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Mr. Chairman, members of the Committee, | appreciate having this opportunity to share my
thoughts on some accounting matters that have become the focus of much attention in recent
weeks. | am the chairman of the International Accounting Standards Board (IASB). | ask that
my full submission, including an appendix that provides some background on the IASB and its

procedures, be entered into the record.

The chairman of our trustees, Paul Volcker, has already spoken about the accounting profession,
the need for reform, the rationale for international standards, and how we can improve financial
reporting. | cannot overemphasi se the importance of high quality accounting rules that give
investors confidence that published financial statements show afull and accurate picture of a
company’s performance and position. The IASB’s objective isto work towards a single set of
high quality global financial reporting standards, produced in the private sector under principles
of transparency, open meetings, and full due process. We have no intention to “water down”
existing standards in any jurisdiction. Instead, we plan to build a set of financial reporting
standards that are the “gold standard.”

| do not plan to comment on specific accounting and auditing issues surrounding Enron, although
there are many. None of us knows enough about the specifics of the transactions, the
information available to the auditors, and the judgements involved to form a solid professional
conclusion. Aswe learn more, we may find the U.S. accounting standards should be improved.
If so, we plan to learn from this case and to make sure that international accounting standards do

not have similar problems.
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| would, however, offer two observations. First, history isfull of examples of those who said “it
couldn’t happen here” and cameto regret it. | do not plan to repeat that mistake. Second, long

experience as a Chartered Accountant and as an accounting standard setter tells me that business
faillures seldom have asingle simple cause. They are usualy much more complex than they first

seem and the rush to a single easy answer is usually wrong.

Let me turn then to answer some questions that you may have about the future of standard setting
and therole of the IASB and international financial reporting standards in assuring investor
confidence.

WHY HAVE AN INTERNATIONAL ACCOUNTING STANDARD SETTER?

There are four answers to that question—points that Chairman Volcker has aready touched on.

My comments build on what he has aready said.

First, thereis arecognised and growing need for international accounting standards. A large
number of sets of national standards, each different from the others to some (often significant)
degree, imposes an unacceptable cost on the capital markets. Some of that cost isdirect and is
borne by companies that must meet multiple standards if they seek to raise capital in different
markets. Thereisamore important cost—a systematic increase in the cost of capital. Markets
demand a price for uncertainty, including uncertainty about the accounting standards that govern
reported information. The existence of multiple, and sometimes unknown, sets of accounting
standards increases that uncertainty and drives up the cost of capital. We have seen situationsin
which alack of confidence in reported financial information causes investors to leave markets
and refuseto invest at any price. Even if there was no systematic increase in the overall cost of
capital, the uncertainty created by multiple sets of national financia reporting standards would
be likely to lead to a misallocation of capital among market participants.

Second, no individual standard setter has a monopoly on the best solutions to accounting
problems. Taken asawhole, U.S. generally accepted accounting principles (GAAP) are the
most detailed and comprehensive in the world. However, that does not mean that every
individual U.S. standard is the best, or that the U.S. approach to standards is the best. At the
IASB, our godl isto identify the best in standards around the world and build a body of
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accounting standards that constitute the “ highest common denominator” of financia reporting.

We call this goal convergence to the highest level.

Third, no national standard setter isin a position to set accounting standards that can gain
acceptance around the world. There are several excellent national standard setters, including the
United States Financial Accounting Standards Board (FASB). Before accepting my current post,
| was chairman of another, the United Kingdom A ccounting Standards Board, for ten years.
However, each of the national standard setters operates in its own national setting. Leaders of
the accounting world have come to see that international standards must be set by a group with
an international makeup and an international outlook. | should acknowledge the work of two
Americans who recognised that point and were instrumental in bringing the IASB to its present
position—Arthur Levitt, former chairman of the U.S. Securities and Exchange Commission?, and
Edmund Jenkins, chairman of the FASB?.

Lastly, there are many areas of financial reporting in which a national standard setter findsiit
difficult to act alone. Constituents often complain that a“tough” standard would put local
companies at a competitive disadvantage relative to companies outside of their jurisdiction.
Local political pressures and policies may work against individual national standard setters. An
international standard setter can establish financial reporting standards that would (we hope)
apply to all companiesin al jurisdictions, thus eliminating perceived disadvantages.

Having explained the need for an international standard setter, | should also explain that national
standard setters are acritical part of our activities. We look to the national standard setters for

! For example, in a January 25, 2001 release, Chairman Levitt said,

“Strong and resilient capital markets cannot function without high quality information. Efficient capital allocation
depends on accurate, timely and comparable financia reporting. The [IASB] Board members who have been
appointed today carry an enormous burden. It is up to them, working in cooperation with our Financial Accounting
Standards Board and other accounting standards setters, to create global accounting standards that will support
effectively the imperatives of a global marketplace.” (www.sec.gov/news/press/2001-17.txt)

2 For example, the FASB publication, International Accounting Standard Setting: A Vision for the Future, includes
this comment:

“However, the FASB believes that, for the long term, if the future international accounting system isto succeed and,
ultimately, result in the use of a single set of high-quality accounting standards worldwide for both domestic and
cross-border financial reporting, the establishment of a quality international accounting standard setter to coordinate
and direct the processis key.”
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research and counsel, for help in alerting usto particular local problems, and for help in our due
process. Most important, we ook to the national standard setters as partners in several of our
projects, enabling us to make use of their resources. Seven of our Board members have direct
responsibility for liaison with the national standard setters in Australasia, Canada, France,
Germany, Japan, the United Kingdom, and the United States. We expect that our liaison Board
members will spend as much as half their time in direct contact with their assigned national
standard setter, thus bringing the collective wisdom of each country’s financial community to our
debates.

HOW DO INTERNATIONAL FINANCIAL REPORTING STANDARDSDIFFER FROM
U.S. STANDARDS?

Many International Financial Reporting Standards (IFRS) are similar to U.S. GAAP. Both
international standards and U.S. GAAP strive to be principles-based, in that they both look to a
body of accounting concepts. U.S. GAAP tends, on the whole, to be more specificin its

requirements and includes much more detailed implementation guidance.

In my view, the U.S. approach is a product of the environment in which U.S. standards are set.
Simply put, U.S. accounting standards are detailed and specific because the FASB’ s constituents
have asked for detailed and specific standards. Companies want detailed guidance because those
details eliminate uncertai nties about how transactions should be structured. Auditors want
specificity because those specific requirements limit the number of difficult disputes with clients
and may provide adefencein litigation. Securities regulators want detailed guidance because

those details are thought to be easier to enforce.

The IASB has concluded that a body of detailed guidance (sometimes referred to as bright lines)
encourages arule-book mentality of “where does it say | can’'t do this?” We take the view that
thisis counter-productive and helps those who are intent on finding ways around standards more
than it helps those seeking to apply standards in away that gives useful information. Put simply,
adding the detailed guidance may obscure, rather than highlight, the underlying principle. The
emphasis tends to be on compliance with the letter of the rule rather than on the spirit of the

accounting standard.
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We favour an approach that requires the company and its auditor to take a step back and consider
whether the accounting suggested is consistent with the underlying principle. Thisis not a soft
option. Our approach requires both companies and their auditors to exercise professional
judgement in the public interest. Our approach requires a strong commitment from preparersto
financia statements that provide afaithful representation of all transactions and a strong
commitment from auditorsto resist client pressures. It will not work without those
commitments. Therewill be more individual transactions and structures that are not explicitly
addressed. We hope that a clear statement of the underlying principles will allow companies and

auditors to deal with those situations without resorting to detailed rules.

WHAT ISTHE IASB’'SWORK PLAN?

The lASB isasmall organisation. We must therefore set our priorities with care. We have 12
full-time and 2 part-time Board members, including 5 from the United States. We have a
professional staff of 17 that includes highly skilled people from Australia, Bermuda, Canada,
France, Japan, New Zealand, Russia, Sweden, the United Kingdom, and the United States.

The Active Agenda
Our agenda includes nine active projects that we divide into three groups:

Projects intended to provide leadership and promote convergence include:

(&) Accounting for insurance contracts

(b) Business combinations

(c) Performance reporting (ajoint project with the United Kingdom'’ s standard setter)
(d) Accounting for share-based payments

Projects intended to provide for easier application of International Financial Reporting Standards

include:
(e) Guidance on first-time application of international financia reporting standards (ajoint
project with the French national standard setter)

(F) Financial activities: disclosure and presentation

Projects intended to improve existing International Financial Reporting Standards include:
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(g) Prefaceto International Financial Reporting Standards
(h) Improvements to existing International Financial Reporting Standards

(1) Amendmentsto IAS 32, Financial Instruments: Disclosure and Presentation, and
IAS 39, Financial Instruments. Recognition and Measurement.

Details of the projects on our agenda, including a summary of al tentative decisions to date, can
be found on the IASB’ s website at www.iasb.org.uk.

The Research Agenda

In addition to the active agenda, there are 16 other issues that we refer to as our research agenda.
Each is being worked on by one or more of our national standard setting partners. The IASB
will be working with these partners, or at least monitoring their efforts, in order to ensure that
any differences among national standard setters or with the IASB are identified and resolved as
quickly as possible. We expect to move some of these issues to our active agenda as time and

resources permit.

The 16 issues on our research agenda are:
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Accounting measurement Accounting by extractive industries
Accounting for financial instruments, Accounting for leases
comprehensive project

Accounting by small and medium entitiesand | Accounting for taxes on income (convergence
in emerging economies topics) 3

Business combinations, phase Il (ajoint project | Consolidation policy
with the FASB)

Definitions of elements of financia statements | Derecognition issues, other than those
addressed in IAS 39

Employee benefits (convergence topics)® Impairment of assets (convergence topics)®
Intangible assets Liabilities and revenue recognition
Management’ s discussion and analysis Revaluations of certain assets

Consolidations

Of the 16 topics on our research agenda, one warrants special discussion today. For several
years, there has been an international debate on the topic of consolidation policy. Thefailureto
consolidate some entities has been identified as a significant issue in the restatement of Enron’s

financial statements.

Accountants use the term consolidation policy as shorthand for the principles that govern the
preparation of consolidated financial statements that include the assets and liabilities of a parent
company and its subsidiaries. For an example of consolidation, consider the simple example
known to every accounting student. Company A operates a branch office in Maryland.
Company B also operates a branch office in Maryland, but organises the branch as a corporation

owned by Company B. Every accounting student knows that the financial statements of each

% This project contemplates a review of differences between existing standards, rather than a comprehensive review
of the topic.
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company should report all of the assets and liabilities of their respective Maryland operations,

without regard to the legal form surrounding those operations.

Of course, red lifeis seldom as straightforward as textbook examples. Companies often own
less than 100 per cent of a company that might be included in the consolidated group. Some
special-purpose entities (SPES) may not be organised in traditional corporate form. The
challenge for accountants is to determine which entities should be included in consolidated

financial statements.

There is abroad consensus among accounting standard setters that the decision to consolidate
should be based on whether one entity controls another. However, thereis considerable
disagreement over how control should be defined and translated into accounting guidance. U.S.
accounting standards and practice seem to have gravitated toward alegal or ownership notion of
control, usually based on direct or indirect ownership of over 50 per cent of the outstanding

voting shares.

In contrast, IFRS and the standards in some national jurisdictions are based on a broader notion
of control that includes ownership, but extends to control over financial and operating policies,
power to appoint or remove amajority of the board of directors, and power to cast a mgjority of

votes at meetings of the board of directors.

A number of commentators, including many in the U.S., have questioned whether the control
principle described in IFRS is consistently applied. The IASB and its partner standard setters are
committed to an ongoing review of the effectiveness of our standards. If they do not work as
well asthey should, we want to find out why and fix the problem. Last summer we asked the
United Kingdom Accounting Standards Board to help us by researching the various national
standards on consolidation and identifying any inconsistencies or implementation problems. It

has completed the first stage of that effort and is moving now to more difficult questions.

The particular consolidation problems posed by SPES were addressed by the IASB’ s Standing
Interpretations Committee in SIC-12. There are some kinds of SPE that pose particular problems
for both an ownership approach and a control-based approaches to consolidations. It is not

uncommon for SPEs to have minimal capital, held by athird party, that bears little if any of the

Page 8 of 22



STATEMENT OF SIR DAVID TWEEDIE FEBRUARY 14, 2002

risks and rewards usually associated with share ownership. The activities of some SPEs are
precisely prescribed in the documents that establish them, such that no active exercise of day-to-
day control is needed or alowed. These kinds of SPEs are commonly referred to as running on
“auto-pilot”. Inthese cases, control is exercised in apassive way. To discover who has control

it is necessary to look at which party receives the benefits and risks of the SPE.

SIC-12 sets out four particular circumstances that may indicate that an SPE should be
consolidated:

(a) in substance, the activities of the SPE are being conducted on behalf of the enterprise
according to its specific business needs so that the enterprise obtains benefits from the SPE’s

operation.

(b) in substance, the enterprise has the decision-making powers to obtain the maority of the
benefits of the activities of the SPE or, by setting up an “autopilot” mechanism, the enterprise

has del egated these decision making powers.

(c) in substance, the enterprise has rights to obtain the majority of the benefits of the SPE and
therefore may be exposed to risks incident to the activities of the SPE.

(d) in substance, the enterprise retains the majority of the residual or ownership risksrelated to
the SPE or its assets in order to obtain benefits from its activities.

The IASB recognises that we may be able to improve our approach to SPEs. With thisin mind,
we have aready asked our interpretations committee if there are any ways in which the rules
need to be strengthened or clarified.

CURRENT CRITICISMSAND CONCERNSABOUT FINANCIAL REPORTING

There some common threads that pass through most of the topics on our active and research
agendas. Each represents a broad topic that has occupied the best accounting minds for several

years. Itistimeto come to closure on many of these issues.
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Off Balance Sheet Items

When a manufacturer sells acar or adishwasher, the inventory is removed from the balance
sheet (a process that accountants refer to as derecognition) because the manufacturer no longer
ownstheitem. Similarly, when acompany repays aloan, it no longer reports that loan as a
liability. However, the last 20 years have seen a number of attempts by companies to remove
assets and liabilities from balance sheets through transactions that may obscure the economic
substance of the company’ s financial position. There are four areas that warrant mention here,

each of which has the potential to obscure the extent of a company’s assets and liabilities.

Leasing Transactions

A company that owns an asset, say an aircraft, and finances that asset with debt reports an asset
(the aircraft) and aliability (the debt). Under existing accounting standards in most jurisdictions
(including FASB and IASB standards), a company that operates the same asset under alease
structured as an operating lease reports neither the asset nor the liability. It is possible to operate
acompany, say an airline, without reporting any of the company’s principal assets (aircraft) on
the balance sheet. A balance sheet that presents an airline without any aircraft is clearly not a

faithful representation of economic reality.

Our predecessor body, working in conjunction with our partnersin Australia, Canada, New
Zedland, the United Kingdom, and the United States, published aresearch paper that invited
comments on accounting for leases. The United Kingdom Accounting Standards Board is
continuing work on this topic and we are monitoring its work carefully. As noted above, we
expect to move accounting for leases to our active agenda at some point in the future. Thereisa
distinct possibility that such a project would lead us to propose that companies recogni se assets

and related lease obligations for all leases.

Securitisation Transactions

Under existing accounting standards in many jurisdictions, a company that transfers assets (like
loans or credit-card balances) through a securitisation transaction recognises the transaction as a
sale and removes the amounts from its balance sheet. Some securitisations are appropriately
accounted for as sales, but many continue to expose the transferor to many of the significant
risks and rewards inherent in the transferred assets. In our project on improvementsto IAS 39

(page 6), we plan to propose an approach that will clarify international standards governing a

Page 10 of 22



STATEMENT OF SIR DAVID TWEEDIE FEBRUARY 14, 2002

company’ s ability to derecognise assets in a securitisation. Our approach, which will not allow
sale treatment when the “seller” has a continuing involvement with the assets, will be

significantly different from the one found in U.S. GAAP.

Creation of Unconsolidated Entities

Under existing accounting standards in many jurisdictions, a company that transfers assets and
liabilities to a subsidiary company must consolidate that subsidiary in the parent company’s
financial statements (refer to page 7). However, in some cases (often involving the use of an
SPE), the transferor may be able (in some jurisdictions) to escape the requirement to consolidate.

IFRS governing consolidation of SPEs are described on page 8.

Pension Obligations

Under existing standards in many jurisdictions (including existing international standards) a
company’ s obligation to a defined benefit pension plan is reported on the company’ s balance
sheet. However, the amount reported is not the current obligation, based on current information
and assumptions, but instead represents the result of a series of devices designed to spread

changes over several years.

Off Income Statement Items

Under existing accounting standards in some jurisdictions, a company that pays for goods and
services through the use of its own stock, options on its stock, or instruments tied to the value of
its stock may not record any cost for those goods and services. The most common form of this
share-based transaction is the employee stock option. In 1995, after what it called an
“extraordinarily controversial” debate, the FASB issued a standard that, in most casesin the
United States, requires disclosure of the effect of employee stock options but does not require

recognition in the financial statements. Inits Basisfor Conclusions, the FASB observed:

The Board chose a disclosure-based solution for stock-based employee
compensation to bring closure to the divisive debate on this issue—not because it
believes that solution is the best way to improve financial accounting and reporting.

Most jurisdictions do not have any standard on accounting for share-based payments, and the use
of thistechnique is growing outside of the United States. The IASB has yet to reach conclusions

on thisissue, but thereis aclear need for international accounting guidance.
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Accounting M easur ement

Under existing accounting standards in most jurisdictions, assets and liabilities are reported at
amounts based on a mixture of accounting measurements. Some measurements are based on
historical transaction prices, perhaps adjusted for depreciation, amortisation, or impairment.
Others are based on fair values, using either amounts observed in the marketplace or estimates of
fair value. Accountants refer to this as the mixed-attribute model. It isincreasingly clear that a
mixed-attribute system creates complexity and opportunities for accounting arbitrage, especially
for derivatives and financial instruments. Some have suggested that financial reporting should

move to a system that measures all financial instruments at fair value.

Our predecessor body participated with a group of ten accounting standard setters (the Joint
Working Group or JWG) to study the problem of accounting for financial instruments. The WG
proposal (which recommended a change to measuring al financial assets and liabilities at fair
value) was published at the end of 2000. Last month, the Canadian Accounting Standards Board
presented an analysis of comments on that proposal. The IASB has just begun to consider how
this effort should move forward.

Intangible Assets

Under existing accounting standards in most jurisdictions, the cost of an intangible asset (a
patent, copyright, or the like) purchased from athird party is capitalised as an asset. Thisisthe
same as the accounting for acquired tangible assets (buildings and machines) and financial assets
(loans and accounts receivable). Existing accounting standards extend this approach to self-
constructed tangible assets, so a company that builds its own building capitalises the costs
incurred and reports that as the cost of its self-constructed asset. However, a company that
developsits own patent for a new drug or process is prohibited from capitalising much
(sometimes all) of the costs of creating that intangible asset. Many have criticised this
inconsistency, especidly at atime when many consider intangible assets to be significant drivers

of company performance.

The accounting recognition and measurement of internally generated intangibles challenges
many long-cherished accounting conventions. Applying the discipline of accounting concepts

challenges many of the popular conceptions of intangible assets and “intellectual capital.” We
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have this topic on our research agenda. We also note the significant work that the FASB has
done on this topic and its recent decision to add a project to develop proposed disclosures about

internally generated intangible assets. We plan to monitor those efforts closely.

CONCLUSION

As| said at the outset, the IASB’ s objective is to work toward asingle set of high quality
international financial reporting standards, produced in the private sector under principles of
transparency, open meetings, and full due process. Theinternational financial markets clearly
want a single set of accounting standards that apply worldwide. We have no intention to “water
down” existing standards in any jurisdiction. Instead, we plan to build a set of financial
reporting standards that are the “ gold standard.” In pursuit of that goal, we plan to pick the best
of available standards produced by national standard setters.

No single group has a monopoly on the best in accounting, and we expect to learn from our
colleagues. To the extent that the underlying rationalein U.S. GAAP is the best available and of
high quality, we intend to incorporate that rationale into international standards. To the extent
that another standard has a superior approach, we intend to adopt it. If no national standard
adequately addresses the problem, as may be the case in accounting for leases or share-based
payments, then we plan to work towards an international standard that does. We plan to develop
standards based on clear principles, rather than rules that attempt to cover every eventuality. |
hope that we can keep to that plan, but its success will depend on the professionalism and
judgement of financial statement preparers, auditors, and securities regulators.

Our work will probably require tough decisions and unpopular standards. Assets and liabilities
that companies have moved “ off balance sheet” may move back “on balance sheet.” Expenses
that today go unrecognised may be recognised in companies income statements. M easurements

may move from historical to more current information.

The United States, indeed the whole world, has been shocked by the scale and speed of the
Enron collapse. We who are on the outside learn alittle more every day, but it still remains to be
seen whether the financial reporting that preceded Enron’s collapse was a result of flawed
accounting standards, incorrect application of existing standards, auditing mistakes, or plain

deceit. We owe an obligation to the investors, employees, and others who have suffered to
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ensure, to the best of our ability, that the lessons are learned. If there are weaknessesin

accounting standards, we should acknowledge that fact and come forward with improvements.

In partnership with the FASB and others, we intend to change financia reporting. 1n some cases,
that change will be dramatic, especialy for countries without the advanced standards and
financia infrastructure found in the United States. Most of those changes will be controversial.
Y ou and your colleagues may be asked to stop their implementation in the United States. | hope
that you resist those requests. Global accounting standards do not create a national disadvantage,

and we have to work towards answers that investors can trust.
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APPENDIX ONE—BACKGROUND INFORMATION ON THE IASB

Introduction

The International Accounting Standards Board (1A SB), based in London, began operationsin
2001. Itisfunded by contributions from the major accounting firms, private financia
ingtitutions and industrial companies throughout the world, central and development banks, and
other international and professional organisations. The 14 Board members (12 of whom are full-
time) reside in nine countries and have a variety of functional backgrounds. The Board is
committed to developing, in the public interest, a single set of high-quality, global accounting
standards that require transparent and comparable information in general purpose financial
statements. In pursuit of this objective, the Board cooperates with national accounting standard-
setters to achieve convergence in accounting standards around the world.

Trustees

Board Members are appointed by the Trustees of the International Accounting Standards
Committee Foundation (IASC Foundation). Under the IASC Foundation’s Constitution, the
Trustees also appoint the Standards Advisory Council and Standing Interpretations Committee.
The Trustees a'so monitor IASB’ s effectiveness, raise funds for IASB, approve IASB’ s budget
and have responsibility for constitutional changes. The Trustees are individuals of diverse
geographic and functional backgrounds. Under the Constitution, the Trustees were appointed so
that initially there were six from North America, six from Europe, four from Asia Pacific, and
three others from any area, aslong as geographic balance was maintained. Five of the nineteen
Trustees represent the accounting profession, and international organisations of preparers, users,
and academics are each represented by one Trustee. The remaining eleven Trustees were “ at-
large” appointments, in that they were not selected through the constituency nomination process.
The existing Trustees will follow similar procedures in selecting subsequent Trustees to fill

vacancies.

Board

The Board consists of fourteen individuals (twelve full-time Members and two part-time
Members) and has sole responsibility for setting accounting standards. The foremost
qualification for Board membership istechnical expertise and the Trustees exercised their best

judgement to ensure that any particular constituency or regional interest does not dominate the
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Board. The Constitution requires that at least five Board Members have a background as
practising auditors, at |east three have a background in the preparation of financial statements, at
least three have a background as users of financial statements, and at least one has an academic
background. Seven of the fourteen Board Members have direct responsibility for liaison with
one or more national standard setters. The publication of a Standard, Exposure Draft, or final
IFRIC Interpretation requires approval by eight of the Board’ s fourteen Members. At 1 January
2002, the Board Members were:

Sir David Tweedie, Chairman Thomas E. Jones, Vice-Chairman

Professor Mary E. Barth (Part time) Hans-Georg Bruns
(Liaison with the German standard setter)

Anthony T. Cope Robert P. Garnett

Gilbert Gélard Robert H. Herz (Part time)

(Liaison with the French standard setter)

James J. Leisenring Warren McGregor

(Liaison with the U.S standard setter) (Liaison with the Australian and New Zealand
standard setters)

Patricia O”Malley Harry K. Schmid

(Liaison with the Canadian standard setter)

Geoffrey Whittington Tatsumi Yamada

(Liaison with the UK standard setter) (Liaison with the Japanese standard setter)

Upon itsinception the IASB adopted the body of International Accounting Standards (1ASs)
issued by its predecessor, the International Accounting Standards Committee. The accounting
standards devel oped by the Board will be styled International Financial Reporting Standards
(IFRS).

Standar ds Advisory Council

The Standards Advisory Council (SAC) provides aformal vehicle for further groups and
individuals having diverse geographic and functional backgrounds to give advice to the IASB
and, at times, to advise the Trustees. The Trustees attach particular importance to the perspective

that the Council can bring to the IASB’ s role and mandate. The Council comprises about fifty
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members, having diverse geographic and functional backgrounds and the expertise required to
contribute to the formulation of accounting standards. It has the objective of (a) giving advice to
the IASB on prioritiesin the IASB’ swork, (b) informing the IASB of the implications of
proposed standards for users and preparers of financial statements and (c) giving other advice to
the IASB or the Trustees. The Council normally meets at least three times ayear. It isto be
consulted by the IASB on all magjor projects and its meetings are to be open to the public. The
Trustees appointed the initial Members of the Council in June 2001.

Standing I nterpretations Committee
The Standing Interpretations Committee (SIC) was formed in 1997 and reconstituted in

December 2001. The Trustees have proposed an amendment to the Constitution in order to
change the name of the Committee to the International Financial Reporting Interpretations

Committee and to give it the following mandate:

(@) interpret the application of International Financial Reporting Standards and provide
timely guidance on financia reporting issues not specifically addressed in IFRS, in the
context of IASB’s Framework, and undertake other tasks at the request of the Board;

(b) publish Draft Interpretations for public comment and consider comments made within a
reasonabl e period before finalising an Interpretation; and

(c) report to the Board and obtain Board approval for final Interpretations.

The IFRIC consults similar national interpretative bodies around the world, in particular those in

partner jurisdictions.

The Committee has twelve voting members, appointed by the Trustees for a renewable term of
three years. The International Organization of Securities Commissions (I0SCO) and the
European Commission are non-voting observers. In the changes to the Constitution, the Trustees
have also proposed that a member of the IASB, the Director of Technical Activities or another
senior member of the IASB staff, or another appropriately qualified individual be appointed to
chair the Committee. The Chair will have the right to speak to the technical issues being

considered but not to vote.

The IFRIC deals with issues of reasonably widespread importance: not issues of concern to only

asmall number of enterprises. The interpretations cover both:
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(a) mature issues (areas where there is unsatisfactory practice within the scope of existing
International Accounting Standards); and

(b) emerging issues (new topics relating to an existing International Accounting Standard but
not considered when the Standard was devel oped).

The IASB publishes areport on IFRIC decisions immediately after each IFRIC meeting. This
report is made available (in electronic format) as soon as possible to subscribers and,
subsequently, posted to the IASB Website.

|ASB Staff

A staff based in London, headed by the Chairman of the IASB, supports the Board. The
technical staff and other project managers currently include people from Australia, Bermuda,
Canada, France, Japan, New Zealand, the Russian Federation, Sweden, the United Kingdom and
the United States.

Due Process

The IASB published its proposed due process in an exposure draft of the Preface to International
Financial Reporting Standards in November 2001. The following is that proposed due process,
and may be changed as aresult of comments received on the exposure draft.

| ASB Due Process

IFRS are developed through an international due process that involves accountants, financial
analysts and other users of financia statements, the business community, stock exchanges,
regulatory and legal authorities, academics and other interested individuals and organisations
from around the world. The Board consults with the SAC about the projectsit should add to its
agenda and discusses technical matters in meetings that are open to public observation. Due
process for projects normally, but not necessarily, involves the following steps (the steps that are
required under the terms of the Constitution are indicated by an asterisk*):

() staff work to identify and review all theissues associated with the topic and to consider
the application of the IASB’s Framework to the issues,

(b) study of national accounting requirements and practice and an exchange of views about
the issues with national standard setters;

(c) consultation with the SAC about the advisability of adding the topic to the Board's
agenda;*
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(d)
(€)
(f)

(9)
(h)

0]

formation of an advisory group to give advice to the Board on the project;
publishing for public comment a discussion document;

publishing for public comment an Exposure Draft approved by at least eight votes of
the Board, including any dissenting opinions held by Board Members and a basis for
conclusions;*

consideration of all comments received on discussion documents and Exposure Drafts;*

consideration of the desirability of holding a public hearing and of the desirability of
conducting field tests and, if considered desirable, holding such hearings and
conducting such tests; and

approval of a Standard by at least eight votes of the Board and inclusion in the
published Standard of any dissenting opinions and a basis for conclusions, explaining,
among other things, how the Board dealt with public comments on the Exposure
Draft.*

| FRIC Due Process
Interpretations of IFRS are developed through an international due process that involves

accountants, financial analysts and other users of financial statements, the business community,

stock exchanges, regulatory and legal authorities, academics and other interested individuals and

organisations from around the world. The IFRIC discusses technical matters in meetings that are

open to public observation. The due process for each project normally, but not necessarily,

involves the following steps (the steps that are required under the terms of the Constitution are
indicated by an asterisk*):

@

(b)

(©)

(d)

()

(f)

staff work to identify and review all the issues associated with the topic and to consider
the application of the IASB’s Framework to the issues;

study of national accounting requirements and practice and an exchange of views about
the issues with national standard setters, including national committees that have
responsibility for interpretations of national standards,

publication of adraft Interpretation for public comment if no more than three of the
IFRIC’s members have voted against the proposal ;*

consideration of all comments received on a draft Interpretation within a reasonable
period of time;*

approval by the IFRIC of an Interpretation if no more than three of the IFRIC’s
members have voted against the Interpretation after considering public comments on
the draft Interpretation;* and

approval of the Interpretation by at least eight votes of the Board.*
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Voting

Each Board Member has one vote on technical and other matters. The publication of a Standard,
Exposure Draft, or final IFRIC Interpretation requires approval by eight (8) of the Board's
fourteen (14) Members. Other decisions, including the issuance of a Draft Statement of
Principles or a Discussion Paper and agenda decisions, requires a simple mgjority of the Board
Members present at a meeting attended by 50 per cent or more of the Board Members. The
Board has full control over itstechnical agenda.

Each Member of the IFRIC has one vote on an Interpretation. Eight voting IFRIC Members
represents aquorum. Approval of Interpretations requires no that more than three IFRIC

Members present at the meeting vote against the proposal.

Openness of Meetings

(@) I1ASB and IFRIC meetings are open to public observation. However, certain
discussions (primarily selection of items for the technical agenda and appointment and
other personnel issues) are, at the Board's and IFRIC’s discretion, held in private.
Portions of the Trustees' meetings are aso open to the public, at the discretion of the
Trustees,

(b) 1ASB continues to explore the use of recent technology (such as the Internet and
electronic observation of meetings), to overcome geographical barriers and the
logistical problems for members of the public in attending open meetings,

(c) IASB publishesin advance on its Internet site the agendafor each meeting of the
Trustees, IASB, SAC and IFRIC and publishes promptly a summary of the technical
decisions made at IASB and IFRIC meetings and, where appropriate, decisions of the
Trustees,; and

(d) when IASB publishes a Standard, it publishes a Basis for Conclusions to explain
publicly how it reached its conclusions and to give background information that may
help users of IASB standards to apply them in practice. |ASB also publishes dissenting
opinions.

Comment Periods

The Board issues each Exposure Draft of a Standard and discussion documents for public
comment, with anorma comment period of 120 days. In certain circumstances, the Board may
expose proposals for amuch shorter period. However, such limited periods would be used only
in extreme circumstances. Draft IFRIC Interpretations are exposed for a 60-day comment

period.
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Coordination with National Due Process

The Board meets with the chairmen of its partner national standard setters at least three times a
year. Close coordination between the IASB’ s due process and the due process of national
standard setters is important to the success of the IASB. Asfar as possible, the IASB would
integrate its due process with national due process. Such integration may grow as the
relationship between the IASB and national standard setters evolves. In addition, those Board
Members having liaison responsibilities with a national standard setter provide a mechanism for

more regular contact.

Opportunitiesfor Input

The development of an International Accounting Standard involves an open, public process of
debating technical issues and evaluating input sought through several mechanisms.
Opportunities for interested parties to participate in the development of International Accounting

Standards would include, depending on the nature of the project:

(@) participation in the development of views as a member of the Standards Advisory
Council;

(b) participation in advisory groups,

(c) submission of acomment letter in response to a discussion document;
(d) submission of acomment |etter in response to an Exposure Draft;

(e) participation in public hearings; and

(f) participationin field visits and field tests.

The IASB publishes an annual report on its activities during the past year and priorities for the

next year. Thisreport provides abasis and opportunity for comment by interested parties.

Preface to Statements of | nternational Accounting Standards
The current Preface to Statements of International Accounting Standards was approved in

November 1982 and published in January 1983.

The Board issued a proposed Preface to International Financial Reporting Sandardsin
November 2001. The Board expects to complete its due process on the Preface in the second

quarter 2002.
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IASB Framework

The IASB Framework is a conceptual accounting framework (based on pioneering work by the
FASB) that sets out the concepts that underlie the preparation and presentation of financial
statements for external users. It was approved in 1989. The IASB Framework assists the IASB:

(@) in the development of future International Accounting Standards and in its review of
existing International Accounting Standards; and

(b) in promoting the harmonisation of regulations, accounting standards and procedures
relating to the presentation of financial statements by providing a basis for reducing the
number of alternative accounting treatments permitted by International Accounting
Standards.

In addition, the Framework may assist:

(a) preparers of financia statementsin applying International Accounting Standardsand in
dealing with topics that have yet to form the subject of an International Accounting
Standard;

(b) auditors in forming an opinion as to whether financial statements conform with
International Accounting Standards;

(c) users of financial statements in interpreting the information contained in financial
statements prepared in conformity with International Accounting Standards; and

(d) those who are interested in the work of the IASB, providing them with information
about its approach to the formulation of accounting standards.

The Framework is not an International Accounting Standard and does not define standards for

any particular measurement or disclosure issue.

In alimited number of cases there may be a conflict between the Framework and a requirement
within an International Accounting Standard. In those cases where thereis a conflict, the
requirements of the International Accounting Standard prevail over those of the Framework.
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