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Preamble:
This document replaces the previous Satement of Best Practice dated 2006.

Executive Summary

National standard-setters (NSS) and the IASB stowtreamline and improve the
efficiency of the standard-setting process whilst ensuriradityuso that IFRS respond to
real needsand are adopted by thergest number of countries possible

The IASB needs to base its standard setting activés on evidenceand toimprove
countries' buy-in in terms of adoption of its standards. It therefoeeds to be close to
constituents antle aware and understand the diversity of issues aing in individual
jurisdictions.

The NSS and their resources are best placed to pnoke the IASB with access to,
coverage and synthesis of those constituents andugswithin the relevant contextual
framework of their respective countries. The wisgganore efficient use of its own
resources and a sustainable strategy for the 1A38 best combine its activities with the
NSS.

Therefore the approach proposed in this paper stagir the IASB and NSS join forces
and frame their joint activities according to commyoagreed principles and methods.

In that spirit, the proposals seek to be inclusivall constituents without making it more
lengthy or bureaucratic. It suggests creating a body that materialisethaladded value

of national bodies acting in the public interest wh engage in the same standard-setting
activities and share the same constituentsith the IASB. Those NSS that engage most
input in all forms in global standard-setting aities - including the four larger European
standard-setters- are well identified and limitechumber, and constitute a relevant and
manageable group in practice; they already workttogy, albeit in a manner that needs
strengthening and to be more efficient: this isghgoose of this paper.

To work in a network mode with NSS will constitdte the IASB a highly efficient
expertise and outreach tool in order to best infonmices and decisions at all stages of the
standard-setting process. The paper explains hskoiild be developed at all levels.

In doing so in practice, the IASB will not ignoteetfact that the impact of IFRSs differs
considerably, based on how much "skin in the gamaeh jurisdiction has, measured firstly
by the scale of its companies using IFRS with cqueaces on its economy.

Given all this, and even assuming that the IASBhhigpt wish or have sufficient resources
to liaise on a permanent basis with each NSS iddally, no regional arrangement can
make up for the relationship to NSS and througmth® constituents on a sufficient scale.
Indeed regional groups worldwide today include \different bodies and working
arrangements, within considerably differentiatedibeiss environments and widely varying
policies vis-a-vis IFRSs.

Appropriate solutions will however be simple to 8ptso as to ensure that all other NSS in
the world are directly or indirectly within reachtbe IASB. NSS active on the
Council/Board would be happy to ensure proper agtrein- or outside existing regional
groups as actors seen best fit.

These proposals deal with issues that are criiicahe IASB, for those jurisdictions already
using IFRS as well as others, and all market pperds. This paper has been conceived and
drafted in confidence that the proposals are ketpfa of further success for in global
accounting standard-setting for the 21st century.

Such Council/Board of standard-setters will notlohape IFRS/IASB's own institutions,
neither the Board nor the Advisory Council, whishrclusive of a great variety of
interested groups and serves a specific and uefciion in the system.
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CHARTER
NETWORK BETWEEN THE NATIONAL STANDARD SETTERS
AND THE IASB

BASIS FOR CONCLUSIONS

1. There is global agreement to enhance the rakttip between
National Standard-Setters and the IASB and to et metwork together

Background

1. With the move of a number of countries to IFRS@mm by 2005, the IASB and national
accounting standard setters (NSS) recognised Bsasa2004 that they should work together.
This lead to the issuance in 2006 of Swaement of Best Practice: Working relationships
between the |ASB and other accounting standard setters.

This Statement of Best practice was meant as rewptfdn understanding between the
International Accounting Standards Board (IASB) atiter accounting standard-setters”. It was
meant to be “particularly relevant to standardesstin jurisdictions that have adopted or
converged with International Financial Reportingristards (IFRSs), or are in the process of
adopting or converging with IFRSs. It identifiesaage of activities that the IASB and other
accounting standard-setters believe should be taiaar by them in the interests of facilitating
the ongoing adoption of or convergence with IFRSs.”

2.1n 2012, with a larger number of countries hawadgpted or incorporated IFRS since then, a
number of years of experience of those first adhgptiountries and countries still considering
adoption or incorporation in various forms, thi®de¢o work together has been made even more
imperious.

The Trustees of the IFRS Foundation have recogrtigsdn their Strategy Review in which
they state (8C5):

“The IFRS Foundation and the IASB should encouthgenaintenance of a network of national
accounting standard-setting bodies and regional baes involved with accounting standard-
setting as an integral part of the global standardsetting processin addition to performing
functions within their mandates, national accoupstandard-setting bodies and regional bodies
involved with accounting standard-setting shouldtwe to undertake research, provide guidance
on the IASB'’s priorities, encourage stakeholdeutrfpom their own jurisdiction into the IASB’s
due process and identify emerging issues.”

It is also striking to note the allusion made by @hairman of the IASB, Hans Hoogervorst in
some of his recent speeches, about the need fmerk with the NSS. This was very well in
tune with informal conversations had between hich attier NSS.

The very long time it has taken in the recent pasisue individual IFRS and the risks taken in
terms of adoption of those IFRS by individual jdiegions evidence the need to revisit the way
in which that “working together” should be envisdge
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3. NSS have initiated work among themselves on thgsti(in the presence of the IASB) as
soon as in March 2011 in their meeting in New Yavkere it was decided that five of them
would set up a working group.

In September of the same year in Vienna, they meda comprehensive document, which was
discussed. A further fruitful exchange of viewskgaace in March 2012 in Kuala Lumpur
around deepened thoughts and possible ways foneading to the preparation for a new
discussion in Zurich in October 2012.

In other words, since the matter was first opemeghirly 2011, considerable progress has been
made. A common notion of the benefits to expeanhfsuch endeavour and a common
perception of what can be achieved in practiceearerging. The purpose of this paper is to
sketch out and finalise this common vision.

2. National Standard-Setters, the key for globabaating

a. It is often forgotten or overlooked that Nation&usdard-Setters — albeit possibly in varying
forms across jurisdictions - set the accountingsuhat are to be applied domestically for
statutory accounts by millions of companies okaks and therefore engage in the same
activities and role than that of the IASB as regdfRS. They discharge this mission as part
of a legal role assigned to them by legislatoreyTére part of a more global regulatory
environment and act in the public interest.

Therefore, any accounting issue or any accountengdsird-setting issue is, by design and as
their name indicate, of greatest interest to thénmmt within the remit of their mission and
responsibility. Inter alia they are evidently, redjass of the form it takes, pivotal in terms

of adoption, implementation and assessment ofriatemal accounting standards within
their jurisdiction.

b. The legal status of NSS varies, from private bodigls or without public funding and
resources, to public authorities. These differemmesot matter, as long as NSS truly act in
the public interest and are effectively held act¢able for it.

Firstly, form may be misleading and obscure sultg#aSome NSS appear closely linked to
official bodies yet totally independent; some otha@ppear to be without links to public
authorities but in practice are closely overseethleyn, with many possible variations of
funding and governance combinations;

Secondly, all NSS conduct the same activities higdi$ what matters for the purpose of the
present document. Such variety should even be deresl as a good examplification of the
need to take more into consideration the natioglitres to ensure more credible and stable
global constructs. Therefore, there is little reafw the differences in legal status to be an
issue for the purpose of this Charter.

c. NSS have full knowledge of local regulatory, ecoimmand cultural factors. Generally,
either directly or indirectly, they draw togethketaccounting expertise from their
jurisdiction. It is more and more striking thatchdime a specific technical question is
raised and that tends to be more and more oftean(ey staff of the IASB), NSS are able to
provide responses regarding IFRS, that are setontext and giving background and
insights that the IASB may not be aware of.
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That is simply their day-to-day work. They are ba ground. All stakeholders are
represented in their bodies at all times (praatiers in vast majority, stemming from
business and audit firms, large and small, but a¢sys, academics when not regulators, in
varying forms).

NSS are a synthesis of history, present debatesfaaitiviews for the future. They gather
all parties and stakeholders, however are indeperadal act in the public interest.
Therefore they are instrumental, if not simply Mitathe successful development,
implementation and maintenance of IFRS.

d. More precisely, the expertise and legitimacy of N&8 be understood as twofold:

- A unique “ex-ante” expertise, notably on the vergfting of accounting standards (due
process, network of local experts, ...), which carndgtbe of extreme relevance to the
IASB;

- But also a deep understanding of accounting “ex*pos. the impact that accounting
standards may have on the various market partitspah part of the same business
environment.

e. Business specificities vary from country to counfrilere are sometimes only a few
differences within different jurisdictions of a ggaphical area. Sometimes there are
numerous differences within the same geographrea @China, Japan; Canada, United
States). There are also some strong similaritiessadifferent geographical areas or regions
(France, Germany, Japan), although there may be ordess significant differences in
implementation. There could also be some simitgibetween jurisdictions on some
subjects whilst there are strong differences oeralibjects. Thus the relevant focus for
devising consistent and credible global standadsilegally anchored business
models/environments.

f. Itis therefore unthinkable that accounting issnewmajor markets or in any markets are
overlooked or looked through the sole lenses abreg bodies.

In practice, in every region the role given to suefional levels is significantly different.
Indeed arrangements vary over the world: in Europg;, endorsement of IFRS occurs on a
regional and political level and Efrag is not anslard-setter nor a group of NSS; in Asia
and Latin America, the regional level consists gfaping of NSS but is not set as a
political level as it is in Europe. Regional levale therefore not referred to specifically in
this document.

Incidentally no global system or arrangement invleeld works in a setting where the
global scene is represented by only 3 (or 4) regjiorierlocutors, even more so in the
universe of accounting, dominated by technical demify and extreme diversity of

maturity vis-a-vis the implementation of IFRS. Tiest result achieved and known so far is
the G20 and seems to be fair to most observers.

g. The need for a global set of accounting standaedsgbwidely agreed, the only way to make
it thrive is to ensure that it is produced by tlestocombination of forces. Those whose “day
job” is and will remain to set accounting standardbe IASB and NSS - have to combine
forces. That only will maximise the buy-in to thet sf standards as well as the efficiency
and effectiveness of the system.

This process should be formalised in a mannerdtatgnises the respective legitimacies
and roles of both parties to the same endeavouerGill the above, such approach should
best enable the world to move towards a uniquealjledt of standards which a number of
significant jurisdictions have already elected ¢othe IFRS.

This entails operational consequences in termsaafgss as demonstrated in the Charter.
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3. The IASB would gain in efficiency and quality Jmying forces with
and building on NSS capacities

A. Complexity and lack of understandability of recentstandards and standard-setting
process need to be addressed.

The recent standards and proposals have beenseritias overly complex and difficult to
understand and therefore to apply. This criticisse been repeated and been given prominence
in the responses to the IASB agenda consultatosreXample.

Some of this complexity can be traced back to & eenceptual approach leading to a
disconnection from the actual practices. Beyondrtam level, such phenomenon is very
detrimental: it may lead to a decrease in the bikigh of the standards themselves as a whole.

Moreover, this has materialised in considerablaylal some projects, which have apparently
become almost impossible to conclude, and give itaishe iteration of alternative proposals. It
sometimes gives the impression of an even stratigeonnection from the needs of the
constituents, although they continue to participatine standard-setting process — albeit with
lesser implication.

B. Collective work between the IASB and the NSS couldddress these difficulties

NSS are able to bring very early in the processfdkmation necessary to the IASB to ensure a
result better aligned with expectations and resiti

As this would be integrated by the IASB in the muof the process, the standards would gain
higher chances of acceptability and endorsemedédd in almost all jurisdictions now,
standards are endorsed or incorporated before ingpiation and it is becoming increasingly
clear that endorsement will nowhere be automatic.

C. The IASB and the NSS can organise themselves,that at all stages the IASB benefits
from early NSS input: that would be the golden ruleof the “Network”, where NSS play the
role of “sensors” and facilitators.

The first key element is for the IASB to make thestouse of the “synthetic” nature and role of
the NSS. Processes should be organised so thatath@gement of the IASB can sound and
check reactions to projects, in more or less de€p@mal ways depending on the matter.

The second key element is to adopt this attitucdveity step or critical step of a project, thus
maximising the chance of their smooth finalisation.

These two elements should not be seen as a comngléxtional setting or a heavy process
requirement, adding time to already long procedse®ality, it will not add much time to
consult with fellow standard-setters full time e fob. And it may save not weeks, but months
or years to confer in advance on the projects.
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D. Such arrangements also make sense from an institonal standpoint.

Firstly, it seems obvious that global accountirandiard-setting has to be run in a manner that
takes fully into account in its very organisatitwe tvariety of jurisdictions using the standards.
This would obviously bring an element of balancé benefit of all actors.

Secondly, the IFRS Foundation being increasinghgéd by local jurisdictions and, more
precisely, one way or another, through mechanismdy NSS, it would only appear normal
that they play this role and represent the jurtsois using IFRS in a common setting with the
IASB.

NSS would then be present in a Board or Counch ¥atrly frequent meetings as necessary
according to the projects. It would not be competaith the IASB nor challenge the IASB’s
independence in setting the standards. The IASBhaile to give appropriate consideration to
the differences between countries applying IFRSathdrs, issues in the former having
inevitably a greater weight than issues in thestatt
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CHARTER
NETWORK BETWEEN THE IASB AND
NATIONAL STANDARD-SETTERS:
A PARTNERSHIP
FOR GLOBAL ACCOUNTING STANDARD SETTING

National standard—setters (hereafter ‘NSS’) andAl&B have traditionally been engaged on a
bilateral basis. However, within the framework tdlgal standard-setting, NSS have also been
building capacity amongst themselves through varimore or less formalised networks which
have also been interacting with the IASB. Both ¢hleateral and multi-lateral relationships
between the IASBand NS$are important and are to be considered cohesively.

This charter addresses both bilateral and multdatelationships between the IASB and NSS.

1. Nature of this document

This document formalises in writing the partnerdb@bween the NSS and the IASB which draws
from the commonality of goals and activities of thiernational and national standard-setters
which operate in the public interest whilst alsamting on their complementary differences.

This document spells out the spirit and the wawlch global accounting standard-setting
activities should be run in the optimal way to batieve the common goal and satisfy the
needs and requirements of each of the partiesvaddiom their respective perspectives. It
therefore provides for delineation of roles angogsibilities and outlines the objectives and
principles for collaborative activities.

The purpose of this Charter is to frame the panespective commitments as moral and not
legal commitments.

This Charter foresees its review by the partiesagad in it within a timeframe that enables to
draw from reasonably acquired experience.

2. Abiding by overarching principles

NSS and the IASB, are committed to working:

- in close co-operation while maintaining indepenaenc

- transparently and openly, including on the shaahimformation and, where deemed
necessary, of resources;

- with mutual trust and respect; and

- with a sense of duty, responsibility and accoutitgldor achieving the shared goal in the
public interest.

! As interpretations are part of the IASB’s due pss; no specific reference is made to the IFRS$gre&ations
Committee which is implicitly subsumed in the refece to the IASB.

2 Regional levels are therefore assumed in the matidNSS in this document.
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3. Ensuring cooperation at each phase of the stavsedting process

The IASB and the NSS share the same goal and the sanstituents as regards IFRSs.

The IASB needs to base its global standard-segintigities on evidence. It needs to be close to
its constituents as well as be aware and understendiversity of their issues as early as
possible in the process as well as all along thedstrd-setting process.

The NSS and their resources facilitate this as fneyide:

- best access and coverage of those constituerttegyasecessarily engage with them for
their own due processes, as well as

- understanding of their issues within their appratgricontextual framework, ie as focused
and balanced input and evidence, taking into adah@respective weights and interplay
between their different local constituent groupéSS therefore exercise a synthesis role.

Therefore, local input channelled through the NStindamental for each stage of the standard-
setting process. This is not intended to preveniASB from having direct relationships with
constituent groups, even locally, although in statationships, transparency with the local NSS
is key.

Such process streamlines and facilitates the dpredat and subsequent adoption of IFRSs as
well as it avoids over-consultation of constituents

Seeking input in the IFRS standard-setting process

At every step in the standard-setting process faseteby the IFRS Foundation Due Process
Handbook pictured in the diagram below, regardtétbe format under which it is provided
(fieldwork, informal input, formal input, commerdtters, ...) input by constituents through their
NSS to the IASB helps the IASB define and refisepitoposals with the aim of minimising the
risk of non adoption of IFRS at the end of the pasC

Research Development of IFRS Implementation of IFRS
N A N
4 Yl Y
Agenda settin
| g o Il
" . 5 Post
Deliberations™\_|Discussion Deliberations’ Exposure Deliberations’ Final IFRS IC/ Impl
m Fieldwork paper Fieldwork draft Fieldwork standard AP Ry -
2 < I 4 L7 L7
-
National (regional) standard setters
0
0
Z

Constituents

I Input ﬂ ProposaIsIComment letters

% Local constituent groups comprise: investors, aregs, auditors, securities and prudential regrdaarademics
and any other constituent with an interest in IFRS.
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The IASB has responsibility for making proposalsvidnich it seeks input.

However, both the IASB and NSS carry out the sactigiies for the due process phases geared
towards setting a standard, ie during both thearebeand the standard development phases.

Therefore, in all type of activities (fieldwork,formal and formal input, comment letters), there
Is no justification for foreseeing diverging prip@s and ways of seeking input from constituents
than those described further in this document updent 4.

Managing the IFRS implementation phase

A NSS’s active participation in earlier phasesh# process should facilitate its activities in the
IFRS implementation phase. In this phase, act&/ibiethe NSS and the IASB diverge to some
extent, thus warranting the separate descriptioadfier.

The role of NSS does not stop once an IFRS is gludi. To the contrary, there are a number of
activities that NSS then engage in:

- adoption/endorsement activities which include ti@ie, compliance with local legislative
requirements, compilations of standards for a $igetane period and consolidation of new
or revised text;

- implementation activities which include identifyiagd communicating emerging issues
(see below) as well as post-implementation revi@garswhich the overarching principles as
described in this document apply) and consisteplicgion;

- helping constituents understand IFRS.

Consistent application

NSS and the IASB should work together to help emsonsistent application of IFRS. In this
respect, NSS help their constituents understanddhestandards through various formats and,
in doing so they may identify implementation issues

An implementation issue identified locally shoulel $hared with other NSS and the IASB to
determine the breadth of the issue and whethee ieex need for local interpretation or guidance
on that issue, with an aim to, to the extent pdssdvoiding a proliferation of local
interpretations. NSS should also liaise with regukain charge of IFRS enforcement on such
ISsues.

Some issues may affect only one or two jurisdiciand relate to particular legislative or other
local requirements—for example, a tax law thatigjue to a jurisdiction. In these cases, which
are likely to be rare, NSS may decide to issue then interpretations or guidance, in
compliance with IFRS.

4. Working efficiently on a day-to-day basis

The approach explained above is to be implementéuki respective parties’ day-to-day work.

Elements of this approach exist already to somengxClarifying how to streamline and
optimise the processes would benefit all partigslved, from constituents and their NSS to the
IASB, to all constituents’ satisfaction.

The main areas in which this approach should b&ilddtare as follows:
- how to seek constituents’ input
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- cooperation among staff
- terms of reference of work carried out together
- creating, as an essential tool, a Board / Courigtamdard setters

Seeking constituents’ input

Irrespective of the various standard-setting phdsssribed in 3, the process of seeking
constituents’ views may take various formats: pgyétion in working groups and expert panels,
search for input on specific subjects that aretkeyne or the other stakeholder, testing of
proposals including effects analysis. These a@wibccur in a more or less formal manner:
physical meetings, conference calls, questionngdiidd visits.

As previously explained in 2., the process of segkionstituents’ views should be performed
jointly with NSS.

When there is direct interaction between the IA8B eonstituents (e.g. through direct calls or
encounters in various foras) the IASB should enthaetransparency is achieved towards the
respective NSS involved, so that the NSS is abjgduide feedback to its constituents on how
their input was taken into account..

In practice, within the organisation of the dayeay work, this should not be a burden. There
will be many occasions for the IASB and NSS to exaje either bilaterally or multilaterally and
appraise one another of the issues that have Heatified.

Cooperation among staff

Regular formal and informal contact at staff lewath appropriate communication channels, is
necessary for the conduct of the day-to-day opmratin seeking constituents’ input.

This should be organised both on a general top#l lend on a project level with the relevant
staffs and would aim to:

- work out the terms of reference of the work caroetitogether for each new joint activity
launched (see below)

- discuss the input provided in detail prior to thghler level discussions of the chairmen
within the Council/Board of accounting standarderst(see below).

In addition, consideration should be given to tbegmility of arranging for staff to work for the
IASB and NSS consecutively, in order to diffuseragh as possible a commonality of views.

Terms of reference of work carried out together

For all yhe types of work the IASB and NSS engagetly in, the following terms of reference
should be agreed on a project-by-project basihbearties involved:

- the party leading the project;

- the nature of the project, including its objectives

- the scope;

- the process (including timing, milestones and fdation);

- whether the project will contain views or recommati@hs, or whether it is just presenting
an analysis of the facts;

- the output, including deliverables and who will oamd/or publish the output, and what will
be done with the output; and

- the roles, responsibilities and expectations ohgsty involved.
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A Council/Board of accounting standard setters

The IASB is assisted by a network of NSS constit@g a Council/Board of accounting
standard-setters, whose membership is by righbatéd to Chairs of NSS.

This Council/Board enables high-level discussidnsput coming from NSS on behalf of their
constituents to the IASB and of feedback on hovhsnoput has been taken into account in the
development of a standard.

Appropriate consideration by the IASB should beesgito the differences between countries
applying IFRS and others, issues in the formerrginevitably a greater weight than issues in
the latter.

The IASB does not have bandwidth to liaise withhrelSS individually and not all NSS can
participate to such Council/Board, which needstoain of a manageable size to be efficient.
Nor do all NSS have the resources to participasuagh Council/Board. Those NSS most
involved on a permanent basis — including the fatger European NSS, however, would
probably form a first group even less numerous tf@example, the countries in the G20.

The Chairmanship of this Council/Board by one sfitembers need not be over-formalised. For
instance, a two-year rotational system could barpptace with an appropriate balance to be
found according to agreed relevant criteria.

The IASB would always attend the meetings, represkhy its Chairman. Observers would be
allowed as well.

Regular meetings should be planned, at least qlyanath, in addition, as many other types of
meetings as needed and relevant in conjunctionawvyhwork performed jointly with the IASB
or significant topics and due process steps.

The role of the Council / Board should be includethe relevant IASB/IFRS Foundation
“constitutional” documents. The detailed workingaamgements would be defined and agreed by
the Council/Board itself.

Representatives of NSS —in a limited number, fasoas of efficiency - should also be invited to
attend various meetings organised by the IASB wattious stakeholders (industry, analysts,
investors...).
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