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ABSTRACT

For at |east three decades, there have been denmands from several
gquarters, both foreign and donestic, for the U S. Securities and
Exchange Conmmi ssi on ( SEC) to ease restrictive di scl osure
requi renments upon foreign securities issuers to facilitate their
offerings wupon Anerican securities exchanges. The SEC has
responded by taking initiatives in tw arenas, donestic and
international. In the donestic arena, it has nmade a nunber of
efforts to ease regulatory and disclosure requirenments for foreign
issuers that wish to offer their securities on U S. exchanges.

I nternationally, it has forged  bilateral and rnultilateral
relationships to enhance internationally mechanisns for market
surveillance and information sharing; it has taken an interest in
international harnonization of regulatory practices; and it has
assuned a leading role in the novenent to encourage the devel opnent
of international accounting standards. These responses are not
mutual |y exclusive; such efforts often overlap. This paper finds
that the SEC has responded to internal and external pressures to
reduce the regulatory burden on foreign private issuers within the
legalistic context of the U S culture; it has proceeded

del i berately, taking a gradualist approach to change.



Political Culture, the U S. Securities and Exchange Conm ssi on,

and the Internationalization of Securities Trading

In the Jlast several vyears, the internationalization of
securities offerings and markets, and the easing of capital
novenents across borders have advanced rapidly. These trends have
occurred in the absence of internationally agreed upon regul atory
and disclosure requirenents. The speed with which this has
occurred has been so great that the pace of efforts at the
internationalization of regulatory and disclosure rules often has
| agged behi nd actual devel opnents.

Donestically and internationally, the U S. Securities and
Exchange Comm ssion (SEC) has been pressured to ease restrictive
regul atory and disclosure requirenments upon foreign securities
issuers to facilitate their offerings upon American securities
exchanges. It has been argued that if the SEC is too slow to
respond to trends towards an integrated, world-wi de securities
market, and fails to facilitate trading in non-donestic securities
qui ckly enough, U S. and foreign investors will trade in foreign
mar kets which have nore favorable regulatory environnents.
Cochrane (1994) argued that because U S. i nvestors are
diversifying their portfolios internationally a "once and for all™
shift in the conposition of the average U. S. equities portfolio is
underway. He warns "if we do not nake the regulatory changes that
will allow U S. exchanges to fully participate in the growth of

international trading, this 'once and for all' shift may underm ne
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the preem nence anong world capital markets that the U S. capita
mar ket now enj oys. "

The ability of the Securities and Exchange Comm ssion to
respond to foreign and donestic pressures for regulatory change is
bound by the Anerican political culture. The Securities and
Exchange Comm ssion has noved very deliberately in its efforts to
remove regulatory inpedinents to foreign offerings. The U. S.
political culture inposes certain national values wupon U S
institutions and the decision-makers within themthat constrain the
| atitude of their responses.

This paper investigates the relationship between the U S
political culture and the initiatives of the Securities and
Exchange Commission to facilitate foreign securities issuers
efforts to raise capital on U S nmarkets. Under st andi ng the
rel ati onship between U. S. cultural values and the SEC s actions
will help to clarify the Comm ssion's reactions and interactions
with its environment, and its efforts to influence the shape of
external devel opnents. Subsequent sections of the paper discuss
the following topics: the internationalization of securities
trading; the United States cultural environment; SEC efforts to
ease foreign issuer regulatory requirenents; SEC multilateral and
bi | at eral actions; har noni zat i on and t he devel opnent of

i nternational accounting standards.



Internationalization of Securities Trading

In the last two decades, events, such as the end of the Cold
War, the collapse of the former Soviet Union, the freedom of the
Eastern European Soviet satellite nations, the reunification of
Germany, the econom c energence of the Peoples Republic of China,
the collapse and reenmergence of the Asian markets, have created
maj or international demands for investnent capital and significant
new i nvestnment opportunities. Privatization efforts in econom es as
di verse as those in Argentina, Russia, and the United Kingdom for
exanpl e, have spawned additional demands for investnent capital
Furt her nore, established nultinational cor por ati ons, such as
Dai M er Benz, have reached beyond their home country capital
markets to raise capital for financing their growth and
devel opnent . Meanwhi | e, technol ogi cal changes have reduced tinme
and distance constraints; telecomunications and conputers 1link
peopl e and markets around the gl obe (Sutton 1997, 97-98).

Recent trends towards the internationalization of securities
mar ket s and easing of capital novenents across borders are apparent
in the amount of institutional and individual investnents in
foreign securities and in the nunber of conpanies which list their
securities in multiple markets.

Foreign sector equity turnover takes a significant market

share of total equity turnover on the world's top stock exchanges.






The International Stock Exchange of London, England (ISE), is
out front of the conpetition in the trading of international equity
securities. (See Table 1.) Such trading is also inportant to the
New York, Toronto, Montreal, Tokyo and Hong Kong exchanges.

The trend towards an integrated worldw de securities narket
has been very rapid. If regulatory agencies are too slow to
facilitate trading in non-donestic securities, investors will trade
in foreign mrkets that have a nore favorable regulatory
environment. There is sone evidence that this had al ready begun to
happen in the 1980s. London's International Stock Exchange (I SE)
traded twice as many foreign equities as the New York stock
exchange, seven tinmes nore than Tokyo, eight and a half tinmes nore
than all of Germany's eight exchanges conbined, and 33 tines nore
than the Paris Bourse (Euronbney, My 1990, p. 62). Such

devel opnments did not go unnoticed in the U S A

Political Culture and National Mddes of Regul ation

The Anal ytical Model. In A Framework for Political Analysis,

Davi d Easton (1965) devel oped a macro anal ytical nodel which would
"make possible the analysis of political life as a system of
behavi or. " Easton recognized that a national political system
functions within its total environment which consists of the extra-
societal (i. e., international) environment and the intra-societa

(i. e., national) environment. He added that exchanges take place

within the political system and between it and its external
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environnment. Those exchanges take the form of inputs (demands and
support) and outputs (decisions and actions). In addition, there
are intrasystem generated inputs and outputs which stem from the
internal functioning of the systenis participants; these nay
likewise result in externally transmtted decisions and actions.
There is also feedback between the political system and its
environnment as the environnent responds to the system s outputs.
In this context, Hofstede (1984) posited that a | ow power distance
society, like the United States, inpelled a system of checks and
bal ances agai nst the abuse of power, and |ow uncertainty avoi dance
led to pragmatism and a wllingness to change the rules, whether
unwitten or witten, if need be. Such societal values are rooted
in ecological (i. e., environnental) influences which are nodified
by external factors (i. e., stimuli) and which have institutiona
consequences. Institutions reinforce the ecological forces and
soci al val ues.

Easton's framework for macro-political analysis can be
nodi fied for purposes of mcro-analysis, and enployed to study the
political subsystem which is the U S Securities and Exchange
Commi ssi on. (See Figure 1.) The SEC is situated in the U S
national environment; it is influenced by it and interacts with it;
and within the SEC there are interplays between and anong its staff
menbers. The United States itself exists in a larger international
environnment; it is affected by the international environment and
interplays with it. Thus, inputs and outputs flow within the SEC

and between it and its total environnment and generate reactions
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(feedback) which, in turn, contribute to future inputs, both

external and internal, donestic and international.

Figure 1. A Dynamic
Response Model of the
U.S. Securitiesand
Exchange Commission
and its Total Environmer
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Adapted from: Easton, David. A

Eramework for Palitical Analysis.
Englewood Cliffs, NJ: Prentice-Hall,
Inc..., c1965

Political systems and the subsystems within them are dynam c;
they respond to external and internal stimuli. Confronted by such
stimuli, systems evolve and change. Harri son and MKi nnon (1986)
used change analysis to determine the essential properties of a
corporate reporting regulation system In their franmework, the

mani festation of social system change is evident in the systenis



responses to external and internal stimuli (Easton's inputs). Such
responses (Easton's outputs) are generated through interaction
anong the groups and individuals which conprise the structural
el ements of the system and are circunscribed by the interactions
bet ween the system and its neighboring systenms. These interactions
enbody the influence of the national cultural environment and are
extended to the response events thenselves. Collective and
i ndi vidual responses of the systenmis structural elenents are
circunscribed by the interactions between the system and its
nei ghboring systens. Thus, national culture conditions the change
responses of the national accounting regulatory subsystens which
must respond to <change stimuli from wthin the regulatory
envi r onment iﬂself and from without, from within the nation and
fromw thout.?!

Brian Grvin (1989) has observed that there is wusually a
strong associ ati on between the continuity of traditional norns and
values and the stability of society in nodern liberal denocratic
states like the U S A Consequently, if a mechanism exists for
internalizing change w thout endangering the maintenance of core
val ues, unprecedented change need not threaten the Ilong-term
stability of the political system This nechanismis discernible if
i ndividual political cultures are conceptualized in terns of a
broadly macro- and a mcrol evel of organization. "The rules of the
ganme are established at an internediary | evel between the macro and
mcro; what mght be characterized as a nesolevel. Wile the

macrol evel is fairly static, that of the meso is open to influence
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fromthe on-going political debate and struggle at the mcrol evel"
(p. 35). It is at the mcrolevel that 'normal' political activity
occurs, and where change is first detected. There is tension
between continuity and change at the three levels, but, as long as
the core values are not threatened by mcrolevel chTTges, t he
political culture's assimilative powers are quite strong.? In the
context of the present investigation of the U S. Securities and
Exchange Conmi ssi on, t he changes st udi ed have occurred
predom nantly at the mcrol evel.

Applying the Model . It is possible to use the above interpretive

nodel to anal yze the responses of the U S. Securities and Exchange
Commi ssion to pressures, both donmestic and foreign, to ease the
regul atory burden upon foreign issuers who wish to offer their
securities on U S. securities exchange narkets. It is inportant
to recognize that such an effort, by its very nature, involves an
exam nation of the institution's actions and val ues, as perceived
and explained by its nenbers. \While such explanations may contain
certain self-serving elenents; nevertheless, it nerits recalling
that such individuals are the only internal spokespersons for the
institution. Consequent | y, whet her one agrees wth their
reasoning, one is conpelled to rely upon their statenents and
observations of their actions to derive an understanding of the
institution's behavior, while keeping in focus and perspective both
the internal and external criticisnms of the institution.

Frost and Lang (1996) comented that the two principal

objectives in investor-oriented markets, |ike that of the U S
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are investor protection and market quality. They noted that the
SEC s reporting requirenents usually are consistent w th pursuing
both of these goals. But, "stringent reporting requirenments may
satisfy the investor protection objective at the cost of reducing
i nvestors' investnent opportunities or inposing high transactions
costs on taking advantage of avail able opportunities. "They observe
that, on the one hand, sonme commentators argue that the SEC s
financial reporting requirenments deter foreign issuers from nmaking
their securities available in the U S., while, on the other hand,
others counter that the U S. accounting and disclosure system in
fact, protects investors and guarantees the quality of U S
capital markets. As one mght expect, the latter comments reflect
the position of the U S. SEC and its supporters, while the former
reflect the position of its critics.
The SEC is a Congressionally chartered i ndependent conm ssi on.
It functions within the U. S. political culture. It is a creature
of its environnment. An investigation of SEC responses to calls for
lightening the regulatory burden upon foreign securities issuers,
in the political systenms context, could clarify why the SEC has
noved so deliberately and what prospects are for the future trading
of foreign securities on U S. exchanges. Since accounting and
regul atory practices are likely to be affected, this analysis is a
matter of interest to accountants, securities issuers and traders,

both foreign and donestic, individual and institutional.
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The United States Political Environment as Locus for the Securities
and Exchange Commi ssion

The Legalistic Environnent. From a cultural envi ronnent al

perspective, the United States has | acked traditional nechani sns of
social control and respect for authority which have characterized
societies that tend toward high power distance, high uncertainty
avoi dance, low individualism and |low masculinity (Hofstede).
Characteristically, Anerican individualism is associated with a
universalistic cash nexus and contractual agreenents that are
legally binding and enforceable. From a political culture
standpoint, the United States has a legal-rational culture that
enphasi zes highly contractual nechanisns that result in a high rate
of litigation (Lipset, 1993 and 1996). As Henderson has observed,
"Anmericans take their constitution seriously....For Anericans,
i ndi vidualism neans legalistic rights inplenmented by justiciable
I aw, | awsui ts, and lawyers.... (1)t is their et hnocentric
justiciable law that Americans...are prone to rely upon to
adunbrate...the (securities) markets, and to construct a gl obal
securities trading regine."

The Securities Act of 1933 was enacted by the U S. Congress
to regulate the initial offering and sale of securities through the
mail (interstate comrerce); it is not concerned with the trading of
securities after their initial distribution. The Securities
Exchange Act of 1934 was intended to regulate the trading of

securities on secondary nmarkets and to elimnate certain abuses in
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the post-initial trading of securities. Securities offeri ngls__I are
registered with the Securities and Exchange Commission (SEC).® The
1934 Act specifies conditions for the annual consol i dat ed
registration and report. To carry out the regulatory functions of
the Securities acts, Congress established, in the 1934 Act, the
Securities and Exchange Comm ssion (SEC) (Skousen 1987). The intent
of the Securities Acts is to protect the U S investing public
from fraudulent and manipulative securities offerings and to
provide for "full and fair" disclosure of all rel evantEI mat eri al
i nformati on about the issuance and trading of securities.?

The Donestic Political Envi r onnent . Congress oversees the

operations of the SEC through budget appropriations and periodic
public hearings on issues that appear to have w de public interest.
The princi pal Congressional SEC oversight conmittees are the House
Committee on Energy and Conmerce and the Senate Conmittee on
Banki ng and Fi nance. The respective House subcommittee is the
Subcommittee on Tel ecommunications and Finance; the Senate
subcommttee is the Subcommittee on Securities. In recent years,
t hese Congressional commttees and subcommittees held hearings on
the structure of U S. securities markets. In 1975, Congress
expanded the SEC s authority to regulate market structure. The

del i berative process leading up to passage of the resulting

Nati onal Market System Anendnents provides graphic illustration of
the interplay between the SEC and its external domestic
envi ronment . Initially, the Congressional oversight comrittees

preferred to grant the SEC nore authority than the SEC wanted to
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have to pronote "conpetition” anong mar ket pl aces t hr ough
devel opment of a national market system for securities trading.
The Comm ssion preferred to rely on a mx of disclosure and
incremental rule-making to pronote "conpetition,” rather than to
acqui esce in Congressional demands that it mcromanage the design
of the national narket system In the end, the SEC largely
prevail ed, as the 1975 Amendnents established goals for a national
mar ket syﬁten1 without directing the SEC to mcronanage its
structure.”®

Si nce passage of the 1975 Amendnents, the SEC has output steps
affecting market structure, such as allow ng exchange nenbers to
serve as dealers in stocks newy listed after April 26, 1979, and
encouraging market transparency through the developnment and
refinement of intermarket |inkages, including the Internmarket
Tr adi ng System t he Consol i dat ed Transacti ons Tape, and
Consol i dated Quotati ons System (Bronfman, Lehn and Schwartz 1994).

Both the United States Congress and the SEC take the position
that, in theory, foreign securities that are issued or traded on
United States exchanges should be subject to the same regul ations
and full-disclosure provisions as donmestic firms. However
practical considerations have led the SEC to use two sets of forns:
one for donestic firms and another for foreign firnms. These forns
have been revised over the years. According to current practices,
foreign issuers, in general, are required to file periodic
financial statenments with the SEC that are prepared in accordance

with United States Generally Accepted Accounting Principles (GAAP),
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or in accordance with a conprehensive body of accounting principles
t hat have been reconciled with United States GAAP.

To gain an understanding of the SEC s functioning within its
environment, in July 1995, March 1997, and Oct ober 2000, the aut rﬁr
conducted a series of background interviews of SEC personnel.®
Those discussions highlighted the symbiotic relationship between
the external environnent and the operations of the SEC. In the
American system of separation of powers between the Legislative,
Executive and Judicial Branches, wth its resultant checks and
bal ances, the SEC Chairman and Comr ssioners are nom nated by the
President and confirmed by the Senate. Congr essi onal Oversi ght
Committees wite the SEC Chairman who routes their inquiries to the
appropriate SEC division(s). And the Chairman annually testifies
bef ore Congress. Thus, the SEC is very responsive to Congress; it
revi ews proposed regul atory |egislation.

Menbers of Congress, Congressional staff, the news nedia,
especially The Wwall Street  Journal, foreign and donestic
institutional and individual investors, industry and interest
groups, such as The Business Round Table, The Anerican Bar
Associ ation, The Anerican Banking Association, The Financial
Executives Institute, and The Anmerican Institute of Certified
Public Accountants (Al CPA) subject the regulatory organization to
pressure. In addition, the New York St OCEI Exchange pressures
Congress, and Congress then pressures the SEC. '’

There are a nunber of formal and informal channels for

interaction between the SEC and its external environnent. SEC
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policy makers are regular readers of the financial press; they
consider what is witten there when fornulating policies. The SEC
is contacted daily by mail, phone, fax, and electronic mail. |Its
staff nmeets regularly wth interested groups and conpliance
of ficers. For exanple, the SEC has observers on projects of the
Fi nanci al Accounting Standards Board, the Anmerican Institute of
Certified Public Accountants, and the Auditing Standards Conmittee.
Thus, the SEC staff is very aware of the pressures from the
ext ernal environnent. However, to note that awareness is not to
say that the SEC responds positively to all such pressures. For
exanple, in the early 1990s, The New York Stock Exchange's former
Chairman, WIliam H Donal dson, engaged in a multi-year battle to
conmpel the SEC to allow '"world-class' foreign issuers to register
their securities for public offering, listing on a stock exchange,
or quotation on NASDAQ w thout a quantitative reconciliation to U
S. GAAP. In place of reconciliation, a witten explanation of the
material differences between the foreign issuer's hone-country
accounting practices and U S. GAAP would be permtted (Torres,
Decenber 21, 1990; Salwen, My 31, 1991; Power, January 7, 1992;
Si conol fi and Salwen, May 13, 1992). In testinony before the House
Tel ecomuni cations and Finance Subcommittee, former SEC Chairman
Breeden expressed little desire to alter accounting rules to
accomodate the NYSE' s plan. He commented: "Wthout this
protection, investors mght select a foreign conmpany's stock...only
to discover later that differences in accounting or auditing

standards nmade the foreign stock |ook better." He added that to
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let foreign conpanies list on U S. exchanges w thout the sane
di scl osures as U. S. conpanies "would seriously disadvantage U. S
firms in their hone market" (Salwen, May 31, 1991).

The |Internal Environnent. In addition to interactions with the

external environments, there are interactions within and between
the SEC staff itself which affect the policy-nmaking dynamcs,
resulting in consensus or dissensus. A well publicized exanple of
the later was fornmer Comm ssioner Philip Lochner, Jr.'s open
di sagreenent with former Chairman Breeden's rejection of former
NYSE Chairman Donal dson's suggestion that the SEC allow the NYSE to
list 200 to 300 world class conpani es w thout subjecting themto U.
S. accounting and disclosure requirenents (Salwen, My 9, 1991).
The SEﬁ continues to reject the NYSE s suggested approach (Roberts,
1994) .8

Undeterred, James L. Cochrane (1994), NYSE Senior Vice
President and Chief Economi st, argued it was necessary to find a
conprom se whereby a world class issuer, like Nestle, "can nove out
of an over-the-counter electronic pink sheet market, which has no
volunme reporting and no real tinme quotes, to a listed market-NYSE
NASDAQ or AMEX-whi ch has nore effective overall regulation, wthout
requiring U S. GAAP reconciliation.”

U S. securities regulation is a blend of federal oversight
and reliance upon Self-Regulatory Organizations (SROs), such as
the National Association of Securities Dealers (NASD), and the New
York Stock Exchange (NYSE). U S SROs wite and enforce their

own rules which are designed to "prevent fraudulent acts and
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practices, to pronote just and equitable principles of trade, to
foster cooperation and coordination wth persons engaged in
regul ating, clearing, settling, processing information with respect
to, and facilitating transactions in securities" (Quoted in
Bronf man, Lehn and Schwartz). The SEC conducts inspections of
SRO s and their rules. The SROs nust conply with the Securities
Acts, maintain open and efficient markets, and abide by their own
rules. The SEC may wite SRO s to request that they investigate a
particular matter. O the SEC may take a very active role in
reformng an SRO, as it did in the Nasdaq scandal stemm ng fromthe
Nati onal Association of Securities Dealers' (NASD s) failure to
i nvestigate what the SEC regarded as "clear indications of possible
vi ol ations" by Nasdag narket makers who, anong other conplaints

enriched thenselves with artificially wi de spreads between their
buying and selling prices (Taylor, August 29, 1996; Taylor and
Lohse, June 18 and August 9, 1996).

Since the md-1980's, the SEC s operational environnment has
changed due to advances in electronic technol ogies, t he
internationalization of securities markets, the «creation and
di ssem nation of financial derivatives, and the |ike. The SEC nust
be responsive to market forces and changes, such as the OCctober
1987 Crash. The SEC relies upon teans of accountants and | awers
to inplement its selective review system The teans consider
financial ratios and whether the registrant was reviewed within the
| ast three years. The ultimate consideration, in deciding whether

to litigate, is "Can the SEC prevail in the court of law?" \Wen
17



dealing with public conpanies, negotiation is affected by the
probability of prevailing in court.

The SEC is attuned to its need to operate within U S

Securities Laws. In discussions with foreign regulators, the SEC
seeks to avoid the appearance of arbitrary or despotic decisions.
I nsi stence upon adherence to U S. Securities Laws, the SEC staff
menbers interviewed nmaintained, helps to dispel noti ons of
arbitrariness. Thus, the U S.'s national legalistic culture
directly inpacts the SEC s interaction with foreign regul ators.

The political systens nodel facilitates understanding of the
Securities and Exchange Comm ssion's responses to such national and
i nternational pressures. Confronted by external and internal
pressures to ease the regulatory burden for foreign conpanies
wishing to list on U S. exchanges, the SEC has responded by taking
initiatives in tw arenas, donestic and international. In the
donestic arena, it has undertaken efforts to ease regulatory and
di sclosure requirenents for foreign issuers. Internationally, it
has forged bilateral and nultilateral relationships; it has taken
an interest in international harnonization of regulatory practices;
and it has assuned a leading role in the novenent to encourage the
devel opnment of international accounting standards. These responses

are not nutually exclusive; such efforts often overl ap.
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SEC Donestic Efforts to Ease Foreign |Issuer Regul atory Requirenents

In response to international and national globalization
pressures, in the 1980s and 1990s, to nake it nore attractive for
foreign issues to list on United States stock markets, the
Securities and Exchange Conm ssion responded by undertaking a
nunber of initiatives. Anong them are: (1) the devel opnent of the
Integrated Disclosure System (IDS); (2) the Miltijurisdictional
Di scl osure System (MIDS) between the U S. and Canada; (3) Rule
144- A provisions to ease private placenments, and Regulation S safe
har bor protection for securities offered for sale offshore; and (4)

t he adoption of the sinplification initiative in April, 1994.

The Integrated Disclosure System Pressured by demands in the late

1970s and early 1980s for regulatory sinplification, and with the
anti-regulatory sentinments of the Reagan Administration, the SEC
proposed easing reporting requirenments for domestic conpanies.
Forei gn conpanies wanted simlar changes for thenselves. The SEC
responded to the foreign feedback to its domestic proposals in
Novenber 1981, by proposing to streamline reporting requiremnments
for foreign issuers wishing to sell securities on U S. exchanges
(Wall Street Journal, Novenber 21, 1981).

The three major options available to foreign issuers for
entering U S. capital markets are: public listing, public
of fering, and private placenents. A public Ilisting is an

alternative available to a foreign issuer as a first step to a
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public offering; it requires a registration with the SEC on a Form
20-F. A public offering occurs when a foreign issuers decides to
list on a U S. exchange market to raise funds; the offering
requires a registration with the SEC, typically on a Form F-1
(Decker 1994). Private placenents are not public offerings; as
such, they are generally not regul ated by the SEC

In Decenber, 1982, the Comm ssion adopted the integrated
di scl osure system (IDS). Fornms F-1, F-2 and F-3 were presented as
short-forms for foreign privaHﬁ i ssues anal ogous to Forns S-1, S-2,
and S-3 for domestic issues.?® Form 20-F parallels its dqffstic
equi val ent Form 10-K, but requires less narrative disclosure.

The Conmi ssion indicated that Form 20-F was the basis for the
integrated disclosure system |Its format was altered substantially
to facilitate its use in the integrated system and to conform sone
of its language with correspondi ng provisions of Regulation S X or
to clarify the existing requirements. According to its terms, a
foreign private issuer nust include for itself and its consolidated
subsi di ari es and, where appropriate, its predecessors: (1) audited
bal ance sheets for the end of the two nost recent fiscal years; and
(2) audited statements of incone and changes in financial position
for each of the three fiscal years Eﬂeceding the nost recent date
the audited bal ance sheet was filed.™

By retaining the provisions of Form 20-F regarding industry
segnment reporting, executive conpensation, and non-requirenment of
adherence to U S. GAAP, the integrated disclosure system continued

to demand |ess disclosure from foreign private issuers than from
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Uus. firms. Use of forns F-2 and F-3 results in a significant
reduction of the disclosure filing burden due to their provisions
for incorporation by reference. Thus, there is a reduction in the
nunber of schedules which nust be presented. However, the sane
information nust be prepared; thus, there is no reduction in
accounting conmputational work. But, the information need not be
duplicated everywhere it is called for; rather reference is made to
where it is reported elsewhere in the docunentation filed by the
registrant with the SEC In taking these steps, the Comm ssion's
actions were consistent with its internal values; it balanced the
policies of (1) protecting u. S i nvestors by requiring
substantially the sanme disclosure from donmestic and foreign
issuers, with (2) pronoting the public interest by encouraging
foreign issuers to register their securities with the Commi ssion.
This policy action denonstrates the pressures placed by the
national and international environments upon the SEC to ease its
regulatory rules and the SEC s response - efforts to sinplify
registration requirenments for both donmestic and foreign securities
i ssuers.

Overl appi ng Arenas. An exanple of the overlap between the donestic

and international arenas in which the SEC operates was its
adoption, on Septenber 28, 1999, of changes in its Form 20-F non-
financial statenent disclosure requirements to conform them nore
closely to the International D sclosure Standards endorsed by the
International Organization of Securities Conmm ssions (I10SCO in

Sept enber 1998 (Securities Act Release No, 7745). The SEC i ntended
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t he changes to harnoni ze di sclosure requirenents on sel ected topics
anong the securities regulations of various jurisdictions. Anended
Form 20-F contains a revised definition of "foreign private
issuer”; and a new Item 8 specifying for foreign filers the form
content and age of financial statement requirements. Itenms 17 and
18 of Form 20-F have been retained wthout substantive change.

Except for the age of financial statements in a registration

statenent, the financial reporting requirements for foreign
registrants does not <change. In its final release, the SEC
conmment ed:

We believe 10SCO s disclosure standards represent a strong
i nternational consensus on fundanental disclosure topics, and
that they can be used to produce offering and listing docunments
that wll contain the sanme high level of information we
traditionally have required. Today we are revising our existing
foreign issuer integrated disclosure systemto incorporate fully

the international disclosure standards...

Thus, the SEC nodified the integrated disclosure systemfor foreign
private issuers in response to I0OSCOs proposals to change the
international disclosure environment. It bears recalling that the
SEC, as an |10SCO nenber, was itself closely involved in the

formul ati on those di scl osure standards.

The Miltijurisdictional Disclosure System In an effort to find

ways to encourage Canadian and United Kingdom (U K. ) conpanies to
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offer their securities on U S. exchanges, in March, 1985, (Release
No. 33-6568) the Comm ssion proposed two conceptual approaches: the
reci procal approach and the common prospectus approach. The UK and
Canada were chosen because issuers from these countries use the
U S. capital markets frequently and their disclosure requirenents

are nore simlar to those of the U S. than those of other countries
(I'ngersol |, February 28, 1985).

The reciprocal approach would consist of an agreenent by the
three countries that a prospectus accepted in one issuer's domcile
which neets certain mninmum standards would be accepted for
offerings in each of the participating countries. The comon
prospectus approach would consist of the devel opment of a comon
prospectus which would be sinmultaneously filed with each of the
country's respective securities admnistrations. The foreign issuer
woul d be subject to the sane liability provisions of the U S
securities laws as apply to domestic issuers, including the
liability for false or msleading Eﬂatenents contained in the
prospectus (Al kafaji and Kirsch 1988). 2

On June 21, 1991, the U S. Securities and Exchange Conm ssion
adopted the first nultijurisdictional disclosure system (MIDS) with
Canada. Biddle and Saudagaran (1991) have described the MIDS as "a
hybrid between the reciprocal approach and the common prospectus
approach. " The terms of the MDS permt eligible Canadian
conpanies to provide disclosure docunents prepared according to
Canadi an Securities regulatory requirements to satisfy U S

securities regulation and reporting requirenents. Concurrently, the
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Canadi an Securities Administrators (CSA) adopted a parallel
mul tijurisdictional disclosure system for use by U S. issuers in
Canada (Release No. 6902). The SEC hoped that the MDS woul d
encourage Canadian issuers to list on U S exchanges. A vl l
Street Journal staff reporter suggested that the MDS agreenent
woul d "open the door for simlar agreenents with other countries,
allowing foreign conpanies to offer securities wthout conplying
with what they see as burdensone reporting rules"” (May 31, 1991).
But the MDS wth Canada remains a unique arrangenent.
Negotiations with the U K have not borne fruit. Yet, the SEC
responded successfully to pressures to harnonize with Canada, and
it responded to feedback from its MDS experiences by renoving
further iEﬂedinents to transnational U S. - Canadian capital

formation.

Rule 144A and Regulation S Responding to demands from

institutional i nvestors, and recognizing that institutional
investors do not require the sanme degree of protection as smal

investors, the SEC issued Rule 144A, effective April 30, 1990

Rul e 144A provides a non-exclusive safe harbor exenption from the
1933 Securities Act registration requirements for resales to
eligible institutions, that is, those that own and invest at |east
$100 mllion in securities of non-affiliated investors, of
restricted securities that, when issued, were not of the sane class
as securities listed on U S. exchanges. The intention of the Rule

144A exenption was to | ower the cost of raising capital by nmeans of
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restricted offerings (i. e., private placenents) to eligible
institutional investors, and to inprove liquidity in the secondary
mar ket (Rel ease No. 33-6862). The SEC provided the exenption
because large institutional investors generally are considered
capable of performng their owmn due diligence and can adequately
assess investﬂents without the information provided by public
regi stration.

Also in 1990, the SEC adopted Regulation S to clarify the
extraterritorial application of the registration provisions of the
1933 Securities Act. The SEC recognized that for U S. conpanies
raising capital abroad, a principal issue is the reach across
nati onal boundaries of Section 5 registration requirenents.
Regulation S provides that generally any offer or sale of
securities that occurs within the U S. is subject to Section 5 of
the Securities Act and those that occur outside the U S. are not.

Additionally, the Regulation provides two "safe harbors"; one
applies to offers and sales by issuers, securities professionals
involved in distribution, their respective affiliates, and the
like, the "issuer safe harbor”; the other applies to resales by
ot her persons, the "resale safe harbor." Regul ation S adopted a

territorial approach to Section 5. The Conmmi ssion noted:

... The registration of securities is intended to protect the U S.
capital markets and investors purchasing in the U S narket,
whether U S. or foreign nationals. Principles of comty and the

reasonabl e expectations of participants in the global markets
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justify reliance on laws applicable in jurisdictions outside the
United States to define requirenents for transactions effected
of fshore. The territorial approach recognizes the prinmacy of the
laws in which a market is l|ocated. As investors choose their
mar kets, they choose the laws and regulations in such markets.
(Rel ease No. 33-6863)

Several conpanies have sold securities at a discount to
foreign buyers, who later sold the shares in the U S. at higher
prices, before they were eligible to be resold in the U S. This
was not the way the SEC intended the Regulation S safe harbor
provi sions be used. The SEC has responded to this unfavorable
f eedback by inposing new rules. Conpani es selling shares under
Regul ation S, or making other private placenents, nmust now discl ose
the securities offerings to investors. Regul ations S offerings
must be disclosed within 15 days of the offshore sales, |ong before
they are eligible for resale on U S. markets. Private placenents
must be disclosed in interim financial reports (Anderson October
10, 1996). This exanple illustrates that an SEC out put may generate
a response, in this case an undesirable one, which, as a result of
feedback, my serve as an external input (demand for change to
elimnate the abuse) which stinmulates the SEC to respond wth
further policy output.

Rul e changes such as Rule 144A and the MIDS gave rise to
concerns that disclosure standards would be diluted and U. S
conpani es placed at a conpetitive disadvantage in their own capital

mar kets. Testifying before Congress in 1991, former SEC Chairnan
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Ri chard Breeden acknowl edged that the Conm ssion was struggling
with the conflict between its mandate to protect U S. investors
and its stated objective of internationalizing capital markets. He
reiterated the SEC s insistence that foreign issuers making public
offerings in the U S. provide the sanme basic disclosures as U S
firms. He comented: "The Conmmi ssion has been concerned that
allowing foreign conpanies to list securities for trading on US
securities exchanges w thout providing the same disclosures that US
firnms are required to make woul d seriously disadvantage US firms in
their own market" (Carr 1991).

The Sinplification Initiative. Nevert hel ess, in Novenber, 1993,

t he SEC proposed a nunber of initiatives designed to streanline the
registration and reporting processes for foreign conpani es seeking
to list on U S. exchanges. Months later, on April 19, 1994,
Arthur Levitt, SEC Chairman, when announcing adoption of this
| atest series of disclosure rules for foreign issuers, observed:
"As our experience with foreign issuers grows, we will continue to
di scover ways to assist themwth the transition to our disclosure
system and therefore our markets, while not conprom sing in any
way our mandate to protect the American investor."” Also in 1994,
Ri chard Kosni k, while Associate Director, SEC Division of Corporate
Fi nance, indicated that the SEC had | earned from experience and had
identified several areas that presented problens to foreign
i ssuers. In response to those issues, the Conm ssion adopted the
initiatives discussed bel ow.

The final rule and anmendnents to rules and forns adopted
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(Rel ease  Nos. 33-7053; 34-33918) sinplify registration and
reporting requirements for foreign conpanies by: (1) extending to
foreign issuers the benefits of short-form and shelf registration
toEjhe same extent available to donestic conpanies using Form S-
3;® (2) streanlining financial statement reconciliation and
financial schedul e requirenents, including acceptance of Cash Fl ow
Statenments prepared in accordance with International Accounting
Standard No. 7, as anended; and (3) -expanding safe harbor
protection for analyst reports mﬂtﬂ respect to sizeable foreign
conmpani es publicly traded of fshore. *°

In addition, on Decenber 13, 1994, the SEC adopted three
rules. Two of them dealt with foreign private issuers; the third
extended to donestic U S. issuers accomopdations recently adopted
for foreign issuers.

The first rule anmended Regulation S-X and Form 20-F to all ow
foreign private issuers (1) flexibility in the selection of the
reporting currency used in SEC filings to permt stating primry
financial statenments using any currency in which reports to a
majority of its nonaffiliated securityholders are made; and (2)
streamined financial reconciliation requirenents for foreign
private issuers with operations in countriﬁﬁjmﬂth hyperi nfl ati onary
econoni es (Rel ease Nos. 33-7117; 34-35093)."

The second rul e anended Form 20-F to elimnate the requirenent
to reconcile certain differences attributable to the determ nation
of the nmethod of accounting for a business conbination, and the

anortization period of goodw Il and negative goodw ||, provided the
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financial statenents of the foreign private issuer conmply with I AS
22, "Business Conbinations," as anended, regarding these natters
(Rel ease Nos. 33-7119; 34-35095).

The third rule extended the SEC acconmopdations for foreign
issuers to domestic U S. issuers that are required to provide
financial statenents for significant foreign equity investees or
acquired foreign businesses; donestic registrants are granted the
option to provide such financials on a basis that conplies wth
Iltem 17 of Form 20-F which does not require the disclosures
prescribed by U S. GAAP and Regulation S X In addition, the
rul es incorporate the 30 percent threshold for providing such
reconciling information for donestic issuers as was %Eﬁlier adopt ed
for foreign issuers (Rel ease Nos. 33-7118; 34-35094).1

The changes introduced by the sinplification initiative are
striking and potentially long reaching in their consequences.
"(F)or the first tinme, the SEC has acknow edged non-U. S. standards
as appropriate for U S investor protection" (Stanford Advocate,
May 17, 1994). In addition, efforts to facilitate the entry of
foreign issuers into the U S. public capital markets have |ed
directly to proposals to streamine for U S. donestic issuers the
regi stration and di scl osure steps.

External pressures to anmend U. S. disclosure requirenents for
foreign private issuers stinmulated internal SEC response, which in
turn generated external outcones. In reaction to feedback regarding
its efforts to address foreign issuer needs, the SEC took action to

satisfy donestic issuers. This nove well illustrates the dynam c
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of the political systens franmeworKk.

Acconmmodat i ons. The SEC s separate integrated disclosure system

for foreign private issuers includes a nunber of accommpdations to
foreign practices and policies, including: (1) interim reporting
based on the foreign issuer's honme country and stock exchange
practices rather than the quarterly reports required of U S
i ssuers; (2) exenption from the proxy rules and insider reporting
and short swing profit recovery provisions; (3) aggregate executive
conpensati on di scl osure r at her t han i ndi vi dual executive
di sclosure, if that is permtted in the foreign issuer's hone
country;, (4) acceptance  of three International Accounti ng
St andar ds: I AS 7, Cash Flow Statenents; IAS 22, Busi ness
Conbi nati ons; and |AS 21, Qperations in Hyperinflationary
Econom es; (5) wupdating offering docunment financial statenents
principally on a sem -annual, rather than a quarterly basis; and
(6) an exenption from Exchange Act registration for foreign private
i ssuers that have not engaged in a U S. public offering or whose
securities are not traded on a national exchange or the Nasdaq
Stock Market. The accommopdati ons, one mght call them concessions,
reduce the foreign issuer's reporting burden conpared to the
typical U S. issuer's burden. Thus, annually, foreign issuers are
permtted to file fewer reports and disclose less information on
managenment conpensation; they are exenpt from proxy rules and
i nsider trading provisions. Di scl osure requirenments inmposed upon
donmestic issuers in the name of investor protection are reduced or

wai ved for foreign issuers in order to facilitate their access to
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u. S. securities markets. The SEC inplies that t hese
acconmodations help to account for the dramatic increase in foreign
private issuers to over 1,200 as of Decenber 31, 1999 (Current

Accounting and Discl osure |Issues June 30, 2000).

One-on-One I nitiatives

Wil e the SEC has taken a nunber of fornmal actions to ease the
entry of foreign issuers into U S capital markets, Robert
Bayl ess, Chief Accountant of the SEC s Division of Corporation
Fi nance, has indicated that it also operates "adm nistratively and
informally" to encourage foreign issuers to cone to the United
States narkets. It encourages foreign issuers to contact its
staff. It has established special procedures specifically to
assist foreign issuers. A prospective registrant may submit draft
di scl osure materials confidentially, receive staff coments, and

resolve matters before the public offering takes place.

It is true that the SEC just does not conprom se its core issues-
-the primacy of i nvest or protection and the need for
reconciliation to U S. GAAP—-but we have found that through a
direct dialogue we are able to help foreign conpani es address the
i ssues, to resolve themin a practical and effective way. | think
that they have found in alnost all cases that they are able to
offer their securities with much less difficulty or delay than they

had initially anticipated (Bayl ess March 1996).
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In background interviews in July, 1995, and March, 1997, SEC
staff menbers told the author of their work with individual foreign
registrants to famliarize themwth the U S. registration system
and to facilitate their wunderstanding of it. They offered the
opinion that the SEC is flexible, and responsive (despite its full
di scl osure system, and that foreign corporations are increasingly
perceiving it as so. The SEC staff tries to help potential foreign
regi strants cut through the red tape. Decker (1994) and MConnel
(1994) provided i ndependent confirmation of this. Decker, Partner,
Coopers and Lybrand, New York City, observed: "The SEC wants the
process to worKk. They do not want foreign conpanies avoiding the
U S. markets because the regulatory process is too conplicated and
burdensonme to deal wth. They will work with you. They are
cooperative and trying to do everything they can to make the
process as painless as possible.” Noting that the availability of
data is one of the main obstacles foreign issuers confront in
preparing a registration statement, MConnell, Managing Director
Bear Sterns & Co., New York City, stated: "My experience with the
SEC is that it is very flexible regarding mssing historical
i nformation."”

The exanple of Daimer-Benz, in the opinion of the SEC staff,

got a lot of press at the tinme it becanme the first German conpany
to list in the U S. Wdely reported in 1993 were Dainler-Benz's
di scl osure of $2.45 billion in hidden reserves, and the concessions

the SEC allegedly nade to Dainler-Benz, such as allowing it to
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pr esent its financial data for the first time wthout
correspondence to U. S. accounting principles, and regarding its
treatment of goodw Il. Former SEC Chairman Breeden maintai ned that
the SEC gave up nothing in negotiations with the German conpany
(Aeppel, March 25, 1993; Wiitney and Roth, March 29, 1993; and
Raghavan and Harlan, March 31, 1993). In background interviews
with the author in March, 1997, SEC staff nenbers argued that they
regarded Daimer-Benz as one in a long line of foreign issuers
seeking to register on U S exchanges. The SEC nmade no
significant concessions to Daimer; it was required to reconcile to
U S GAAP. The staff pointed out that where the reconciliation
occurs, the format of the statements or the footnotes is not
material; what matters s the disclosure of the required
i nformation.

VWiile it is true that the entry of Daimer-Benz into the U S
securities market did not cause a flood of German conpanies onto U.
S. exchanges, a handful have followed, including Deutsche Tel ekom

In addition, Veba AG and Hoechst AG were expected to seek |isting
on the New York Stock Exchange (Steinmetz 1997).

Neverthel ess, the efforts of the SEC to ease the regulatory
burden for foreign private issuers have borne fruit. In 1990, 434
foreign issuers were reporting in the U S As of March 13,
1997, there were 914 reporting foreign issuers from48 countri es.

(See Table 2.) O the foreign private issuers, 386 were Canada
based conpanies; 87 United Kingdom based; 74 Israel based; 30

Mexi co based; over 100 were from energi ng market countries; but
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only eight were Cermany based. In 2000, there are nore than
1,200 foreign registrants, from 57 countries (2000 Annual

Report).

Table 2. Reporting Foreign Issuers As of March 13, 1997: Summary

| nf ormati on

COUNTRY NUVBER OF REPCORTI NG COUNTRY NUVBER OF REPORTI NG

COVPANI ES COVPANI ES
Canada 386 Brazil 5
Uni ted Ki ngdom 87 Fi nl and 5
| srael 74 Hong Kong 5
Mexi co 30 Li beria 5
Net her | ands 29 Cayman | sl ands 4
Australia 27 Col onbi a 4
Ber nuda 24 Denmar k 4
Chile 21 Kor ea 4
Japan 21 New Zeal and 4
France 19 Por t ugal 4
Argentina 13 Venezuel a 4
Italy 13 Peru 3
I rel and 12 Si ngapor e 3
Sweden 12 Bel gi um 2
British Virgin Islands 11 Panama 2
| ndonesi a 10 Phi | i ppi nes 2
Ger many 8 Bel i ze 1
Luxenbourg 8 Bot swana 1
Spai n 8 Ghana 1
Net herl ands Antilles 7 Papua New Qui nea 1
Nor way 7 Russi a 1
South Africa 7 Switzerl and 1
Bahamas 6 Tai wan 1
Chi na 6 Zambi a 1
TOTAL 914

Source: United States Securities and Exchange Commission. Division of Corporation Finance. 1997.
Monthly Statistical Report. (February (sic)): 33.
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Multilateral and Bilateral Actions

The SEC has sought to develop ways to inprove internationa
mechani sms  for effective market surveillance and informtion
sharing, and for international cooperation in the investigation and
prosecution of cross-border fraudulent and market manipul ative
activities. Internationalization of securities trading has
resulted in a greatly increased need to obtain foreign based
information to protect U S. markets and investors from cross-
border fraud and other potential violations of U S. securities
| aws.

Since 1977, the U S. has used international agreenents for
t he procurenment of information and evidence as an alternative neans
to hostile litigation for discovery in crimnal cases. The U S
has entered into at least 15 bilateral treaties to provide nutua
assistance in crimnal matters. The SEC itself has negotiated its
own Menoranda of Understanding with foreign regulatory authorities
to facilitate assistance in crimnal, civil and admnistrative
matters (Mann, Mari and Lavdas 1994). MOUs are formal agreenents
between the U S, SEC and foreign governnents or securities
agenci es for sharing information.

In response to the changing international securities trading
environment, the SEC created the Ofice of International Affairs to
bol ster international teammrk in enforcenent by setting up
information sharing accords wth other nations and directing

enforcenment activities under those agreenents. In 1989, the SEC
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signed the first Menoranda of Understanding (MOUs) with French and
Dutch regul ators. These agreenents facilitated the exchange of
information on insider trading, fraud, corporate disclosure and
other potentially illegal activities. The SEC negotiated these and
subsequent MOUs for shari ng i nformation and facilitating
cooperation in SEC and foreign agency investigations and judicia
proceedings, and to formalize nmethods to request and provide
information in connection with SEC and foreign agency efforts to
adm ni ster and enforce their respective securities laws. MJUs have
certain advantages over treaties: they take less tinme to negoti ate,
do not require ratification and usually are nonbinding agreenments
between regulators interested in facilitating mutual assistance
(Mann, Mari and Lavdas 1994). At the time the first MOUs were
si gned, SEC  Chairman Ri chard Br eeden observed that t he
international nature of securities markets had "hei ghtened the need
for constant coordination anong regul ators" (Salwen, Decenber 19,
1989). Prior to the establishnment of such agreenents, the SEC
could request foreign corporations supply information but was
essentially powerless to obtain it if foreign corporations refused
to voluntarily cooperate by turning over records or docunents.
Thus, the SEC was often hanmstrung in its enforcement efforts.
Menor anda of Understanding were seen as an appropriate response to
the SEC s growing need to nonitor international securities trading
and to enforce U S. securities regulations on foreign issuers.

Over the past decade, the SEC has forged bilateral and

multilateral relationships with foreign regulators. It has entered
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into at least thirty Menoranda of Understanding (MOUs), and other
| ess formal agreements, to establish channels for sharing
information and providing conprehensive enforcenent assistance in
nearly all facets of the securities nmarkets. MOUs have i nproved
the SEC s ability to detect and prosecute violations of U S
securities laws where information is needed from abroad. Anobng the
first nations with which the U S. SEC concluded MOUs were Canada,
Japan, Switzerland, and the United Kingdom In recent years, MOUs
have been signed with Australia, Cctober 1993; China, April 1994;
Hong Kong, October 1995; Russia, Decenber 1995; and Israel and
Egypt, February, 1996 (1994 Annual Report, 20-21, and 1996 Annua
Report, 29-30).

Table 3 summarizes the international requests for assistance
made and received by the SEC between fiscal years 1990 and 1999. It
i ndi cates that nmpst SEC requests were for enforcement assistance;
these increased from 173 to 336, or approximately 98 percent.
Foreign requests to the SEC for enforcenent assistance increased
approxi mately 460 percent, and for technical assistance al nost 650
per cent. Wiile SEC requests increased during this time frane,
foreign requests have increased even nore dramatically. Thi s
denonstrates that foreign regulators are as aware as the SEC of the
need for international cooperation to ensure transparent markets
and investor protection in an era of global securities trading, and
illustrates the interplay between the international and U S
donmestic regulatory environnents. It also shows that political

cultural values of the U. S. can influence the outcome of

37



international interactions such that the U S. may achieve not only
donmestic market transparency but also greater international market

transpar ency.

Table 3. International Requests for Assistance Made to and Received by the U S. Securities and
Exchange Commi ssion

Fi scal Year
Type of Request 1990 1991 1992 1993 1994 1996 1999

SEC Requests to
For ei gn Gover nnments

Enf or cenent Assi st ance 173 145 191 213 223 230 336
Enf orcenent Referral s 2 6 7 1 2 N A N A
Techni cal Assi stance 2 0 2 6 1 N A N A
Total s 177 151 200 220 226 N AN A
the SEC
Enf or cenent Assi st ance 98 160 184 232 296 342 550
Enf orcenent Referral s 2 7 11 16 10 N A N A
Techni cal Assi stance 30 44 58 59 78 136 244
Total s 130 211 253 307 384 N A N A

N A = not avail able

Source: United States Securities and Exchange Commission. 1994 Annual Report, p. 22; 1996 data
from 1996 Annual Report, pp. 28 and 30; 1999 data from 1999 Annual Report, pp. 17 and 19.

In addition to negotiation of MOUs, the SEC provides technical
assistance to energing securities markets in order to help them
devel op regulatory infrastructures to pronote investor confidence.

And, the  SEC, through its i nvol venent in international
organi zations, avails itself of the opportunity to pronote its
Vi ewpoi nts on inportant issues that affect the Arerican securities
markets and its own regulatory program and to assist in the

devel opment of an international consensus on these issues. For
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exanple, in 1999, the SEC participated in the work of The
I nternational O ganization of Securities Conm ssions, the Council
of Securities Regulators of the Anmericas, the Oganization for

Econom ¢ Cooperation and Devel opment, and the like (1999 Annual

Report, 13-16). Thus, the SEC not only responded to external
environnmental pressures, it sought to take proactive nmeasures

(outputs) to influence external actors.

The SEC and Har noni zati on

Securities and Exchange Commission efforts to participate in
gl obal harmoni zation of accounting standards and securities
regul ation serve to indicate various ways in which the SEC has
interacted with the international environnent and responded to

pressures fromit.
The SEC s Phil osophy. An SEC policy statenment on regulation of

international securities markets, issued on Novenber 15, 1988, is a
good exposition of the legalistic values, expressed as policy
goals, that have guided the SEC s harnonization efforts for many
years. In it, the SEC noted that "Mitually acceptable
i nternational accounting standards are a critical goal because they
will reduce the wunnecessary regulatory burdens resulting from
current disparities between the various national accounti ng
standards. " It encouraged securities regulators and accounting
prof essional s throughout the world to continue efforts to harnonize
i nternational accounting standards with the twin ains of increasing
conparability and reducing costs. However, the SEC expressed its
concern that harnonization of accounting standards is nerely one
piece in the process of developing an effective regulatory
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structure for an international securities market system The
features of such a system woul d incl ude:
1) Efficient structures for dissem nation of quotation, price,
and vol unme information, order routing and execution,
cl earance, settlenent, and paynent, as well as strong
capi tal adequacy standards;
2) Sound di scl osure systens, including accounting principles,
audi ti ng standards, auditor independence standards,
regi stration and prospectus provisions, and |isting
standards which offer investor protection while bal ancing
costs and benefits for nmarket participants; and
3) Fair and honest markets, achieved through regul ati on of
guesti onabl e sal es practices, prohibitions against fraudul ent
conduct, and extensive cooperation.

To achieve these objectives, national securities regulators wll
need to work closely with their foreign counterparts and seek to
develop international approaches to world securities rmarket
problenms, including bilateral and nmultilateral relationships.
Thr oughout the policy statenent, the SEC expressed its concerns for
i nvest or protecti on, what ever steps are taken to further
internationalization of securities markets. The SEC stated
categorically: "The goal in addressing international disclosure and
regi stration problens should be to mnimze regulatory inpedinents
wi t hout conpromi sing investor protection.” The SEC was announci ng
its preference for legalistic control, wuniformty, caution in
regul ati on of disclosure, and transparency.

Interaction with International Organizations. The SEC s approach

to har noni zat i on has i nvol ved active observati on of , and
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participation wth, international organizations, such as the
International Accounting Standards Conmittee (1ASC) and the
International Organization of Securities Comm ssioners (1GSCO).
Since its founding, the IASC s underlying objectives have been to
issue international accounting standards to be used to present
audited financial statenents, and to pronote their acceptance and
observation worl dw de.

From Cctober 7 to 9, 1992, the 1ASC Board nmet in Chicago.
Wal ter Schuetze, then SEC Chief Accountant, spoke to the 1ASC
Boar d. He stated that he supported the efforts of the IASC to
"harnoni ze" financial accounting and reporting standards; investors
wor | d-wi de woul d benefit from them He outlined four regulatory
options available to regulators who confront different accounting
standards in different countries: (1) host country regul ations; (2)
mul tijurisdictional disclosure; (3) mutual recognition of foreign
regul ations; and (4) international financial accounting "esperanto”
pronul gated by the | ASC. The "esperanto” approach "holds out the
nost promise for international investors and creditors and,
per haps, issuers."” Schuetze indicated that if the | ASC promul gated
standards which were both relevant and reliable, sinple and
practical, it may force national standards to converge along the
l'ines of international standards (1ASC Insight, Decenber 1992).

As noted above, in April 1994, the Securities and Exchange

Commi ssion, issued proposals that reflected a wllingness to
conprom se on certain accounting matters. |ASC Insight (June 1994)
cormented that this was "(p)erhaps to the surprise of sone.” The
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proposal s touched upon (1) the anortization of goodwill; (2) the
di stinction between acquisitions (purchases) and unitings of
interests (poolings) in business conbinations; and (3) foreign
subsidiaries operating in the currency of a highly inflationary
econony. For each, the SEC proposed that a foreign private issuer
that conformed with the relevant parts of International Accounting
St andards need not anend the treatnment for the purpose of U S
GAAP reconciliation. Also, the SEC confirned that it would accept
cash flow statenents presented by foreign issuers in conformty

with IAS 7. (See Endnote 13.) [|ASC Insight (June 1994) comented:

... The proposal is significant...because it focuses on three
i ssues that have caused problens for foreign issuers in the United
States - and, in each case, US GAAP and International Accounting
Standards are different. It would have been nmuch easier for the SEC
to propose the acceptance of those requirenents in Internationa
Accounting Standards that are t same as US GAAP - but that would
not have hel ped foreign issuers.

The U. S. SEC is a nenber of the International Organization of
Securities Commissions (10SCO); it is conmtted to support |10OSCO
initiatives. IOSCO is a non-profit organization, incorporated
under a private act sanctioned by the Quebec National Assenbly; it
is an association of securities regulatory organizations.
Established in 1974 as an Inter-Anerican regional securities
organi zation, 10SCO s nenbership has expanded to over 100 nmenbers,
representing nost of the world' s securities regulators, from post-

industrial to emerging markets. | OSCO functions through: (1) an
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Executive Conmittee, which oversees and nekes decisions for the
organi zation; (2) a Technical Conmttee, which studies issues in
post-industrial securities markets; and (3) an Energing Markets
Committee, which is conposed of regulatory authorities from newer
or less developed nmarkets. The SEC is a nenber of both the
Executive and  Techni cal Conmi tt ees; bot h conmittees meet
periodically throughout the year. The Executive Committee's
responsi bilities include annual budget approval and recomendati ons
regardi ng new nmenber adm ssions. The SEC is an active participant
in the work of | OSCO s  Techni cal Commi ttee, conposed  of
representatives of sixteen regulatory agencies that regulate sone
of the world' s larger and nore devel oped securities markets, and
its Wrking Party No. 1 on Multinational Disclosure and Accounting
(Mann 1996) .

For a nunber of years, the SEC worked with nmenbers of 10SCO to
develop a set of international standards for non-financial
statenment disclosures to be used in cross border offerings and
listings. The purpose of such disclosure standards is to
facilitate cross border capital raising and listing by enabling
conpanies to conply wth one set of non-financial disclosure
requi renments for offerings in several jurisdictions. I n Sept enber
1998, the SEC nodified its Form 20-F non-financial disclosure
requi renents to conformclosely to the 1 0SCO endorsed |nternational
Di scl osure Standards.

As noted, the SEC has been closely involved with 10SCO s

Techni cal Committee. The Technical Comrittee's objective is to
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review major regulatory issues dealing wth international
securities transactions and to coordinate practical responses to
t hese issues. The Technical Committee's work is divided anpong
speci alized Wrking G oups which deal on a continuous basis wth
the Commttee's five major functional subject areas. The subj ect
areas are: Miltinational Disclosure and Accounting; Regulation of
Secondary Markets; Regul ation of Mrket Internediaries; Enforcenent
and the Exchange of Information; and |nvestnent Managenent (1 OSCO
Annual Report 1995 and 1996, and www. i osco.org, April 23, 1997).
SEC Chairman Arthur Levitt is one of the two United States
menbers of the Technical Commttee. The Committee has stated that
"a primary inpedinment to international offerings of securities is
that different countries have different accounting standards.”
| OSCO has concl uded that increased harnonization should be pursued

vi gorously through the I ASC.

The Core Standards Work Program On July 9, 1995, the Board of the
| ASC and the Technical Conmittee of the International Organization
of Securities Comm ssions (10OSCO) issued a joint press release to

announce:

... The Board has developed a work plan that the Techni cal
Commttee agrees will result, upon successful conpletion, in IAS
(I'nternational Accounting Standards) conprising a conprehensive
core set of standards. Conpletion of conprehensive core standards

that are acceptable to the Technical Conmittee wll allow the
Technical Conmittee to recommend endorsement of |AS for cross-
border capital raising and listing purposes in al | gl obal
mar ket s. . ..
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The target date for conpletion was m d-1999.

Confronted by increasingly strong demand for |International
Accounting Standards which international conpanies could use for
reporting purposes in future additional stock offerings, and
encouraged by |10SCO nenbers, including the European nenbers, the
Canadi an nenbers, and the U S. SEC, in an April 3, 1996 press
rel ease, the I ASC announced the acceleration of its work program
March 1998 became its new target date for conpletion of the Eﬂre
set of standards covered by its agreement with 10SCO %
(Subsequently, the I ASC announced postponenent of the conpletion
of its <core standards project to Novenmber 1998 (Journal of
Account ancy, January 1998, 16-17).

In an April 11, 1996 press release, the U S. SEC indicated it
was "pleased that the 1 ASC has undertaken a plan to accelerate its
devel opment efforts...." The SEC "supports the ASC s objective to
devel op, as expeditiously as possible, accounting standards that
could be used for preparing financial statements used in cross-
border offerings.” It noted that there are three key elenents to

the 1ASC s program and the SEC s acceptance of the results: (1) a

core set of conpr ehensi ve, general ly accept ed accounti ng
pronouncenents; (2) high quality standards which result in
conparability, t ransparency, and full di scl osure; and (3)

rigorously interpreted and applied standards. Once the [1ASC
conpleted its project, acconplishing these key elements, "it is the
Commission's intention to consider allowing the utilization of the

resulting standards by foreign issuers offering securities in the
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U S (italics added)." Thus, the SEC did not agree to automatically
accept the IASC s core body of standards, but expressed its
"intention to consider" their use.

In a Decenber 10, 1996 address to the 24th Annual Nationa
Conference on Current SEC Devel opments of the American Institute of
Public Accountants, SEC Chairman Arthur Levitt drove this point

honme forcefully. He commented:

...acceptance of | ASC standards is not a foregone
conclusion. The decision regardi ng acceptance of |ASC standards
will be nmade after the core standards are conpl eted, based on the
subst ance of those standards...

...international standards nust produce financial reporting

with the sane credibility and integrity produced by US standards.

They need not reproduce the words of US GAAP--but they nust yield
the same results, in ternms of credibility and integrity.

Nor are we about to jettison US GAAP in favor of international
standards. US GAAP will remain an integral conponent of our capital
markets.... (pp. 3 - 4)

From Levitt's remarks it can be seen that while the SEC is
confronted with donmestic and international pressures to adopt the
| ASC s core standards upon their conpletion, it makes no guarantee
that it will do so. There remained a tension between the SEC s
nati onal environmentally inposed |egal nandate to protect investor
interests and a search for the appropriate responses to donestic

and international pressures to harnonize. In the interplay between
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the national and international environnental pressures upon it, the
Securities and Exchange Conm ssion's responses are conditioned by
the U S. culturally inposed, legalistic values. The SEC cannot
ignore its mandate to protect investors' interests in adequate
reporting and disclosure, nor its enforcenent role; thus, it tends
to take rather deliberat eDacti on in response to external and
internal stimuli to change.?

From July 9, 1995 through late 1998, the [1ASC worked
diligently to conplete the core standards program In a news
rel ease dated Decenber 17, 1998, the |ASC announced that, on the
previous day, its Board had approved I AS 39, Financial Instrunents:
Recognition and Measurenent. This conpleted the |ast major project
of the work program agreed with 10SCO in 1995.

For mer | ASC Chai r man, Stig Enevol dsen, comrent ed: "By
finalising our core standards, we have lived up to the comm tnent
we made to 1 OSCO in 1995. It is now up to 10OSCO to carry out a
timely review of the core standards, so that |10SCO can consider
endorsing International Accounting Standards for cross-border
capi tal raising and listing in al | gl obal mar ket s. "
(www. i asc. org. uk/ news/ cen8_59. ht m

During the period the I1ASC worked on developing its core
standards, there was considerable correspondence of a highly
t echni cal nature between |10SCOs Wrking Party Nunber 1,
collectively, and by its individual nenber organizations, such as
the U S Securities and Exchange Commi ssion, and the [|ASC s

Secretary General, Sir Bryan Carlsberg. The letters dealt wth
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various aspects of |ASC Exposure Drafts and included suggestions
for their nodification and inprovenent. The SEC staff sent 14
separate letters on 8 different proposed standards: [|AS 1,
Presentation of Financial Statenments (Revised 1997) (3 letters);
IAS 12, Inconme Taxes (Revised 1996) (1 letter); IAS 14, Segment
Reporting (Revised 1997) (3 letters); |IAS 17, Leases (Revised 1997)
(1 letter); IAS 19, Enployee Benefits (Revised 1998) (1 letter);
IAS 32, Financial Instrunments: Disclosure and Presentation (1
letter); IAS 38, Intangible Assets (2 letters); and I|AS 39,
Financial Instrunments: Recognition and Measurenment (2 letters).
(See Appendix D, of 10SCO Technical Conmmttee's |ASC STANDARDS -
ASSESSMENT REPORT, for a list of these letters. They are avail able
in the Public Reference Room U S Securities and Exchange
Commi ssi on, Washington, D. C. File No. S7-04-00.)

Besides directly corresponding with the IASC, the SEC staff
was intimately involved in the deliberations of |10SCO Techni cal
Commttee's Working Party Number 1. It frequently chaired the

Wrking Party; it typically sent three or four representatives to

its neetings. |OSCO letters to the 1ASC often bear the signature
of a SEC staff person. In addition, a SEC staff nenber regularly
attended |ASC Board neetings, and Standing Interpretations
Commttee (SIC) neetings. Thus, the SEC interacted extensively

with its extenal enviroment throughout this process, both receiving
inputs from it and generating outputs to it in an endeavour to

i mpact and influence the ultinmate outcone, the | ASC core standards.
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| OSCO s Endor senent. On May 17, 2000, in a press release, |0SCO

announced the conpletion of its assessment of the IASC s core
st andar ds. It recormended that its nenbers "allow nultinationa
i ssuers to use 30 | ASC standards, as suppl enent ed by
reconciliation, disclosure and interpretation where necessary to
address outstanding substantive issues at a national or regional
| evel . "

During his Cctober 2000 interviews of SEC staff nenbers, the
author was renmnded of the qualified nature of the 10SCO
endorsenment. In order to receive the support of the SEC and ot her
Wirking Party menbers, anong them some Western Europeans, |OSCO had
to agree to the supplenental treatnents. These enable the
i ndi vidual 10SCO nenbers to choose to require one or nore of them
in inplenenting the IASC core standards in their jurisdictions.
This induces a nmeasure of flexibility in their application, and may
encour age individual 10SCO nenbers to recommend endorsing IASs in
their respective jurisdictions. An additional factor inducing the
SEC to support 10SCO s qualified endorsenent was the decisioE]of
the IASC itself to reorganize along |ines agreeable to the SEC. ??

The SEC s International Accounting Standards Concept Rel ease. I n

February, 2000, the SEC issued Concept Release: International
Accounting Standards. The purpose of the Concept Release was to
request input on "whether the IASC standards: 1. constitute a
conprehensi ve, generally accepted basis of accounting; 2. are of
high quality; and 3. can be rigorously interpreted and applied. In

the release, the SEC requested comment upon 26 questions which it
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grouped into two categories: (1) criteria for assessnment of the
| ASC standards; and (2) possible approaches to recognition of the
| ASC standards for cross-border offerings and listings. In the
first category, are 20 questions, three of which deal with the
st andar ds' conpr ehensi veness; four relate to the standards’
quality; and 13 deal with the ability to rigorously interpret and
apply the standards. The questions dealing with interpretation and
application are subdivided into those that deal wth: users
experience to date with the international standards; the need for
an international financial reporting infrastructure; the role of
the standard-setter in interpreting the standards; the role of the
auditor in their application; and the role of the regulator in
their interpretation and enforcenent. Comments were due on or
bef ore May 23, 2000.

The questions the SEC asked in the comrent rel ease reflect the

regul atory agency's legalistic commtnent to: (1) high quality

standards that "deliver transparent, consi stent, conpar abl e
relevant and reliable financial information"; (2) audits that
subj ect financial statement information to "independent and
objective scrutiny, increasing the(ir) reliability"; (3) the

regul atory oversight "essential to the success of a high quality
financial reporting framework." Thus, the SEC s questions deal not
only with the IASC s standards quality, but also with audit and
enforcement issues, as well as whether reconcilliations to U S
GAAP should be required of foreign issuers who report on the basis

of 1 ASC GAAP.
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The SEC received 93 conment letters, totaling nore than 700
pages. Responses to the Concept Release run the gamt from
statenents indicating that I ASs are high quality ones which require
no reconciliation to U S. GAAP, to the opposite extreme, that they
are of lesser quality to U S. GAAP standards requiring full
reconciliation. Many commentors express opinions sonmewhere between
t hese extrenes. Several comrentors note that there is a
phil osophical difference between [IASs and U S. Statenents of
Fi nanci al Accounting Standards (SFASs). | ASs are conceptual in
nature, allow ng considerable preparer latitude for judgement in
their inplenmentation; SFASs are highly specific, rul e- based
docunents that greatly restrict preparer judgenent. The conmentors
who support the SFAS rul e-based approach tend to suggest that the
SEC require sone sort of reconciliation (this includes the U S
Fi nanci al Accounting Standards Board). Those who support the |AS
concept - based approach argue that reconciliation is unnecessary,
that, in fact, little significant information is contained therein

whi ch could not be gotten through a careful reading of the issuer's

publ i shed statenents. U S. comentors usually fall in the rule-
based/reconciliation group; non-U S. commentors nore often fall in
t he conceptual /non-reconciliation group. A nunber of comrentors

chal l enge the appropriateness of the SEC questions dealing wth
auditing and infrastructure issues to the evaluation of the core
st andar ds. (The 48 comrent letters filed electronically are
avai lable on-line at www. sec.gov/rul es/s70400. htm hard copies of

all coment letters are available in the SEC s Public Reference
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Room File No. s7-04-00.)

The SEC is presently conpiling the comments and preparing to
analyze them in connection with its review of the |ASC core
st andar ds. Since the SEC is still within the review period, and
has not yet taken its official position, SEC staff nenbers would
make no comrent on the record about the core standards to the
author when he visited the SEC early in October, 2000.
Nevert hel ess, based on those discussions, it is apparent to the
author that the SEC is likely to react positively to the core
st andar ds. VWile it is unclear at this point what form that
reaction will take in substance, a general outline does energe. To
the author, it appears likely that the SEC will parse the IASs into
groups: (1) IASs that are acceptable, requiring no reconciliation
to U S. GAAP, as they are of conparable, or better, quality to
their U S. counterparts; (2) IASs that are acceptable, requiring
sonme reconciliation; and (3) |IASs whose alternative treatnents are
acceptable, requiring use of the alternative treatnents. (This
would be a mddle ground between (1) the SEC s present acceptance
of three 1 ASs, without reconcilliation, in conbination with U S
GAAP or reconciled foreign GAAP reports, and (2) the presently
acceptabl e reporting according to IAS GAAP with full reconciliation
to U S. GAAP.) There is yet a fourth possibility; some |ASs may
not be found acceptable. This possibility, however, was not raised
by the SEC staff.

In support of these observations, the author remnds the

reader of the SEC s deep involvenent in the work of Wrking Party
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No. 1 of 10SCO s Technical Committee as it cooperated with the 1 ASC
in the three and one half year effort to develop the core
st andar ds. Also, in My 2000, 10SCOs Board of Presidents
unani nously endorsed the core standards; the SEC has a
representative on the Board. The SEC has a major investnment in the
devel opment of the core standards; it is unlikely to do an about
face and reject the work of the I ASC

Furthernore, given the strong nmeasure of support for U S
commentors for reconciliation, the SEC is unlikely to ignore their
demands entirely. Thus, it is probable that the SEC will retain
some neasure of reconciliation in its response to the 1ASC s core

st andar ds.

Concl usi on

The trend to globalization of securities offerings has not
gone unnoticed by U S. traders and regul ators. Donestically and
internationally the SEC has been pressured to ease the regulatory
burden for foreign private issuers wishing to list on U S
exchanges, and to participate in the international harnonization of
accounting regulations and disclosure requirenents. u S
investors and securities traders have argued that U S. securities
markets would lose their conpetitive edge to non-U S. markets
whi ch have |ess stringent regulatory, registration and reporting
requi renents. Thus, there would be an outflow of investnent

capital to foreign markets to the detrinent of U S. securities

53



mar ket s. Foreign issuers have conplained about the U S SEC s
stringent regulatory and disclosure requirenents and the
prohi bitive costs of conmplex reconciliations to U S. GAAP

In the political systems interpretive franmework, the SEC
subculture within the larger legalistic U S. political culture has
been subjected to external and internal stinmuli (pressures). The
SEC has responded to these stinmuli by changing its regulatory
requirements for foreign private issuers, by participating in
i nternational harnonization efforts and by negotiating Menoranda of
Under st andi ng, by accepting foreign financial statements prepared
in accordance wth sone International Accounting Standards
Committee standards, and by working on a one-on-one basis wth
foreign issuers seeking entry to U. S. securities markets.

In an individualistic, legalistic political culture |ike that
of the
U S., individuals are expected to take care of thenselves. In

order for themto be able to do so, they rely upon |aws, rules and

regulations to level the playing field. When investing, a |eve
playing field is secured through full and fair disclosure of
information, i. e., transparency. This is achieved through

regul ation of publicly traded corporations and the information they
are required to disclose.

The SEC s responses to external stinmuli have been
circunscribed by its legal mandate to protect the U S. investing
publ i c. Over the past decades, SEC spokespersons repeatedly have

voi ced their concern about the need to protect U S. investors
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whil e undertaking efforts to internationalize capital markets. So
often is this need mentioned, that it is difficult to argue that
the SEC is giving nmere lip service to its mandate. Rather, it is
an explanation for the deliberate approach the SEC has adopted to
easing the regulatory burden for foreign private issuers.

Furthernore, recent SEC initiatives to permt adherence to
i nternational accounting standards are even nore striking in that
they represent mjor shifts away from insistence upon strict
adherence to, or reconciliation to, U S. GAAP. Thus, the SEC has
interacted with the harnonization efforts of the IASC in a positive
manner, validating the quality of the standard setting work of that
body. This is highly significant as, by doing so, the SEC has
acknow edged for the first time that non-U S. standards provide

sufficient transparency and are appropriate protection for U S

i nvestors.

Still, it bears recalling that the SEC has nmade no iron clad
commitnent to endorse the IASC s core standards output; it wll
"consider"” it once conpleted. it is a fair bet the SEC wll

endorse the output of the work programif it is convinced that it
has resulted in high quality core standards, and provides
sufficient investor protection. Since the |I0SCO Board has endorsed
unani mously the 1ASC s core standards output, and the U S. SEC has
a nmenbership position on that Board, the SEC is under considerable
pressure to follow suit.

SEC adoption of the output of the IASC s core standards is

likely to sinmplify foreign issuer offerings of securites on U S.
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exchanges, elimnating at |least sonme of the current costs of
conpliance with, or reconciliation to, U S. GAAP. The accounting
and regul atory conpliance burdens of foreign private issuers would
be reduced; this could well result in a significant influx of
foreign issuers onto U S. exchanges. This study suggests that the
SEC will respond to external and internal pressures to accept, in
some manner, the IASC s core standards which prom se to achieve

t hese ends.

This study has enployed a systenms nodel to investigate
political culture's inpact upon the U S. Securities and Exchange
Commi ssion's responses to globalization of securities offerings.
It has enployed an extrinsic observational approach to analysis of
t he changes observed. It is subject to the limtation that causa
factors have been inferred, rather than directly observed and
enpirically docunented. Follow up research could enploy the nobde
to explicate internal decision making processes through direct
partici pati on and observati on.

The political cultural interpretive franmework used in this
study aids in understanding the nobdus operandi of the U S
Securities and Exchange Commi ssion. It shows that the SEC is a
creature of its cultural mlieu; its actions are influenced by the
| egalist framework which is central to the larger U S. culture.
In response to its legal nandate to guarantee full information

di sclosure and to protect investors, its policy nobves are often
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very deliberate. Yet, the pragmatism of its cultural value system
enables it to take rather effective action when confronted by
external challenges, such as the fear of |oss of market share in
foreign equity trading to foreign securities markets. The
anal ytical nodel nmakes possible the location of the SEC in its
environment and the derivation of a conceptual picture of how the
SEC is influenced by it, and interacts with and responds to it.

The nodel could be used to study regulatory agencies in other

countries and cul tural areas.
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Endnot es

To argue that devel opnent progresses fromnascent industrial to advanced
industrial states is not to suggest that it occurs in uniformor

uni versally applicable stages. "It is not that nodernity 'energes' from
tradition as | eaves energe fromthe buds of a plant, but it spreads from
pl ace to place" (Winstein and McIntyre 1986, 69). Inits

progression, it interacts with and challenges ancient traditi ons and
cultures. As a result those ancient traditions and cul tures adapt.
"Cultures nake their choices according to their ethos and idi omand

det ermi ne how best they can adapt and absorb innovations" (Dube 1988,
508). Individual states progress at different paces over tinme and

with respect to each other. Traditions and cultures are intervening
forces that have considerable power to influence both the pace and
direction of devel opnent.

"To effect assimlation there nust be a nmeshing of the neww th the
existing structures in such a way as to all ow changes to penetrate the

systemwhile retaining the core val ues of the society....The nesol evel
provides an internediary | evel where decisive shifts at the mcrol evel
can be recogni zed by the political culture....the nesolevel transnmits to

the macrol evel the outcones of crucial conflicts at the mcrolevel...
(p. 48) Mcrolevel changes can be acconplished in a single generation
significant changes at the nacrol evel require a |long historical period.

Anerican securities exchanges registered according to the U S.
Securities Act of 1993 include the New York Stock Exchange (NYSE)

the Anerican Stock Exchange (Anmex), various regional exchanges and the
options nmarkets. The National Association of Securities Dealers

Aut omat ed Quotation System (Nasdaq) is registered under the Securities
Exchange Act of 1934 as anended by the 1938 Mal oney Act which authorized
the registration of national securities associations of broker/deal ers.
In 1995, issues of foreign securities and Anerican Depository Receipts
traded respectively: NYSE 75 and 166; Nasdaq 249 and 112; and Anex 56
and 7. Nasdaq. The Stock Market 1996 Fact Book & Conpany Directory.
(Washi ngton, DC. The Nasdaq Stock Market, Inc., c¢1996), p. 31.

Haseltine, citing SEC v. Capital Gains Research Bureau (375 U S. 180
(1963), 186) and Ernst & Ernst v. Hochfelder (425 U. S. 185 (1976),
195), has offered the follow ng:

The US Suprene Court has noted that the "fundanental purpose" of the
federal securities lawis to "substitute a philosophy of full disclosure
for the phil osophy of caveat enptor and thus to achieve a high standard
of business ethics in the securities industry". According to the Court,
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the Securities Act of 1933 ("the 1933 Act") was "designed to provide
investors with full disclosure of material infornmation concerning public
of ferings of securities...to protect investors against fraud and...to
pronote ethical standards of honesty and fair dealing". Simlarly, the
Securities Exchange Act of 1934 ("the 1934 Act") was intended "to
protect investors against mani pul ati on of stock prices...and to inpose
regul ar reporting requirenents on conpani es whose stock is listed on
nati onal securities exchanges".

The National Market System Anendnents established five goals, including
(1) fair conpetition anong brokers and deal ers, anong exchange narkets,
and between exchanges and ot her narketpl aces; (2) efficient executions
of securities transactions; (3) securities quotation and transaction
information readily available to brokers, dealers, and investors; (4)
best trade execution opportunities; and (5) execution of custoner orders
wi t hout dealer intervention. |n addition, Congress called for

comuni cation and data processing facilities to link nmarkets for
qualified securities (Bronfnman, Lehn and Schwartz 1994).

A background interview has certain unwitten rules. The interviewer nay
publicize the information received but not identify its source(s).
Identification of the source requires the prior permnission of the

i nterviewee(s). Thus, backgrounder information is given on a non-
attribution basis.

The SEC is subjected to conflicting and contradi ctory pressures. It
cannot possibly satisfy all external and/or internal denmands. For
exanpl e, whil e sone are encouragi ng the SEC to adopt internationa

accounting standards in order to encourage non-U. S. world class
conpanies to list on U S. exchanges (Freund 1997), others argue

that the "SEC should defend U S. GAAP agai nst international standards"
(Ketz and MI1ler 1997), or that international standards "threaten

U S. conpanies" (Berton, 1997).

The SEC was subj ected to considerable, and conflicting, pressures in
support of, and in opposition to, the NYSE s position. For Editorials in
support, see: Jarrell, G C. SEC Crinps Big Board's Future. Wl

Street Journal. (June 19, 1992): A10; Freund, W C. Another SEC Curb on
St ock Exchanges. Wall Street Journal. (Septenber 2, 1992): A10; and
Freund, W C. That Trade Obstacle, the SEC. Wall Street Journal. (August
27, 1993): A3. For evidence of the opposition, see NASD Chairnan
Criticizes Foreign Listing Proposal. Wall Street Journal. (April 5,
1991): Cl16. For several years there has been great conpetition between
the NYSE and Nasdaq to secure foreign issuer listings. See: Jonathan
Karp, "U S. Markets Battle to List Foreign Firns," Wll Street Journal
(July 8, 1997): Cl1 and Cl7; and John A Byrne, "Foreign Listings
Showdown: Exchanges Chase the Same Dream" Traders. (February 1997): 56-
58.
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Wth the integrated disclosure system FormF-3 may be used by a foreign
i ssuer who has filed with the SEC for at |east three years and has at

| east $300 million of float. FormF-3 is suitable for all securities

of feri ngs except exchange offers. The registering company nust not have
defaul ted since the end of its nost recent fiscal year on any dividend
paynments or sinking fund installments, or on any debt or |long-termlease
paynments. Form F-3 incorporates by reference the | atest Form 20-F of
the foreign issuer. The prospectus is limted to information not
previously reported; it need not include Form 20-F

A foreign issuer may use FormF-2 if it has filed with the SEC for three
years or if it has filed one Form20-F with the SEC. Al Securities Act
transacti ons except exchange offers are covered. The foreign issuer

must have at |east $300 nmillion of worldwi de float. FormF-2

i ncorporates by reference the issuer's latest Form 20-F which
nevert hel ess, nust acconpany the prospectus. The default conditions
are the same for FormF-2 as for Form F-3.

Foreign issuers who do not qualify to use Forns F-2 or F-3 nust use Form
F-1; they nmay not incorporate the Form 20-F information by reference.

Al Form 20-F information nust be included in the F-1 prospectus.

The Commission justified its proposal of short-fornms for foreign private
i ssues, a significant departure from past practice, with the follow ng
reasons:

(1) Adoption of Form 20-F, Release No. 34-16371, substantially

i ncreased the anpbunt of disclosure contained in the annual reports of
foreign issuers nmaking feasible an integrated system

(2) The devel opi ng di scl osure practices and accounting principles in
many foreign countries and the harnoni zati on of divergent practices by
i nternational guidelines were encouraging. The Conmi ssion recognized
supportively the efforts of the European Community (EC), the
International Accounting Standards Committee (I ASC), the Organization
for Econom c Cooperation and Devel opnent (OECD), and the United Nations
(UN) to fornulate guidelines and international disclosure standards.
These efforts and the disclosure practices of foreign issuers indicated
that "the disparity between the accounting and discl osure practices of
the United States and many other countries is narrow ng"; and

(3) In attenpting to design an integrated disclosure systemthat
paral l el s the disclosure systemfor U S. issuers but also takes into
consideration the different circunstances of foreign registrants, the
Commi ssion was seeking a way to administer the federal securities |aws
in a manner that would not unfairly discrimnmnate against or favor

foreign issuers.

The filing may be made within six months after the end of the
registrant's fiscal year. Interimfinancial information relating to
revenues and income that is nore current than the financial statenent
required, if prepared and disclosed to sharehol ders or made public
according to foreign laws or regul ati ons of stock exchange requirenents,
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shoul d be included in the filing and reconsi dered according to the
provisions of either Item 17 or Item 18 of Form 20-F. Generally, a
foreign private issuer nay state its prinmary financial statenents only
in the currency of the country in which the issuer is incorporated or
organi zed. The currency used should be disclosed pronminently on the
face of the financial statenents. (Foreign issuers are not bound by
SFAS No. 52.) Foreign private issuers which operate in
hyperinfl ati onary econom es, and which have not recast or suppl enented
their financial statenents to include constant currency or current cost
i nformation, should present supplenentary information to quantify the

ef fects of changing prices upon their financial condition and results of
operations. A brief textual presentation of nmanagenent's views is

requi red; no specific numerical financial data need be presented.

The financial statenents nay be prepared according to a conprehensive
body of accounting principles other than U S. generally accepted
accounting principles (GAAP) provided a reconciliation to U S. GAAP and
the provisions of Regulation S-X as specified in Item 18 of Form 20-F is
also filed. Alternatively, the financial statenents nay be prepared
according to U S. GAAP

A non-Canadi an foreign private issuer should indicate the aggregate of
benefits paid to or accrued on behalf of all directors and executive
officers as a group unless it discloses to its security holders or nakes
public information for individually naned directors and officers; in
that case such information should also be disclosed. U S. firnms are
required to make public all such information. (See Rel ease No. 33-6486
for revised provisions affecting officers of donestic corporations.)

Certai n advant ages and di sadvantages were foreseen by the Comm ssion for
each approach. The reciprocal approach woul d be sinpler to inplenent,

| ess costly and tinme consunming to registrants because only the issuer's
domicile would review the offering. However, it could elimnate

i ncentive for harnoni zati on of disclosure standards of participatory
countries, and provide investors |ess information than the conmon
prospect us approach.

The common prospectus approach woul d nean all participating countries
woul d have the same standards of disclosure, and greater conparability
of information between countries. The ngjor disadvantage woul d be the
difficulties associated with reaching agreenent by the participating
countries on disclosure standards. Miltiple review may result in
conplications for the issuer and coordination problens for the three
countries; these drawbacks would likely result in higher issuer costs.

Based on its experience with the MIDS with Canada (i. e., feedback), and
seeking the further renmoval of inpedinents to transnational capita
formation, on April 28, 1993, the SEC proposed revisions to its MIDS
rules and forns. Included were proposals for (1) nodifications to the
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eligibility requirements regardi ng use of Forns F-9 and F-10 to
elimnate the narket capitalization thresholds (of Cn $180 nmillion and
Cn $360 mllion respectively) and to establish the public float
threshold at U. S. $75 mllion; (2) recognition of investnent grade
ratings of securities rating organi zations acceptable to Canadi an
securities regulators for purposes of Forns F-9 and 40-F filings; and
(3) continuation of the requirenent that financial statenents presented
in Forms F-10 and 40-F filings include a reconciliation to U S
general |y accepted accounting principles (Rel ease Nos. 33-6997; 34-
30032) .

In June 1993, the SEC adopted the anendnent to retain the financial
statenent reconciliation requirenent. (Release Nos. 33-7004; 34-32531)
Subsequent |y, the SEC adopted the amendments regarding Forns F-9 and F-
10 eligibility requirenments, and the recognition of ratings of
securities by Canadi an regul ators.

Through March 31, 1995, there had been 92 filings by 65 Canadi an issuers
using the MIDS; a total of $18.54 billion of securities had been
registered in the United States. Fourteen of these MIDS

regi strations involved non-underwitten rights offerings and fifteen

i nvol ved exchange offers (Division of Corporate Finance, 37).

An indication of the significance of these revised 144A rules is the
nmagni tude of such placenents. As of March 31, 1995, over $114.4 billion
of debt securities (including convertible debt) and over $20.7 billion

of common and preferred equity securities have been sold in Rul e 144a
pl acenents (Division of Corporate Finance, 24).

Expanded short-formand shelf registration benefits are evident in the
reduction of the public float threshold for use of FormF-3 and ful
shel f disclosure from$300 mllion to $75 million, and the reporting
hi story requirenent from 36 nonths to 12 nonths. The foreign conpany
nmust have filed at | east one annual report prior to its first use of
FormF-3 in order to ensure that information regarding the issuer is
avail able to the narket.

A nunber of neasures were adopted to streamine financial statenent
reconciliation, including (1) acceptance of Cash Flow Statenents prepared
in accordance with International Accounting Standard No. 7, as anended.
(The presentation of cash flow infornmation should be consistent for al
periods presented in the filing); (2) permssion to first-tine
registrants to reconcile the required financial statenents and sel ected
financial data for the two nost recently conpleted fiscal years and any
required interimperiods; and to the reconciliation pursuant to Item 17
of Form 20-F for all offerings of non-convertible investnent grade
securities regardless of the registration formused by the foreign
private issuer; (3) elimnation of the requirenent to reconcile separate
financial statenents of acquired businesses and equity investees under
the 30% significance |level; (4) accomobdation to an issuer that uses pro
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rata consolidation for a joint venture to provide summari zed condensed
financial infornmation on its joint venture interest, including cash flow
information; and (5) elimnation of six financial schedul es.

In addition, the SEC provi des a new safe harbor for certain conmpany
announcenents regardi ng exenpt offerings or unregistered offshore

of ferings; and perm ssion to broker-deal ers issuing research reports to
rely upon the sinpler conditions of the Rule 139 safe harbor with
respect to certain foreign issuers that have had securities listed or
gquoted on a designated offshore securities narket for at |east 12

nont hs.

The SEC elimnated the Form 20-F Item 17 and 18 requirenent that a
foreign issuer quantify the effects on financial statenments of its use
of a translation nethodol ogy other than SFAS No. 52 for operations in a
hyperinfl ationary environnent, provided that the nethod used conforns
with IAS 21, as anmended in 1993, and is consistently applied in al
periods. [|AS 21 requires that the financial statenents of operations in
a hyperinflationary environnment be restated for the effects of changing
prices and then translated to the reporting currency

O her acconmpdati ons address the age of financial statenments, and the
nature of reconciling information. The rule also elimnates financia
schedul es on short-term borrowi ngs, and on suppl enentary incone statenent
information that both donestic and foreign issuers were

previously required to include in annual reports and registration
statenents filed with the SEC

In the June, 1995, issue of IASC Insight (p. 17), an interview with

Col unbia University's Trevor Harris appears. Harris pointed out that the
SEC s subsequent recognition of IAS 7 "(f)roma signalling point of

view. ..was good, but in terns of substance, it's not going to nake nuch
difference" as the IASC Standard "is essentially the sane as US GAAP. "

Harris was nore inpressed by the SEC s endorsenent of |AS 21 on the
effects of changes in foreign exchange rates, and | AS 22 dealing with
busi ness conbi nations. Harris stated, "In those cases, there are
significant differences fromUS GAAP. Here's a situation where the SEC
has decided two I ASs are equally as good as US GAAP from an investor's
perspective...."

Harris acknow edged that the SEC, by joining the Internationa

Organi zation of Securities Conmm ssions in endorsing | ASC Standards coul d,
thereby, indicate its acceptance of IASs. Harris opined, "I think part
of the difficulty of the SEC doing that is that it is concerned about
what that could nean to US registrants, as opposed to non-US
registrants.”

Harris touched upon the crux of the balancing act that the SEC
confronts. The SEC nust consider the inpact of its actions to encourage
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i nternational harnonization upon U. S. registrants and investors in
U S. securities. Wiile seeking to naintain a |level playing field for
donestic and non- donestic issuers, the SEC is mandated to protect

i nvestor interests.

The I ASC s assignnent of top priority to conpletion of its package of
'core' standards for cross-border listings has sparked criticismthat it
is ignoring other inportant groups, such as smaller enterprises,
enterprises is devel oping countries, and public sector (not-for-profit)
enterprises. |ASC Insight (June 1997, pp. 1 and 4) indicates that once
the | ASC Board finishes the I 0OSCO program it will consider whether a
separate project is needed to look into the entire body of Internationa
Accounting Standards fromthe standpoint of snaller enterprises.

The SEC s responses to the denands to ease the regul atory burden upon
foreign issuers had been sufficiently dramatic to pronpt Decker (1994)
to state: "there has never been a better tine for non - U S

conpanies to register with the SEC. This was not always the case. Five
years ago and beyond, there was a very different kind of environnment at
the SEC that essentially warned, 'if you want to play in our ball park,
you play by our rules; if it's difficult, that's too bad.'...Nowit's a
whol e different gane. The SEC wants the process to work...."

In Decenmber 1999, the | ASC Board approved the restructured organi zation
reconmended in its report, Recomendations on Shaping | ASC for the
Fut ure.
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