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An interview with James Kroeker,
SEC chief accountant
By Ramona Dzinkowski
In this interview for Strategic Finance, James Kroeker, who
was named chief accountant of the U.S. Securities &
Exchange Commission (SEC) last August, comments on the
focus of the Office of the Chief Accountant over the coming
year, the role of the SEC in international securities regulation, and the potential adoption of International Financial
Reporting Standards (IFRS) in the United States.
RD: In your view, what are the most pressing
accounting issues that the Office of the Chief Accountant will be weighing in on over the coming year?
JK: I think it’s important at the outset to emphasize
that one of our priorities will be to continue to focus on
the need to increase transparency in financial reporting
for the benefit of investors and continue to emphasize the
perspective of what financial reporting is intended to
do—namely, provide investors with unbiased, clear, and
transparent information for allocating their hard-earned
investment dollars. With that as the overarching back44
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ground, fair value accounting will certainly be a priority.
We’ll continue to work closely with both the FASB
[Financial Accounting Standards Board] and the IASB
[International Accounting Standards Board] as they’re
looking at their projects on financial instruments. Right
now, they’re proposing a number of changes or improvements to address some of the lessons that we’ve learned
coming out of the financial crisis.

RD: How far off is that now vs. where the SEC
would like to see it go?
JK: Right now, they’re both working on comprehensive

projects, and the objective would be for the Boards to
continue to work together to reach a high-quality converged solution. I think—and this is just my personal
view—that it’s time to move beyond the debate about
whether fair value is relevant or whether in some cases
cost is relevant. It seems like there is room for both. I
think both of the Boards are talking about that. I think
there’s a general acknowledgment that cost information
or information on an amortized cost basis that would
include some improvement to a provisioning standard
would also be relevant for certain financial assets. So I
think, then, the discussion point doesn’t turn to whether
it’s fair value or whether it’s cost but acknowledging that
both sets of information are important and how you best
portray that.
RD: Some people have suggested that there’s not

latory community? Has this changed over the last 18
months with the credit crisis and the somewhat tarnished reputation of the U.S. regulatory/audit and
accounting community?
JK: I think from an accounting and auditing stand-

point, we continue to play a very active role in the global
regulatory community, including on a very nuts-andbolts level via our participation in comment letters
through IOSCO [International Organization of Securities
Commissions]. Julie Erhardt, our international deputy, is
the chair of what’s referred to as SC1, or Standing Committee 1, of IOSCO’s Technical Committee. That group
provides oversight and thought leadership on almost a
daily basis on all accounting and auditing matters, and,
again, that happens to be one of our staff who leads that
group. So I think we continue to be looked at as a global
leader. People seek our thoughts, and I suspect that that
will continue to be the case.
RD: What impact has the economic crisis in America

necessarily a need for the bank regulators and the

had on how companies view the international regula-

standards setters to agree upon a way to account for

tory bodies and international accounting standards in

assets when it comes to mandatory capital require-

particular?

ments. Can you comment on that?

JK: This cuts in two directions. First, I think the economic crisis has continued to reinforce the fact that
accounting issues, whether they arise with reference to the
transparency of the U.S. capital markets or the Asian or
European capital markets, are fundamentally similar
issues. So it has reinforced questions about the role of offbalance-sheet accounting and questions about the need
for transparency and the valuation of assets. Again, these
are global issues, and the economic crisis, at least in my
mind, has reinforced the need for thinking about global
solutions and a single set of high-quality accounting standards. At the same time, the economic crisis has highlighted the challenges of global bodies working together to
respond in a timely fashion, particularly when the pressures of the crisis are put to bear on their processes.

JK: The FASB has put in place new standards that will

be effective for the beginning of the 2010 calendar year in
response to concerns about the need to understand the risk
that entities have in off-balance-sheet structures. Whether
that should play a role in the determination of regulatory
capital would be best determined by a prudential regulator,
but it certainly seems like it would give them additional
information about what assets exist and what exposure
exists. Then they can make the important determinations
about whether different types of assets pose different risk
and therefore might have different risk weighting and
deserve a different regulatory capital consideration.
RD: What is the role of the SEC in the global regu-
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Second, it has also highlighted in the U.S. questions
about the cost of moving to a system of international
accounting standards if, in fact, one were to move today.
We certainly heard a lot of comments from companies
about being cognizant of the cost that would put onto
entities, particularly in light of the fact that the U.S.
already has a world-class system of financial reporting.
RD: Would you say that the crisis, then, has perhaps impeded the momentum that may have existed
two or three years ago toward adopting the global
international standards as written by the IASB?
JK: I don’t know that it has impeded the momentum.
The FASB and the IASB have embarked upon a project to
converge standards in a number of important areas. In
2008, they also recommitted themselves to their Memorandum of Understanding. The very real work of those

transparency. At that level, I think she’s been clear about
that being a priority. She also addressed last fall’s proposed roadmap. I took from her statements that it’s
something that we need to take time to evaluate and take
a “roll up our sleeves” kind of approach. In the proposed
roadmap, the Commission proposed ideas with respect to
a possible path to greater use of IFRS in the U.S., suggested a number of proposed milestones that the Commission might consider as important in making that
evaluation, and sought public comment. That public
comment period ended in April 2009, so I think it’s very
reasonable to expect that the staff is going to digest those
comments, do a comprehensive analysis of what we
heard, and then turn our attention back to what we’ve
heard through that comment process and evaluate where
we go from here.
RD: Comments have been made with respect to the

We have been served very well
by the standards that have
been developed in the U.S. and
will continue to be viewed as
world class.
projects continues on a daily basis. What I would say is
that the financial crisis has diverted the resources of those
standards setters. For example, there were concerns about
the transparency provided for by existing securitization
standards in the U.S., so the FASB needed to respond to
that. With limited resources, that obviously caused them
to shift focus to immediate domestic issues.
RD: Recent comments from SEC Chair Mary
Schapiro have been interpreted as a fundamental lack
of support for an international accounting standard
that originated outside the U.S. Can you comment on
that view, whether you see that as fair opinion?
JK: The chairman recently spoke on this issue. As she

had done on a number of prior occasions, she expressed
the importance of continued progress toward convergence, continued support for the idea that accounting
standards setters should press for consistent standards
globally, and consistent standards that represent increases
to the quality of existing standards that result in greater
46
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volume of U.S. GAAP (U.S. Generally Accepted
Accounting Principles) at 17,000 pages vs. 2,500 or so
in IFRS and the probability of converging those two
volumes of work in a way that’s going to be agreeable to all parties. In your view, what are the most
challenging aspects to achieving that end?
JK: Well, they are two bodies that, while they share the
same mission, may not agree on every detailed aspect of a
standard. To me, that’s not surprising because many of
the issues that they’re focusing on, like revenue recognition, are some of the thorniest accounting issues, or most
controversial accounting issues, that one could deal with.
Lease accounting, for example, has been a controversial
accounting issue for decades. The role of fair value and
financial instrument accounting has been a controversial
issue for decades. So even when a standards-setting body
tries to deal with those issues on a domestic level, they
have challenges. When you then elevate those issues to a
global level, it’s not surprising that it adds an incremental
set of challenges.
That isn’t to say that the Boards shouldn’t continue to
push forward on that lofty objective. In fact, you can look
at their work on financial instruments. While at this
point there are differences in some of the details that have
been discussed, I think they also agree on some of the
most fundamental aspects of that standard, including
things like: Investors ought to have information about
fair value for all financial assets, and there is an important role for providing increased transparency for assets
such as loans and increased transparency of credit losses
earlier in the credit cycle. Though it can be challenging to

work through the details, I think the Boards do generally
tend to agree on the objectives of financial reporting and
the highest-level principles.
RD: Just for the sake of argument, if we assume
that in 2016 the IASB and the FASB have not come to
agreement on certain important standards, what is
the risk to the U.S. capital markets of not adopting
IFRS as written by the IASB? What would be the
downside in your view?
JK: It’s hard to speculate about 2016, but if we take
your hypothetical as a given, then I think the U.S. capital
markets will be well served by the FASB. From just a very
narrow point of view of the U.S. capital markets, we have
been, and I suspect would continue to be, served very
well by the standards that have been developed in the
U.S. and will continue to be viewed as world class. We
then have to think about what the impact will be to the
rest of the world. Will that continue to foster an environment where there is a push for increasing the quality of
standards globally? I think we have to think about the
impact of the U.S. voice in setting global standards. If we
found ourselves in that spot in 2016, what would that
mean with respect to a convergence effort that might
continue after that date? What would that mean with
respect to the U.S. voice at the IASB or its trustees? So I
think there are some important consideration points.
RD: If the convergence is sufficient such that the

I don’t think it’s fair to
characterize IFRS as being
entirely principles- or
objectives-based, nor the
FASB’s standards as being
entirely rules-based.
If the system is accommodating of that, we’ll find ourselves in the very same spot. So the question is really,
“How do we move away from a situation where we ask
for detailed guidance and exceptions?” Again, I don’t
think that’s necessarily a legal issue. In fact, in many cases
it would seem to me that you would be better off describing why you exercised your reasonable judgment following the objective of the standard as opposed to having a
bright-line answer. If you have 800 pages of guidance,
certainly you may be able to find something that clearly
answers your question. If you don’t know all of the 800
pages of guidance, you find yourself potentially violating
one of those very detailed pieces of guidance. It’s pretty
hard to defend yourself at that point, even if you can take
a step back and say, “Well, I thought my answer was consistent with the principle.”

U.S. would agree to adopt IFRS as written by the
IASB, what in your view would have to evolve in the

RD: Are there any other issues that you would like

American legal and audit environment to facilitate a

to address?

less-rules-based accounting and reporting framework?

JK: I just want to reemphasize that our mission in this
office is the improvement to accounting standards,
improvement to auditing standards, with a focus on benefits of transparency to the usability of financial information for investors. Those will be the themes that you’ll
continue to hear out of our office. That is: “How does a
change to financial reporting benefit transparency for the
purpose of making investment and capital allocation
decisions?” SF

JD: I think we’re getting to this so-called “principles-

or objectives-based standards vs. rules-based standards”
discussion, so I’ll just make a couple of points. I don’t
think it’s fair to characterize IFRS as being entirely principles- or objectives-based, nor the FASB’s standards as
being entirely rules-based. The FASB standards certainly
have been around longer, and so there’s greater volume of
interpretive guidance. Some would say that may have
developed because of the U.S. legal system. I’m not sure
that’s entirely true. For example, if you look at the volume of literature on derivative accounting, and I think
it’s around 800 pages, I don’t believe many of the exceptions to derivative accounting were put in place because
of fear of litigation. But I do suspect that, over time, if
we’re not careful, a standard that is less encumbered by
details could be encumbered if we follow the same path.
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