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RE: Strengthening the | ASB’s deliber ative processes

Dear Ms Pryde:

Merrill Lynch takes greet interest in the accounting standard-setting process and therefore
gopreciates the opportunity to comment on the Internationa Accounting Standards

Board' s (IASB) review of its own deliberative processes.

Overdl, wefully support the IASB’s proposds for strengthening its ddiberative
processes including the use of an gppropriate expert group for fatd flaw reviews and
gregter use of advisory groups and aother working parties, public hearings, fied vists and
fidd testing. We believe that given the complexity of many of the issues thet the IASB is
tackling, the use of expert input from individuas who have direct, “hands-on” experience
with the issuesin question will Sgnificantly enhance the standard setting process.

Merrill Lynch recognises the consderable pressure that the |ASB was operating under in
order to meet the March 2004 deedline for the issue of Standards to be gpplied from
2005. Now that this has largely been completed, we bdieveit isagood time to review
and reinforce the |ASB’ s ddliberative processes.

| have detailed below some specific comments on the individud proposals mede by the
IASB inits paper entitled “ Strengthening the IASB’ s ddliberative processes’:

= Publication on the IASB’ s website of latest proposals for new standards

We support the proposa to make near find drafts of forthcoming exposure drafts and
dandards avalable on the IASB’ swebsite. However, we believe that this could be
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used to extend the fatd flaw process by adlowing condituents to provide comments
on these drafts. The lASB should, however, make it dear when publishing these
documents that they will only accept drafting comments and thet the review process
cannot be used to re-open debate on issues that have been previoudy approved
through the IASB’ s due process.

Weredise that afatd flaw comment period will extend the process and the workload
of the g&ff; but believe the benefits, eg., Sgnificant reduction in the quantity and
extent of subsequent corrections or amendments having to keissued, greatly outweigh
the cogts.

The |ASB has a0 proposed the use of atwo-column format to incorporate the effect
of Board decisons on exposure drafts to aid condituents in understanding the likely
effect of these changes on the finad standard. We bdieve the two-column formet will
improve condituents ability to follow the cumulative effect of Board decisons as

this can sometimes be difficult to ascertain from the Board meetings. However, we
would expect any such andlyss to focus on the significant changes and decisons.

»  Use of steering committees/working parties/advisory groups

As noted in our letter on the IASCF Condtitution Review dated 11'" February 2004,
we believe that the IASB should make greater use of task forces and working groups
comprisng industry and technical specidigts in the sandard setting process,
induding initsfad flaw review process. Thiswould enhance the knowledge and
experience available when developing Sandards, particularly in more complex arees
of accounting such asfinandd ingruments and should aso increase the involvement
of the andyst community in the standard setting process. Inthisregard, we are
pleasad to note the IASB’ s proposds to establish advisory groups for its on-going
review and development of IASs 32 and 39, and its project on reporting
comprehensive income and would be pleased to contribute to these groups as
appropriate.

= Public hearings and field testing

As above, we dso believe that the IASB should make grester use of public hearings,
field vigts and fidld testing as part of the sandard setting process and welcome the
proposd to make these a more common fegture of its work.

We would like to highlight the merits of fidd testing in particular, when used
appropriatdy; it will identify flawsin accounting theory and most unresolved issues
with anew or sgnificantly changed accounting standard.

= Other matters

Asnoted in our letter on the |ASCF Conditution Review, we bdieveit isimperaive

that the IASB does not adlow due process to be compromised by dlowing palicy to be
established through speeches and/or other comments and communications by Board

members or other bodies associated with the Board as currently occursin some other
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jurigdictions. If acoounting policy is st outsde the norma channds, we beieve its
impact on related accounting would not be fully understood or considered, potentid

trangtion guidance and timing of trangtion are not developed or communicated, and
actud communication of the change or new guidanceis a best random.

We ds0 believe that the |ASB should adopt a* supermgority’ gpproach when
approving exposure drafts and sandards whereby et least 75% of the Board should
vote in favour of such proposdsin order for them to be issued.

In condusion, and as noted in our letter on the |ASCF Condiitution Review, we bdieve it
isimportant that the sandard setting process be fully trangparent and independent, and
that al condtituents with an interest in the process have the opportunity to express their
views. The changesto its ddliberative processes proposed by the IASB should contribute
to this objective, and, accordingly, we support these proposds. Notwithstanding this,
however, we bdieve it is dso important that an appropriate baance and flexibility is
provided within due processin order thet it can be tailored according to, for example, the
complexity and contentiousness of individud projects and proposas.
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We hope our comments will be useful to the IASB. Please do not hesitate to contact
Esther Mills (+1 212 449 2048) or meif you have any questions on our comments.

Sncerdy,

/9 CynthiaA. Rumpza
Director of Accounting Policy



