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a b s t r a c t

In 2007 the Securities and Exchange Commission (SEC) made an historic ruling allowing foreign regis-
trants to file IFRS-based financial statements without reconciling to U.S. GAAP. With that decision, the
SEC changed its longstanding practice of adhering to a single set of accounting standards in the U.S. The
decision diminishes the standing of two previously powerful institutions: U.S. GAAP and the SEC itself.
We examine this important change drawing generally on institutional theory. We draw on several
models to obtain insights into the likely roles of both regulator and regulatees, into the reasons the
particular type of incremental change mechanism was observed, and into the influence of powerful
transnational organizations on both the fact of change and timing of change. The key contribution of the
article is to explicate incremental institutional change by examining specific mechanisms of change given
the multi-level dynamic of accounting regulation. First, the interplay between national and transnational
players and their coalitions shape what becomes an acceptable change mechanism. Second, layering
mechanism, where new rules are attached to existing ones, is typically expected to destabilize existing
institutions but can also decrease the push for broader change by layering regulation only for a particular
segment. Finally, strategies employed by transnational accounting firms to stifle or promote institutional
change are of interest. We focus specifically on their role in solidifying a transnational coalition of
challengers to U.S. GAAP and therefore of apparently effecting the timing of the change. Documentary
empirical data were drawn from the comment letters provided to the SEC in response to the proposed
change, as well as from the SEC's final ruling document and from related releases. We analyze formal
comment letters issued in response to the proposed 2007 rule, compare those to expectations based on
theory and in some cases to prior public positions taken. We interpret our findings against the backdrop
of meta level shifts in regulatory loci toward privatization and transnationalization of standard setting.

© 2015 Elsevier Ltd. All rights reserved.

1. Introduction

In 2007, the U. S. Securities and Exchange Commission (SEC)
made an historic ruling related to the acceptability of accounting
standards other than U.S. GAAP. The ruling allowed foreign issuers
trading on U.S. markets to file IFRS-based financial statements
without reconciling the information to U.S. GAAP. This event rep-
resented a marked change in the SEC's longstanding position
regarding the acceptability of accounting standards other than U.S.
GAAP for its registrants (Bealing,1994; Bealing, Dirsmith,& Fogarty,
1996; Licata, Bremser, & Rollins, 1997).

The 2007 decision has considerable ramifications for two pre-
viously powerful and longstanding institutions: U.S. GAAP and the
SEC itself. As to U. S. GAAP, the decision had the effect of setting
unreconciled IFRS-based statements on an equal footing with U.S.
GAAP for foreign registrants. As more fully developed below, this is
a particular type of incremental changemechanism, called layering,
that is theorized to occur under certain environmental conditions
(Mahoney & Thelen, 2010). As to the SEC itself, the rule had the
effect of ceding some of its control over the site and content of U.S.
accounting regulation and diminishing its power relative to other
standard setters. Because of the global significance of these two
institutions, and the previous vehement and longstanding resis-
tance of the SEC to this change, the purpose of this study is to
examine that empirical episode against a framework of institu-
tional theory and prior research.* Corresponding author.
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The study is responsive to calls by Edelman and Stryker (2005)
and Bozanic, Dirsmith, and Huddart (2012) related to the concep-
tualization of the construct of regulation within empirical studies
based on institutional theory. In that regard we adopt a conception
of regulation as constructed, fluid and at least partially endogenous
(Bozanic et al., 2012; Cooper & Robson, 2006). We also respond to
calls for more theoretically focused examination of the incremental
types of change that make up the majority of most actual empirical
events (Mahoney & Thelen, 2010; Streeck & Thelen, 2005; Van der
Heijden, 2011). Insights from theories of incremental change allow
us to both address the particular type of change mechanism
employed, and the role of particular types of challengers as relates
to the timing of the change.

The study is informed by the literature focused on the role of
actors from outside national borders in shaping U.S. national reg-
ulatory processes. As noted by Botzem (2012), most regulatory
power is still predominately assigned to public authorities. None-
theless, it is increasingly the case that accounting regulatory change
occurs in the context of new international financial architecture
(Humphrey, Loft, & Woods, 2009) where powerful, private sector,
transnational players play a significant role (e.g., Botzem, 2012;
Büthe & Mattli, 2011; Cooper & Robson, 2006; Djelic & Sahlin-
Andersson, 2006; Greenwood & Suddaby, 2006; Humphrey et al.,
2009; Suddaby, Cooper, & Greenwood, 2007).

In the empirical portion, we conduct a qualitative examination
of the comment letters received by the SEC on the 2007 proposal to
accept IFRS statements from foreign issuers. We examine the dif-
ferential positions and legitimization strategies used by domestic,
foreign, and transnational players as they attempt to influence the
regulator. Because of the significance of the ruling to the SEC's own
power, we also empirically examine the source, content and logic
used by respondents regarding the SEC's role in the future. In order
to demonstrate the particular significance of the positions taken by
the transnational players, including the transnational accounting
firms, we compared the positions of those players in a general sense
to positions taken on a topically similar concept release that had
previously been issued in 2000.

We interpret our findings against the backdrop of meta-level
shifts in regulatory loci, where the SEC appears to have compro-
mised its prior strong position in light of the general phenomenon
of privatization and transnationalization of standard setting. The
removal of the reconciliation requirement contributed to the
weakening of the existing structure of U.S. GAAP and the SEC,
because it reduced the scope of their boundaries. However, the
decision may have had less of an impact on the position of the SEC
as a regulator. On the one hand the SEC has a clear reduction in
relative standard-setting power, but the decision may have limited
the flight of transnational firms from the U.S. stock exchanges over
which the SEC has jurisdiction.

The primary contribution comes from the integration of con-
cepts from Mahoney and Thelen's (2010) incremental change
theorizing with insights from the substantial literature on the role
of powerful transnational organizations which allows for a multi-
level study of international financial architecture. We provide a
deeper understanding of the particular type of incremental change
mechanism, a side-by-side layering of acceptable standards. While
layering is typically associated with the destabilization of existing
institutions, it can also decrease the push for broader change by
layering regulation only for a particular segment. We contribute to
the study of incremental institutional change by examining the role
of the public behavior of the regulator and of influential regulatees,
in the context of a change that had been previously adamantly
resisted. Through the case illustration, we built on Djelic and
Quack's (2003) claim that globalization does not necessarily
destroy national institutions but instead pushes along their

evolution and demonstrate how it occurs and why.
Finally, strategies employed by transnational accounting firms

to stifle or promote institutional change are of interest. We focus
specifically on their role in solidifying a transnational coalition of
challengers to U.S. GAAP and therefore of apparently effecting the
timing of the change. Big 4 came to support the removal of the
reconciliation and argued for choice in standards for foreign issuers
but continued to support a single standard requirement for do-
mestic issuers. Once the SEC faced a unified coalition of trans-
national challengers that included the transnational audit firms, it
formulated a response that was acceptable to that coalitionwithout
producing a strong backlash from the powerful domestic excep-
tionalists. In facing a diverse constituency which includes certain
powerful but provincially-oriented members of U.S. Congress, as
well as internationally oriented financial statement preparers and
accounting firms, the SEC evolved in both its standards and its
scope toward a hybrid change solution that appears to temporarily
satisfy both of those groups.

The study proceeds as follows. First we discuss selected histor-
ical information on U.S. and transnational accounting standard
setting. The next section includes discussion of models from insti-
tutional theory and of prior empirical literature that help frame our
study and interpret our results. We then present a conceptualiza-
tion of the empirical episode and description of the method. The
following section provides a brief overview of the episode and
discusses the study's research method and results. The final section
provides a discussion, interpretation and implications.

2. U.S. and transnational accounting standard-setting

In the United States, legal authority to establish accounting
standards rests with the United States Securities and Exchange
Commission (SEC). The SEC was established in 1934 in connection
with Congressional legislation known as the Securities Act of 1934.
Along with the 1933 Securities Act, it was passed in response to the
stock market crash of 1929, and was intended in part to rectify
accounting deficiencies that contributed to it (Palmon, Peytcheva,
& Yezegel, 2011). From the beginning, the SEC's mission was “to
achieve and maintain stable and effective capital markets” for
publicly-traded securities; as part of that mission it was awarded
the statutory power to set U.S. financial accounting and reporting
standards (Palmon et al., 2011). Over the years it has retained sole
legal authority, although it has consistently delegated accounting
standards setting to a private sector body. Since 1973, the Financial
Accounting Standards Board (FASB) has been the private sector
body promulgating accounting standards.

Although the SEC has seldom directly reversed the FASB or its
predecessors, its influence on the FASB has nonetheless been sig-
nificant (Palmon et al., 2011; Seligman, 1985). The SEC issues pro-
nouncements and interpretations on topics that lack authoritative
guidance or are ambiguous. These tend to influence the FASB
agenda and frequently result in FASB disclosure guidance that is
consistent with the SEC's recommendations (Palmon et al., 2011).
The SEC also has direct impact on financial reporting through its
Staff Accounting Bulletin (SAB) process, which are authoritative for
SEC registrants and in that regard have equal standing with FASB
standards. For some time, the SEC was considered an effective
example of a good securities regulator. The SEC's centralized au-
thority was seen as a model of functioning securities regulation
(Prentice, 2005). A number of countries had designed their regu-
latory structure using the SEC as a template, including Germany,
France, China, Korea, and Japan (Prentice, 2005). These consider-
ations placed the institutions of U.S. GAAP and the SEC at a prime
location of worldwide accounting regulation (De Lange &
Howieson, 2006).
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