.
' A prior carve-out relating to the use of the fair value option in TAS 39 has since been repealed.

"> Australian law does not specify the exact mechanism by which the AASB incorporates IFRSs into
Australian standards, although there is a process in place. IFRS adoption in Australia by the AASB
occurred under a broad strategic direction given to the AASB by the Financial Reporting Council (“FRC")
under the powers given to the FRC by legislation. The FRC is the body responsible for the broad oversight
of the accounting and auditing standard-setting processes in Australia.
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III. Framework

Another possible incorporation approach, colloquially referred to as “Condorsement,”
was discussed in December 2010 by a member of the Staff at the 2010 AICPA National
Conference on Current SEC and PCAOB Developments (“2010 AICPA Conference”).'®
This concept generated interest and questions regarding a more detailed explanation of
the approach. The following discussion focuses on this approach and provides more
detail on how it could be applied to the U.S. financial reporting system and why the
United States could consider this approach.

This approach to incorporation is in essence an Endorsement Approach that would share
characteristics of the incorporation approaches with other jurisdictions that have
incorporated or are incorporating IFRS into their financial reporting systems. However,
during the transitional period, the framework would employ aspects of the Convergence
Approach to address existing differences between IFRS and U.S. GAAP. Importantly,
the framework would retain a U.S. standard setter'’ and would facilitate the transition
process by incorporating IFRSs into U.S. GAAP over some defined period of time (e.g.,
five to seven years). At the end of this period, the objective would be that 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. Incorporation of IFRS through the framework would have the
objective of achieving the goal of having a single set of high-quality, globally accepted
accounting standards, while doing so in a practical manner that could minimize both the
cost and effort needed to incorporate IFRS into the financial reporting system for U.S.
issuers. It also would align the United States with other jurisdictions by retaining the
national standard setter’s authority to establish accounting standards in the United States.

The following discussion further explains the framework and how it may be employed in
the United States on an ongoing, “steady state” basis through an explanation of the roles
of some of the important groups and organizations that would be involved. Part IV of
this Staff Paper discusses the transition framework for incorporating existing IFRSs into
U.S. GAAP. In Part V, the Staff outlines certain benefits and risks that could be
associated with the framework.

Role of the FASB in the United States
In order to fulfill the SEC’s mission of protecting investors, maintaining fair, orderly, and

efficient capital markets, and facilitating capital formation in the United States, the Staff
believes it will be important for the United States to continue to have an active role in the

* See Paul A. Beswick, Remarks before the 2010 AICPA National Conference on Current SEC and
PCAOB Developments (Dec. 6, 2010) (available at

http://www _sec.gov/news/speech/2010/spch120610pab.him).

*" Currently, the SEC recognizes the financial accounting and reporting standards of the FASB as generally
accepted for purposes of U.S. financial reporting under Section 19(b) of the Securities Act of 1933
(“Securitics Act”). See SEC Release No. 33-8221 (April 25, 2003}, Policy Statement: Reaffirming the
Status of the FASB as a Designated Private-Sector Standard Setter. In its 2010 Statement, the Commission
noted that “the FASB will continue to play a critical and substantive role in achieving the goal of global
accounting standards,” and “that role would remain critical after adoption of global standards.”
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international accounting arena to assist in the development and promotion of high-
quality, globally accepted accounting standards; to be proactive in identifying new and
emerging financial reporting issues; and to ensure that U.S. interests are suitably
addressed in the development of those standards. The Staff believes that the FASB
would be the existing body best equipped to fulfill this role in support of U.S.
constituents under the framework and, in many ways, is already positioned to do so.
Serving in its current role as the U.S. national accounting standard setter, the FASB’s
mission is “to establish and improve standards of financial accounting and reporting that
foster financial reporting by nongovernmental entities that provides decision-useful
information to investors and other users of financial reports.”'® Based on the
Commission’s recognition of the continuing importance of the FASB, in the event that
the Commission determines to incorporate IFRS, the Staff envisions that the FASB
would remain the standard-setting body responsible for promulgating U.S. GAAP under
the framework."”

For the endorsement aspect of the framework, the FASB would continue to participate in
the development and improvement of accounting standards that foster high-quality
financial reporting that provides decision-useful information to investors and other users
of financial reports. However, the manner of participation as contemplated in the
framework would differ considerably from the FASB’s current standard-setting role and
responsibilities for U.S. issuers. Most significantly, the FASB would participate in the
process for developing IFRS, rather than serving as the principal body responsible for
developing new accounting standards or modifying existing standards under U.S. GAAP.
The FASB would play an instrumental role in global standard setting by providing input
and support to the IASB in developing and promoting high-quality, globally accepted
standards; by advancing the consideration of U.S. perspectives in those standards; and by
incorporating those standards, by way of an endorsement process, into U.S. GAAP, 2
Additionally, the FASB would become an educational resource for U.S. constituents to
facilitate the understanding and proper application of IFRS and promote ongoing
improvement in the quality of financial reporting in the United States.

' See FASB’s mission statement (available at htip://www.fasb.org/facts/index.shtrml#mission).

? Section 19(b)(1)(B) of the Securities Act specifies that in order to recognize the accounting standards of
a private standard-setting body, the Commission must determine that the body “has the capacity to assist
the Commission in fulfilling” the Commission’s authority to prescribe accounting standards “becausc, at a
minimum, the standard setting body is capable of improving the accuracy and effectiveness of financial
reporting and the protection of investors under the securities laws.”

 The Staff notes that the FASB’s standards are used not only for reporting by public companies but also
for privately-held companies. Therefore, any changes in the role of the FASB may have an impact on the
accounting standards for privately-held companies; however, the Staff believes that the components of
high-quality accounting standards should likely be similar for all companies. The FASB’s determination of
whether, and to what extent, there should be modifications to its standards for privately-held companies is
outside the scope of this Staff Paper,



The FASB’s participation in the JASB’s standard-setting process could occur in several
ways, including:*'

e providing input into the IASB’s strategic planning of the global standard-setting
agenda, including setting project priorities;

» assisting the JASB, as needed, in carrying out specific standard-setting and
research projects;

¢ Dparticipating in the development of illustrative examples and implementation
guidance in coordination with the IASB;

* providing examples of and insight into U.S. perspectives as the IASB develops
standards;

* helping to address implementation and interpretation issues by identifying them
and undertaking research in support of the IFRS Interpretations Committee;

¢ playing a central role in the evaluation of standards on a post-implementation
basis from the perspective of U.S. capital market participants and more broadly
assisting the IASB in evaluating the effectiveness of standards (post-
implementation reviews);

¢ assisting in communications between the IASB and U.S. constituents to facilitate
widespread dissemination of information about IFRS and communication of U.S.
constituents’ concerns to the IASB;

» participating in meetings with other national standard setters;

* encouraging participation by U.S. constituents in the development of new and
revised IFRSs; and

» developing the expertise and experience of individuals for participation in global
standard-setting activities.

The FASB would continue to promulgate U.S. GAAP primarily through its endorsement
of standards promulgated by the IASB. Under the framework, due to the FASB’s
participation in the [ASB’s standard setting process, the FASB should be in a position to
readily endorse (i.e., incorporate directly into U.S. GAAP) the vast majority of the
IASB’s modifications to IFRS. However, the FASB would retain the authority to modify
or add to the requirements of the IFRSs incorporated into U.S. GAAP, similar to other
jurisdictions, and such U.S.-specific modifications would be subject to an established
incorporation protocol. Such a protocol could entail the FASB determining whether the
IASB’s modification to IFRS (either by means of issuance of a new standard or
amendment of an existing standard) met a pre-established threshold—for example, a
threshold that incorporates the consideration of the public interest and the protection of
investors.” If the IASB’s modification reaches that threshold, the FASB would

*! The potential roles and responsibilities of the FASB after a transition to IFRS would be consistent with
the roles and responsibilities of a national standard setter after a country’s adoption of IFRS. For example,
such roles were described in Canada’s Accounting Standards Board’s (“AcSB™) Accounting Standards in
Canada: New Directions, Accounting Standards Board Strategic Plan, adopted by the AcSB on January 4,
2006.

# Section 19(b)(1{A)v) of the Securities Act specifies that, for the Commission to recognize a standard-
setting body’s accounting principles as “generally accepted” for purposes of the securities laws, the
standard-setting body is to consider, in adopting accounting principles, “the extent to which international

9



incorporate fully the [ASB’s adopted standard into U.S. GAAP. If the FASB concludes
to the contrary, in incorporating the standard, it would need to determine whether it
should modify the requirements of the standard, retain relevant U.S. GAAP, or find an
alternative solution. Before making any modifications, the FASB could discuss the
situation with other national standard setters to understand their perspectives on the issue
and the approaches they have taken for endorsement of that standard in their respective
jurisdictions.

In addition to incorporating new IFRS amendments into U.S. GAAP, the FASB also
would exercise its authority as the national standard setter when it found, based on its
experience in the ongoing interpretation or application of IFRSs incorporated into U.S.
GAAP, that supplemental or interpretive guidance was needed for the benefit of U.S.
constituents. Under the framework, the FASB should initially address this situation by
informing the IASB of the potential gaps in authoritative guidance and providing the
IASB a recommended solution to address the practice issues, but ultimately, the FASB
could conclude an acceptable solution is not reached or the issue is not being addressed in
a timeframe consistent with the needs of the U.S. capital markets. Accordingly, the
FASB could exercise its authority in one or more of the following ways:

s adding disclosure requirements to those specified by IFRS, to address U.S.
circumstances in a manner consistent with IFRS;

» prescribing which of two or more alternative accounting treatments permitted by
IFRS on a particular issue should be adopted by U.S. issuers, to achieve greater
consistency in U.S. practice; or

* setting requirements compatible with IFRS on issues not addressed specifically by
IFRS. In particular, the FASB could decide to carry forward certain such

requirements that already exist in U.S. GAAP, with any necessary conforming
amendments.

If the FASB were to exercise this authority, a U.S. “flavor” of IFRS could result.
However, U.S.-specific circumstances for which the FASB would consider modifying
IFRS should be similar to the circumstances in which the Commission exercises its
authority to amend or add to the standards issued by the FASB and, therefore,
modifications should be rare and generally avoidable. The objective would be for U.S.
GAAP to remain consistent with I[FRS, and the FASB should find the need to exercise its
authority to issue any requirement in conflict with IFRS in only unusual circumstances.
Further, the FASB would be able to minimize potential variations by working closely
with the IASB and other national standard setters. As required in other “endorsement”
environments, any such modification (whether to a standard being incorporated or to a
standard already being applied by establishing supplemental or interpretive guidance as

convergence on high quality accounting standards is necessary or appropriate in the public interest and for
the protection of investors.” For example, the FASB could, under its existing manner of considering
accounting standards, determine to adopt or incorporate newly issued IFRS into U.S. GAAP. This
framewark differs in that, while the FASB and U.S. GAAP would be retained, the way in which the FASB
operates and the nature of U.S, GAAP would change.
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set forth above) would need to be carefully and deliberately scrutinized through a
transparent and comprehensive process.

The most likely example of a modification to I[FRS is the possible continuation of some
existing U.S. GAAP requirements that have no specific IFRS counterparts. As discussed
in Part I'V of this Staff Paper, such U.S.-specific changes to IFRS would remain in effect
only until the IASB developed corresponding requirements, at which time the U.S.-
specific requirements would be rescinded, subject to the FASB’s endorsement of the
IASB’s new standard. The FASB’s initial determination of modifications would occur as
a component of the transition phase for existing differences that is discussed in Part IV,
and any additions thereafter should be minimal. In addition, there may be a need for U.S.
interpretations of IFRS on issues that are significant in the United States but not the
remainder of the world.

Role of the SEC

If TFRS is incorporated into the U.S. financial reporting system, the Commission would
maintain its oversight over the FASB as the designated U.S. national standard setter.
However, the IASB interacts with a multinational constituent base of regulators and,
therefore, the Commission would have a less direct oversight relationship with the JASB.
Specifically, although the Commission and Staff would provide their perspectives to the
IASB, regulators in different jurisdictions may have different or conflicting perspectives,
thus having the potential to reduce the Commission’s and Staff’s impact on the IASB’s
standard setting, However, any incorporation approach would not, and could not, affect
the Commission’s longstanding responsibility under the federal securities laws to protect
investors, maintain fair, ordetly, and efficient markets, and facilitate capital formation
through its regulation, nor would it dilute the Commission’s ultimate authority under the
federal securities laws to prescribe accounting principles and standards to be followed by
U.S. issuers and other entities that provide financial information to the SEC and
investors. Therefore, monitoring of the standard-setting process, including the FASB’s
role in that process, would be vital.

Under the framework, the SEC would be actively engaged in the standard-setting process
and with the broader activities of the IASB and its governance bodies. Many of the
Commission’s and Staff’s activities would remain similar to those performed currently—
such as participating on oversight committees, following the meetings and activities of
the IASB’s standard-setting projects, reviewing the drafts of standards and exposed
documents, and providing feedback to the IASB and its staff—~while other activities and
interactions with the IASB and its staff would be expected to develop over time,
including as discussed below.

Currently, the Commission and its Staff participate in the international standard-setting

process and with the IASB in a variety of ways. In addition to the standard-setting
oversight activities described above, the Staff participates on several IOSCO
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committees” and the Commission plays a role in the %ovemance of the international
standard setter as a member of the Monitoring Board. 4 Under the framework, these
interactions would remain similar to current practice. Additionally, the Staff would build
upon the relationships currently held with the IASB and its staff to enhance the processes
employed in the oversight of international standards development. Further, the Staff,
particularly in the Office of the Chief Accountant, would expand its relationships with
other securities regulators with respect to interpretations of accounting matters in order to
inform the Staff on the application of IFRS across different jurisdictions.?’

As is the case today, the Commission would retain the ultimate authority to establish
financial reporting requirements in those instances in which interpretative guidance is
required or appropriate for U.S. constituents, although addressing such needs through
standard setting would still be the preferred approach. The Staff also could issue
guidance following similar processes to those employed currently and using, for instance,
a format similar to a Staff Accounting Bulletin. Under the framework, the issuance of
Staff guidance should be an infrequent occurrence, and, in all instances, the Staff would
make efforts to develop any incremental requirements such that they would not conflict
with [FRS.

On an ongoing basis, the Staff would need to monitor international standard-setting
developments to understand any implications of changes to IFRS on the Commission’s
existing rules, regulations, interpretations, and forms. Incorporation of IFRS and any
maodifications to IFRS thereafter could necessitate additions to or deletions or
modifications of existing SEC guidance. For example, IFRS currently does not have
requirements for oil and gas companies similar to those of the Commission.?® Therefore,
the Commission could conclude that these requirements remain relevant and important
for U.S. investors and retain such requirements upon any incorporation of IFRS into the

* The Staff participates in the development of IFRS primarily through the work of IOSCO. Through
membership in I0SCO’s Standing Committee on Multinational Disclosure and Accounting, the Staff
assists in writing IOSCO comment letters on exposure drafis of standards published by the IASB and
serves as one of the IOSCO representatives on several of the IASB project working groups. As one of two
IOSCO representatives, the Staff serves as a non-voting Observer to the IFRS Interpretations Committee.
** The primary purpose of the Monitoring Board is to serve as a mechanism for formal interaction between
capital markets authorities and the IFRS Foundation, thereby facilitating the ability of capital market
authorities that allow or require the use of IFRS in their jurisdictions to effectively discharge their mandates
relating to investor protection, market integrity, and capital formation. The Monitoring Board helps ensure
the public accountability of the IFRS Foundation by monitoring and reinforcing the public interest
oversight function of the TFRS Foundation, as well as by promoting the continued development of IFRS as
a high-quality set of global accounting standards. Among other responsibilities, the Monitoring Board
participates in the IFRS Foundation Trustee nominations process and approves Trustee nominees. The
Moenitoring Board also reviews the Trustee’s oversight of the IASB’s standard-setting process, confers with
the Trustees regarding their responsibilities, and refers matters of broad public interest related to financial
reporting for consideration by the IASB. The members of the Monitoring Board currently are the
Emerging Markets and Technical Committees of the International Organization of Securities Commissions
(“IOSCO™), the EC, the Financial Services Agency of Japan, and the SEC. The Basel Committce on
Banking Supervision participates in the Monitoring Board as an observer,

* In certain instances, the Staff currently discusses the application of IFRS by particular foreign private
issuers with the issuer’s home country’s regulator.

% See SEC Release No. 33-8995 (Dec. 31, 2008), Modernization of Qil and Gas Reporting.
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U.S. financial reporting system. Conversely, IFRS 7, Financial Instruments Disclosures,
contains requirements for certain market risk disclosures to be included in the financial
statements that could render portions of certain SEC requirements (such as certain
requirements of Item 7A, Qualitative and Quantitative Disclosures About Market Risk, of
Form 10-K) largely redundant and, therefore, subject to possible reconsideration.

Role of U.S. Constituents

To ensure that {J.S. constituents have the ability to influence the IASB’s standard-setting
process and have their interests appropriately considered, it would be imperative for them
to become engaged in the IASB’s processes on active standard-setting projects, similar to
their engagement currently in the FASB’s processes. The FASB would perform an
important role in representing U.S. interests broadly in the standard-setting process, by
participating in the standard-setting effort and sharing its views with the IASB both
informally and likely also through written comment letters. However, this should not
discourage communications directly between the IASB and individual U.S. stakeholders.
Rather, the FASB would provide feedback to the TASB that has been informed by a wide
variety of constituents and, therefore, reflects a perspective that is in the general interest
of all constituents, not necessarily in the interest of each constituent. The FASB would
be a facilitator of effective communication between the IASB and U.S. constituents and a
primary provider of the educational information for U.S. constituents with respect to the
views of the IASB and conclusions reached in the standard-setting process. The role that
the FASB could not, and should not, fill would be that of a single U.S. voice in global
standard-setting efforts. It would be important that participants from many U.S.
constituencies serve in this role.
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IV. Transition Element

The framework incorporates the two most prevalent methods of IFRS incorporation——
convergence and endorsement. The operating framework discussed in Part III above
draws primarily from the Endorsement Approach, whereas the transition element draws
primarily from the Convergence Approach. Under the framework, the FASB’s
evaluation will be an important element in the transition.

Convergence, as contemplated in the framework, may differ from other notions of
convergence.”” Convergence under the framework would involve the full, but potentially
staged or phased, replacement of existing U.S. GAAP through the incorporation of IFRS
into U.S. GAAP pursuant to an orderly transition plan. Generally, U.S. GAAP
convergence with IFRS is a practical possibility because of the many similarities between
the objectives and principles of U.S. GAAP and IFRS. However, there are also
differences that make it necessary to execute a carefully conceived implementation
program potentially over a period of time. The Staff envisions that transition to IFRS by
following the framework would potentially be a multi-step process, as further described
below, and would be accomplished over a period of several (e.g., five to seven) years.
Should the Commission decide to pursue the framework or a similar approach, a top
priority for the FASB with respect to serving U.S. constituents would be to draft and
execute an implementation program in consultation with the Staff.

Strategy for Transition

As noted above, transition would involve the replacement of the content of existing U.S.
GAAP with the content of [FRS. Subsequent to a Commission decision to incorporate
IFRS, the FASB would need to develop a transition plan in a relatively short period to
allow for U.S. constituents to plan appropriately. To develop the transition plan, the
FASB would evaluate IFRSs individually in order to determine how and when to
incorporate the standards into U.S. GAAP during the transition period. The FASB would
need to study whether the incorporation should be staged, phased, or occur all at once.

The initial incorporation could be accomplished through a transition of individual IFRSs,
organized in relation to the ongoing or expected standard-setting efforts related to each
standard. In this respect, the IFRSs could be organized into one of the following
categories:

*7 Although the joint projects between the FASB and the IASB are often denominated “convergence,” those
projects are different from the Convergence Approach described here. The FASB-IASB process involves
movement by both standard setters toward a new, mutually-acceptable high-quality standard, while the
Convergence Approach involves movement by a country toward existing IFRS.
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1. IFRSs subject to MoU projects®
2. TFRSs included on the IJASB’s current standard-setting agenda
3. All other existing IFRSs and areas not addressed by IFRSs

In developing the transition plan, one of the FASB’s and Staff’s highest priorities would
be to identify ways in which the potential impact of transition could be minimized for
U.S. constituents while still providing useful information to investors. This priority is
contemplated in that the framework is built on a premise that a transition to IFRS may be
most effective if it occurs over a period of time and is based on a phased transition plan at
an individual standard level. In this regard, the FASB, working with the Staff, could
develop a transition plan using the three categories of IFRSs above to minimize the
impact of transition in two ways: first, by avoiding, whenever possible, situations in
which an existing standard under IFRS is adopted by a U.S. issuer, only to be replaced by
a new standard under IFRS shortly thereafier; and second, by maximizing the number of
IFRSs subject to prospective application. This method of transition would provide for a
lengthened overall period for transition and would incorporate provisions that may lessen
the costs and burden of transition (e.g., prospective application whenever possible).

Mol Projects (Category 1)

The Boards continue to target completion of the MoU projects in 2011.° While
deliberations on these projects are ongoing at the date of publication of this Staff Paper,
for purposes of explaining the framework, the Staff has assumed that reasonably
converged standards will be issued for each of these projects in 2011. Therefore, these
projects would be incorporated into U.S. GAAP and TFRS in 2011, presumably before
commencement of any U.S. transition to IFRS. Thus, these projects would be expected
to have little effect on the transition plan, as both U.S. issuers and entities applying IFRS
would be required to follow the effective date and transition provisions specified in each
standard resulting from the MoU projects. However, despite the expectation that the
finalized standards resulting from the MoU projects would already be incorporated into
the respective bodies of guidance (i.e., U.S. GAAP and IFRS), implementation efforts for
those standards could be significant and could coincide with elements of the transition
plan. Therefore, the FASB would need to consider the timing of implementation for
these projects when determining the timing of convergence of other IFRSs in the
transition plan.

* The Boards have committed to completing their projects on financial instruments, revenue recognition,
leases, the presentation of other comprehensive income, fair value measurement, balance sheet netting of
derivative and other financial instruments, and the consolidation of investment companies in 2011.
Collectively, these projects are referred to as “Mol projects.”

* See “TASB and FASB report substantial progress towards completion of convergence programme,” [ASB
Press Release (April 21, 2011). (available at

hitp://www ifrs.org/News/Press+Releases/progress+report+2011.htm).
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IFRSs Subject to Standard Setting (Category 2

In developing the transition plan and later executing that plan, the FASB would need to
assess the IASB’s ongoing standard-setting efforts and anticipated standard-setting
projects. For all IFRSs in the “subject to standard setting” category (“category 2”), the
FASB would need to evaluate the magnitude of standard setting expected in order to
identify and isolate those IFRSs expected to be newly issued or modified significantly in
the near term. The corresponding U.S. GAAP requirements would remain intact until the
IASB issued the new or modified IFRSs. While the new or modified IFRSs are in
development, the FASB would participate in the IASB’s standard-setting process as
described above in Part [II. Once these IFRSs were finalized, the FASB would review
the individual IFRSs to determine how to incorporate the standards into U.S. GAAP. The
primary purposes of the FASB'’s analysis and evaluation would be to facilitate its
incorporation of the IFRSs into U.S. GAAP, to enable it to assist in the education of U.S.
constituents, and to raise awareness of potential implementation issues rather than to
modify the requirements of the IFRSs upon incorporation.

The FASB would consider all elements of relevant Accounting Standards Codification
(“ASC”) Topics when determining how to incorporate IFRSs within category 2,
including: requirements for specific types of transactions; content that relates to
individual IFRSs other than that being evaluated for incorporation; illustrative examples;
and industry guidance, which may illustrate application of an ASC Topic or may provide
exceptions to the provisions of an ASC Topic. The FASR would need to consider
whether elements of the ASC that were not replaced by the requirements of one or more
IFRSs should be retained, removed, or modified. Relevant factors in this consideration
may include: whether the guidance is determined to be consistent with IFRS principles,
and therefore could (but not necessarily would) be retained, potentially with some
modification; whether the guidance “stands alone™ or refers to an ASC Topic being
replaced, or other areas of the ASC; whether the guidance would be retained permanently
or temporarily, pending incorporation of new or other existing IFRSs; and whether the
guidance is considered to be critical for fostering consistent application of the new
requiremnents.

The accounting for intangible assets (ASC 350, Intangibles—Goodwill and Other, and
TAS 38, Intangible Assets) can be used to illustrate the potential transition strategy for
IFRSs included in category 2. IAS 38 is not a project currently included on the [ASB’s
agenda but was last revised in 2004 and, thus, could be identified as a standard in need of
current standard setting. For purposes of illustration, the Staff assumes that IAS 38 is on
the IASB’s standard-setting agenda at the commencement of transition.

Pursuant to the transition plan, ASC 350 (or the Subtopics or components in ASC 350
that relate to the concepts addressed by IAS 38) would be retained in U.S. GAAP until
the effective date of a revised standard under IFRS for intangible assets. The revised
standard under IFRS would be incorporated into U.S. GAAP, and U.S. issuers would be
required to apply the new requirements at the same time as other entities applying IFRS.
A delay in the incorporation of JAS 38 would not be expected to have a significant effect
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on comparability of accounting for intangible assets because the existing approaches
under U.S, GAAP and IFRS are similar in terms of underlying principles, despite the
existence of differences in the details.

Throughout the transition period, the FASB would need to reassess the IFRSs included
within category 2 and modify its transition strategy in the event that a project were
removed from the IASB’s standard-setting agenda or if the agenda were modified in a
way that would defer finalization of a standard beyond the U.S. transition period for
incorporation. In either of these circumstances, the FASB would need to reassess the
need to incorporate relevant existing IFRSs into the transition plan for “IFRSs not subject
to standard setting” (“category 3”), as discussed further below. Potential changes in the
timing of standard-setting projects emphasize the importance of maintaining flexibility in
the transition plan for the duration of transition. Although the Staff expects that the
FASB, in collaboration with the Staff, would need to develop a comprehensive transition
plan, the plan would be subject to modification pending changes in external variables,
such as delays in IASB standard setting.

IFRSs Not Subject to Standard Setting (Category 3)

Subsequent to development of the transition plan, the FASB would first assess the
“static” IFRSs (i.c., those that are not the subject of MoU projects or other IASB agenda
items) earliest for incorporation into U.S. GAAP because there would be no standard-
setting that was ongoing or expected in the near future for these “static” IFRSs. The
FASB’s process for evaluating and incorporating IFRSs included in category 3 would be
broadly analogous to the processes described above for [FRSs included in category 2,
including the development of a transition plan in collaboration with the Staff. The FASB
may determine that all of the category 3 IFRSs should be incorporated into U.S. GAAP
simultaneously or staged over a period of time.

Further, the transition plan for category 3 IFRSs would allow for prospective application
of new requirements whenever possible. Prospective application could be defined
differently for individual IFRSs and could include any of the following application
approaches: for all transactions entered into subsequent to the incorporation effective
date; from the beginning of the earliest period presented in the financial statements; or in
other ways not requiring full retrospective application, as determined by the FASB in its
evaluation of the individual IFRSs. The method prescribed in each case would be
determined after giving consideration to comparability, reliability, cost/benefit, and other

relevant factors, while promoting the integrity of the requirements of the underlying
IFRSs.

The accounting for property, plant, and equipment {ASC 360 and IAS 16, both titled
Property, Plant and Equipment) can be used to illustrate the potential transition strategy
for individual IFRSs not on the IASB’s agenda for future standard setting. The FASB
would analyze and evaluate IAS 16 to determine how to incorporate it into the ASC. IAS
16 is comparable in many aspects to ASC 360 and, thus, the FASB may determine to
incorporate fully IAS 16 into the ASC. However, the FASB may find it necessary to
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retain, possibly with modification, certain guidance that would supplement the provisions
of IAS 16 or would address incremental accounting matters, provided the gnidance was
not inconsistent with IAS 16. The FASB could consider the following matters and
approaches in incorporating IAS 16 into U.S. GAAP:

e IAS 16 contains the IFRS requirements for capitalizing and depreciating property,
plant, and equipment. These aspects of ASC 360 could be replaced with the
respective IFRS requirements.

» JAS 16 contains concepts that are not found in ASC 360, such as the
“componentization” of property, plant, and equipment and the option to elect to
use a revaluation model. These aspects of IAS 16 could be incorporated into ASC
360 representing new requirements for U.S. issuers to apply subsequent to the
effective date of incorporating IAS 16 into U.S. GAAP.

e ASC 360 includes the impairment model for property, plant, and equipment. The
equivalent model in IFRS is included in IAS 36, Impairment of Assets. The
FASB would have various alternatives for incorporating the IFRS impairment
guidance into U.S. GAAP. Such alternatives could include the following:
retaining the impairment-related aspects of ASC 360 until such time that IAS 36
is incorporated into the ASC; coordinating the incorporation of IAS 36 with that
of IAS 16; or other approaches that facilitate an orderly transition to the
accounting for property, plant, and equipment under IFRS.

* Before incorporating the new requirements, the FASB would need to determine
whether incorporating the new requirements would have implications for areas of
the ASC outside of ASC 360. Any affected areas of the ASC outside of ASC 360
would need to be contemplated at the time of incorporation of IAS 16.

* There is a variety of industry and other supplemental guidance associated with
ASC 360 (e.g., ASC 908-360, Airlines, and ASC 980-360, Regulated
Operations). The FASB would evaluate this guidance and, as described earlier,
may eliminate the guidance, or modify or retain it on a temporary or permanent
basis, depending in each case on the outcome of its detailed assessment.

For U.S. issuers, one of the most significant aspects of implementing IAS 16 may be the
componentization requirement. Componentization, which relates to separating the cost of
a fixed asset into certain component parts for purposes of calculating depreciation
expense and derecognizing the fixed asset, is not necessarily a difficult concept to
understand, but may be difficult to apply if U.S. issuers were required to componentize,
to a greater degree than they have done in the past, property, plant, and equipment on a
retrospective basis. Retrospective application could require U.S. issuers to expend
significant efforts to analyze significant numbers of recorded assets. To minimize the
implementation effort, the FASB may determine that the componentization aspects of
IAS 16, if not the entire standard, would be best incorporated on a prospective basis, for
example, for all property, plant, and equipment acquired subsequent to the effective date
of IAS 16 as incorporated into the ASC,

As highlighted by the interdependency between IAS 16 and IAS 36, incorporating IFRSs
in a phased approach would often involve replacing aspects of more than one ASC Topic
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because individual IFRSs and ASC Topics are not perfectly aligned in terms of the
accounting addressed. If a phased approach were adopted, it would be critical for the
FASB to understand the interdependencies between different IFRSs and ASC Topics and
carefully manage transition where interdependencies exist.
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V. Benefits and Risks

Incorporation of IFRS through the framework could advance the United States toward the
broader objective of a single set of high-quality, globally accepted accounting standards,
while enabling U.S. constituents to more effectively manage the costs and efforts
necessary to reach that objective, through phased transition to and, in many cases,
prospective application of IFRSs.

Undoubtedly, there would be advantages and disadvantages to any approach taken to
incorporate IFRS, if the decision were made to do so. The Staff will continue to identify
and analyze the potential benefits and risks of the framework, as compared to other
possible incorporation approaches, in anticipation of the Commission evaluating whether
the framework or another approach would be a suitable approach if the Commission
determines to incorporate IFRS into the U.S. financial reporting system. Although not an
exhaustive list, the following are potential benefits and risks of the framework that have
been identified thus far:

« Supports a flexible, tailored transition strategy
The framework may allow for a more flexible transition strategy that could be
better tailored and more responsive to the needs of U.S. constituents than other
potential mechanisms for incorporation. The framework could be tailored for
individual IFRSs. The FASB would evaluate each of the IFRSs individually to
determine the timing and manner of transition in an effort to minimize the overall
burden of transition. This approach could provide the benefit of incorporating
IFRSs only when a singular transition was expected because IFRSs would be
incorporated only when newly issued or when they were in a static state and not
expected to be modified in the near term. In the case of newly issued IFRSs, there
could be an added benefit of the new standard presumably being of higher quality
than that which it replaced, which more directly contributes to the overall goal of
incorporating high-quality standards into U.S. GAAP. Additionally, the
framework could allow for broad U.S. constituent influence on a greater share of
the IFRSs to be incorporated into U.S. GAAP, as several legacy IFRSs that are to
be replaced in the near term would not be incorporated into U.S. GAAP.

The FASB would specify the manner of transition for individual IFRSs, or groups
of IFRSs, with an objective of maximizing the number of IFRSs incorporated
prospectively. Doing so could reduce the volume of required systems changes
and the need to restate or recalculate amounts for certain standards (as illustrated
in the property, plant, and equipment example above). A U.S.-specific transition
strategy also would limit the need for short-term U.S.-specific amendments to
existing IFRSs and additions to IFRS 1, First-time Adoption of International
Financial Reporting Standards, to accommodate U.S.-specific circumstances.

The benefits of a tailored transition strategy would be minimized, and potentially
eliminated, if the transition plan were not well-developed, comprehensive, and

flexible enough to adapt to changing circumstances during transition in a
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structured manner. If the transition plan were deficient in any one of these areas,
there would be a risk that convergence to IFRS under the framework could be
more burdensome than under other methods of incorporation. Further, a
convoluted, poorly articulated, or frequently changing transition plan could add
confusion to the convergence process. The potential U.S. transition plan has not
been contemplated extensively to date and likely would have a relatively short
development period.

Following a customized, U.S.-specific transition plan to incorporate IFRS also
carries the general risks associated with first-use of any process. Although the
framework attempts to leverage the lessons learned by other jurisdictions that
have incorporated or intend to incorporate IFRS, a fundamentally different
approach to incorporation of IFRS could limit the FASB’s, SEC’s, and U.S.
constituents’ abilities to leverage such lessons.

Provides for gradual implementation

The framework could provide for gradual implementation of IFRS and thus could
avotld the costs of a “big-bang™ approach in which U.S. issuers would have to
incorporate the entire body of IFRS all at once. The transition to IFRS under the
framework would occur on a staggered basis over a number of years and be
coordinated with the ongoing standard-setting activities of the IASB. This could
limit the occasions in which U.S. issuers would be required to make two
accounting changes in relatively quick succession, potentially causing confusion
for investors and possibly causing U.S, issuers to incur incremental costs in
making major systems and process changes and retraining personnel twice instead
of once.

Further, the gradual transition of existing standards to IFRS could increase the
opportunities for successful transition by decreasing the severity of the IFRS
learning curve. A staggered transition could require U.S. issuers to implement,
and investors to adapt to, fewer new standards in any given period and could
allow for a more expansive educational process to develop to the benefit of all
U.S. constituents. Ultimately, the measure of success of any approach to
incorporation would focus on whether U.S. issuers have properly implemented
IFRS during transition and whether U.S. constituents were provided meaningful
and understandable financial information.

However, some U.S. issuers might contend that a gradual transition would not be
in their best interest or in the interests of their investors, particularly in the
absence of an option to voluntarily report under IFRS today. Through its
outreach, the Staff has been informed that certain U.S. issuers may prefer date-
certain, full adoption of IFRS or at least have the option to move to IFRS using a
big-bang approach. In many cases, these issuers are among the largest
multinational corporations with foreign subsidiaries that have already
incorporated or are prepared to incorporate IFRS into their local financial
reporting systems. Therefore, these issuers may have financial and human capital
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resources to facilitate a big-bang incorporation of IFRS. For these issuers, the
slower pace of gradual transition may be viewed as unnecessary, and any benefit
diminished by the complexities of operating in an environment of change for an
extended period.

Additionally, a gradual transition to IFRS could be perceived by certain
constituents as evidence of a current lack of U.S. commitment to fully incorporate
IFRS. A transition plan that was executed over some period and that was
deliberately designed to allow for change based on unknown future circumstances
could introduce elements of uncertainty into the U.S. overall commitment to
transition. This uncertainty may cause certain foreign constituents to question
whether the ultimate goal of IFRS incorporation would be achieved successfully
in the United States despite any assurances provided by those integral to the
transition plan.

A further risk associated with a gradual transition to IFRS is that such a strategy
could cause confusion for U.S. constituents during the transition period. Until the
date at which U.S. GAAP was fully aligned with IFRS (potentially five or more
years into the future), U.S. GAAP would be an evolving set of standards that was
neither U.S. GAAP as applied currently, nor IFRS as issued by the IASB. During
the transition period, U.S. constituents would need to actively monitor progress on
the transition plan and stay abreast of the potentially frequent changes made to
U.S. GAAP. As noted previously, the measure of success of any approach to
incorporation would include focus on whether U.S. constituents were provided
meaningful and understandable financial information during transition. This
measure of success could be impacted adversely if the pace and volume of change
during transition was a source of confusion.

Potentially greater investor protection with FASB endorsement than direct
incorporation of IFRS

Many jurisdictions with developed economies have retained a local body that has
the responsibility for incorporating IFRSs into the local financial reporting
system. Although these bodies generally have an objective of incorporating
IFRSs timely and without modification, many have been granted authority to
amend or delay the incorporation of IFRSs for the protection of the public interest
in the jurisdiction. Such a structure in the United States could be in the interest
of U.S. constituents and provide a formal mechanism to address U.S.-specific
issues, including U.S. investor protection, should they arise.

Under the framework, the “local body” incorporating IFRS could be the FASB.
An accounting-focused organization fulfilling this role (rather than, for example, a
legislative body) could represent the financial reporting interests of U.S. capital
markets to the JASB. The FASB is well-positioned to ensure that U.S.
constituents continue to have a voice in global standard setting.
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If the threshold for modifications to incorporated standards were not set at a level
that ensures such modifications were rare, there could be a risk of developing
“U.S.-IFRS,” or a derivation of IFRS, that differs more than insignificantly from
the body of IFRS issued by the IASB. Assuming U.S.-specific modifications
were to occur, there could be increased risk of deterioration of the comparability
of financial statements across jurisdictions. However, this potential would need
to be balanced with the ultimate responsibility of the SEC to protect U.S.
investors and the U.S. capital markets. In developing any U.S. modifications to
IFRS, the FASB or SEC would evaluate the overall benefit to investors that could
result from the modification.

Retains “U.S. GAAP” as the statutory basis of financial reporting

Although the goal of incorporation of IFRS through the framework would be full
alignment of U.S. GAAP and IFRS, such alignment would be accomplished
through the incorporation of IFRSs into U.S. GAAP, thus retaining “U.S. GAAP”
as the basis of financial reporting for U.S. issuers. This would be significant
following a transition to IFRS because of the current prominence of U.S. GAAP
references in U.S. laws, contractual documents, regulatory requirements and
guidelines, and other similar documents. By retaining U.S. GAAP as the basis of
financial reporting for U.S. issuers, the complexities associated with changing all
of these references to U.S. GAAP would be mitigated. Despite of the benefits
highlighted, it is important to note that a multitude of changes to the underlying
U.S. financial reporting requirements—regardless of the ultimate title of the
accounting framework—would necessitate extensive efforts during transition to
understand the full impact on application of affected U.S. laws, contractual
documents, regulatory requirements and guidelines, and other similar documents.
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VI. Request for Comment

The Commission has yet to make a decision as to whether and, if so, how, to incorporate
IFRS into the financial reporting system for U.S. issuers. This Staff Paper describes how
one possible incorporation approach could be used to incorporate IFRS into the financial
reporting system for U.S. issuers, if the Commission were to choose to do so. However,
the Staff acknowledges that this is not the only possible approach of incorporation. Other
possible methods of incorporation have been explored previously in much greater detail
(e.g., providing for optional use or specifying mandatory, date-certain incorporation).
Given the extensive discussion on these other alternatives and given the consideration by
the Commission as to whether or when IFRS may be incorporated into the U.S. financial
reporting system, the Staffis interested in constituents’ views on the framework and any
other possible approaches of incorporation of IFRS, including views on those approaches
explored previously. Feedback can be provided through the SEC website by following
the link below.*® Feedback would be most helpful if received before July 31, 2011.

30 L . .
httpliwwiv.see govicai-bin/ling-commentshuling=4-600& rule_path=/comments/4-600&file_num=d-

G00&action=Show Forméetitle=Commission%s20Statement%20in%208upport%200f%20C onversence%20and % 20G loba %42 0 Accauntia
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