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1 On 22 March, the Congtitution Committee posted a paper Next Steps for the Constitution
Review following initial consultation on the IASC Foundation Website. That paper noted that
the Congtitution Committee:

had identified ten main issues for consderation, but had not yet reached conclusions on
them.

would be establishing a subcommittee of the Standards Advisory Council (SAC) to
provide guidance on the Congtitution Review.

would hold a series of public hearings to provide an additiond opportunity for public

comment.

This paper provides further information on these three points.

Issuesfor the Review and Preliminary Approaches

2 The Condtitution Committee has identified ten main issues for condderation. Whilst the
Committee has yet to reach conclusions, it has begun to develop approaches on those issues.
Attached, as Appendix A, is atable that suggests possible approaches to these issues.

3 The Committee emphasi ses that the particular pproaches suggested are meant to

enhance the consultation process. The Committee seeks to encourage specific reactions from
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invited participants at the scheduled public hearings or written submissions regarding the
preliminary views from other interested parties.

Subcommittee of the Standar ds Advisory Council

4 The Committee paper of 22 March noted that the Trustees had asked the SAC to establish
a subcommittee to offer suggestions on various options available to the Trustees and to comment
on proposas made by the Congtitution Committee. Such an SAC subcommittee has been
established, and comprises the following:

Members;

o Peter Wilmot, Vice Chairman, SAC; Chairman, Accounting Practices Board,
South Africa

o lan Ball, Chief Executive, International Federation of Accountants (IFAC), New
Zedand

0 John Carchrae, Representative of the Internationa Organization of Securities
Commissions (I0SCO); Chief Accountant, Ontario Securities Commission,

Canada
o0 Ndson Carvalho, Professor, Universdade de Sdo Paolo; Partner, NCV
Conaulting, Brazil

0 Mike Conway, Partner, KPMG LLP, United States

o David Damant, Chairman, Accounting Advocacy Committee, United Kingdom
Society of Investment Professonds, United Kingdom

o Peter Day, Executive Generd Manager of Finance, AMCOR Limited, Audrdia

o MaijaTorrko, Senior Vice President, Corporate Controller, Nokia Corporation,
Finland

o0 Willem Van Der Loos, Retired Vice Presdent, Corporate Control, Philips
Internationa BV, The Netherlands

Observers:

0 European Commission
0 Japanese Financid Services Agency
0 US Securities and Exchange Commisson

5 The Condtitution Committee will meet the SAC Subcommittee in New York on

Wednesday, 2 June, beginning a 2.00 pm (New Y ork time). The meeting will be open to public
obsarvers. The meeting will focus on two items.

Preliminary gpproaches suggested by the Congtitution Committee (see Appendix A)
Draft terms of references for the SAC, as proposed by the SAC Subcommittee
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Information for public observers, including registration details, will be posted in advance on the
IASC Foundation Website.

Information regarding Public Hearings
6 The Condtitution Committee has agreed to hold a series of public hearingsto provide an

opportunity for interested parties to give their reactions to the preliminary approaches, described
in Appendix A. Thetimes and venues for the meetings follow:

Dateand Time

(time subject to City Venue
change)
3 June New York, NY Baruch College
8:30 am.-2:30 p.m. United States Baruch College, Vertica Campus
55 Lexington Avenue
Room 14-220 (14" Floor) New York, NY 10010

United States
29 June London, UK |ASC Foundation offices
9:00 am.-4:30 p.m. 30 Cannon Street

London ECAM 6XH
United Kingdom

13 July Tokyo, Japan Nippon Keidanren

Morning (times to be Keidanren Kaikan

announced) 1-9-4, Otemachi,
Chiyoda-ku, Tokyo 100-8188
Japan

6 October Mexico City, Mexico | Venue to be announced

Afternoon (timesto be

announced)

7 Space for hearing participants will be limited. (The hearings will be opento public
observers) The Trustees will be inviting alimited number of organisations to participate in the
hearings in order to gain a broad range of views of those parties affected by and with an interest
in standard-setting. Invited organisations will be asked to comment on the preliminary
gpproaches by providing awritten statement aswell as ord testimony.

8 Other organisations will be able to indicate thair interest in participating in these public
hearings. Those organisations interested in participating should do so at least 14 daysin

advance of the hearing concerned by writing to the Committee at the following address.
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Trustees Condtitution Committee
|ASC Foundation

30 Cannon Street

London ECAM 6XH

United Kingdom

Attnn  Tom Saldengan
Director of Operations

Emal: conditution@iash.org.uk

Fax:  +44(0)20 7246 6411
In their request to appear at the public hearings, interested organi sations should indicate who
would represent it (please include name and position within the organisation), aswell asthe
preferred date and time to appear.

8 Because of space and time condtraints, the Congtitution Committee will not be able to
accommodate dl interested organisations. If interested groups or individuals are not selected to

participate in the hearings because of limited space, they will be invited to provide written
submissions for the Congtitution Committee.
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TOPIC
(aslistedinthe
Committee’' s paper of
22/3/04 on the |ASCF
Website)

WORDING IN THE PRESENT
CONSTITUTION

(paragraph number reflects numbering asit appearsin
the Constitution)

COMMENT FROM
CONSULTATION PERIOD

(a summary of views from comment letters
on the particular issue)

A POSSIBLE APPROACH

(Any approach indicated represents
preliminary thinking by the Committee
and is meant to stimulate public comment)

7. Consultative
arrangements of the
IASB

32

(@

(b)

(©)

©)

The |IASB shall:

have complete responghility for al 1ASB
technical matters including the preparation and
issuing of International Accounting Standards,
International  Financia Reporting Standards,
and Exposure Drafts, each of which shdl
include any dissenting opinions, and find
approval of Interpretations by the Internationa
Financial Reporting Interpretations Committee;

publish an Exposure Draft on dl projects and
normaly publish a Draft Staement of
Principles or other discusson document for
public comment on mgjor projects,

have full dscretion over the technical agenda
of the IASB and over project assignments on
technical matters: in organising the conduct of
its work, the IASB may outsource detailed
research or other work to national standard-
setters or other organisations;

(i) establish  procedures for  reviewing
comments made withina reasonable  period
on documents published for comment,

(i) normally form Steering Committees or
other types of specidist advisory  groups
to give advice on mgor projects,

(i) consult the Standards Advisory Council on
major projects, agenda decisions and work

A magjority of the respondents
noted a widespread perception that
the IASB’ s due process was not
sufficiently rigorous and required
enhanced consultation and
transparency. A range of views
existed regarding the appropriate
steps to address this perception:

0 Many, including securities
regulators, believed that there
should be a presumptive
obligation to carry out dl of
the steps laid out in both the
Congtitution and the Preface.
If the IASB chose to skip a
particular step (such asthe
use of field tests), it must
explain why to the SAC and
generd public.

0 Some commentators called
for the IASB to formalise
these procedures and to
publish a handbook or charter
of procedures related to its
due process.

0 Therewasabelief among
many of the commentators

P DRI SR B Nt Y R I R |

The Committee recognises the
significance of appropriate due
process and consultative arrangements
and the responsibility of the Trustees
in that respect. At the same time, the
Committee does not want to enshrine
additiona detail in the Condtitution
related to due process, because issues
related to the review of the IASB’s
due process are covered as part of the
Trustees duties, discussed above —
including the requirement to review
and approve the IASB’ s due process
and consultative arrangements.

Consistent with the Trustees
oversight role described above, the
Committee is suggesting modifying
section 32 (c) to read:

“The |IASB shall:

(c) have full discretion everthe
in pursuing thetechnical agenda of
the IASB ....”

The Committee also notes that the
IASB has recently published a
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TOPIC
(aslistedinthe
Committee’' s paper of
22/3/04 on the |ASCF
Website)

WORDING IN THE PRESENT
CONSTITUTION

(paragraph number reflects numbering asit appearsin
the Constitution)

COMMENT FROM
CONSULTATION PERIOD

(a summary of views from comment letters
on the particular issue)

A POSSIBLE APPROACH

(Any approach indicated represents
preliminary thinking by the Committee
and is meant to stimulate public comment)

priorities and

(iv) normdly issue bases for conclusons with
International Accounting Standards,
Internationa Financial Reporting  Standards,
and Exposure Drafts;

(e) condder holding public hearings to discuss

proposed standards, athough there is no

requirement to hold public hearings for every

project; and

(f) consder undertaking field tests (both in
developed countries and in emerging markets)
to ensure that proposed standards are practical
and workable in al environments, athough
there is no requirement to undertake field tests

for every project.

that the IASB should expand
comment periods and make
more use of discussion
groups, field tests, and expert
advisory groups.

Additiondly, some critics of
the current due process called
for the IASB to conduct
impact and cost-benefit
analyses.

document related to its own
consultative procedures, and the
Trustees will be considering the
IASB’s proposds following the end of
the comment period.

8. Voting procedur esof
the lASB

31. The publication of an Exposure Draft,
International Accounting Standard, International
Financial Reporting Standard, or fina Interpretation
of the International Financial Reporting
Interpretations Committee shall require approva by
eight of the fourteen members of the IASB. Other
decisons of the IASB, including the publication of a
Draft Statement of Principles or discussion pape,
shdll require a smple mgority of the members of
the IASB present at a meeting that is attended by at
least 60% of the members of the IASB, in person or
by telecommunications.

Many commentators believed that the
Trustees should consider requiring a
supermajority of two-thirds for final
decisions to be approved.

The Congtitution requires eight
members to approve a standard (57
percent of the IASB). The Committee
is currently considering:

1. Maintaining the exigting 8vote
requirement

2. Requiring 9 votes (64%) for an
Exposure Draft, International
Accounting Standard,
International Financia Reporting
Standard, or final Interpretation of
the IFRIC.

13
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TOPIC
(aslistedinthe
Committee’' s paper of
22/3/04 on the |ASCF
Website)

WORDING IN THE PRESENT
CONSTITUTION

(paragraph number reflects numbering asit appearsin
the Constitution)

COMMENT FROM
CONSULTATION PERIOD

(a summary of views from comment letters
on the particular issue)

A POSSIBLE APPROACH

(Any approach indicated represents
preliminary thinking by the Committee
and is meant to stimulate public comment)

9. Resour ces and
effectiveness of the

I nternational Financial
Reporting

I nter pretations
Committee (IFRIC)

37. The Committee shdl:

(@

(b)

(©)

(d)

interpret  the application of Internationa
Accounting Standards (IASs) and International
Financia Reporting Standards (IFRSs) and
provide timely guidance on financia reporting
issues not specifically addressed in IASs and
IFRSs, in the context of the IASB Framework,
and undertake other tasks at the request of the
IASB;

in carrying out its work under (a) above, have
regard to the IASB’s objective of working
actively with national standard-setters to bring
about convergence of nationa accounting
standards and 1ASs and IFRSs to high quality
solutions;

publish after clearance by the IASB Draft
Interpretations for public comment and
consder comments made within a reasonable
period before findising an Interpretation; and
report to the IASB and obtain its approval for
fina Interpretations

Though the Trustees did not ask a
guestion regarding the IFRIC, a
large number of respondents,
including regulators and
accounting firms, raised the issue
of IFRIC’ s operations. They
noted that the IFRIC must be able
to respond rapidly to the numerous
interpretation issues arising from
2005 implementation. There was
a perception that the IFRIC:

o0 did not have sufficient staff
resources to address the post-
2005 issues

0 had aprocess that was too
cumbersome to address issues
more rapidly

o0 should make better use of
nationa standard-settersto

ensure convergence
o should have more

independence from the IASB

Many of the comments reflect
operational issues related to the
IFRIC, rather than Congtitutional ones.
The Trustees are examining these
issues, and the IFRIC is aready
conducting an interna review of its
procedures, and recommendations will
be made to the Trustees.
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TOPIC
(aslistedinthe
Committee’' s paper of
22/3/04 on the |ASCF
Website)

WORDING IN THE PRESENT
CONSTITUTION

(paragraph number reflects numbering asit appearsin
the Constitution)

COMMENT FROM
CONSULTATION PERIOD

(a summary of views from comment letters
on the particular issue)

A POSSIBLE APPROACH

(Any approach indicated represents
preliminary thinking by the Committee
and is meant to stimulate public comment)

10. The composition,
role, and
effectiveness of the
SAC

38. The Standards Advisory Council, whose
members shall be appointed by the Trustees under
Section 16(b), provides aforum for participation by
organisations and individuas, with an interest in
internationa financia reporting, having diverse
geographical and functiona backgrounds, with the
objective of (a) giving adviceto the IASB on
agenda decisions and prioritiesin the IASB’ swork,
(b) informing the IASB of the views of the
organisations and individuas on the Council on
major standard-setting projects and () giving other
advice to the IASB or the Trustees.

39. The Council shall comprise thirty or more
members, having a diversity of geographica and
professional backgrounds, appointed for renewable
terms of three years. The Chairman of the IASB
shall chair the Council.

The great mgjority agreed with the
objective of the SAC as set out in
paragraph 38, but many
guestioned whether the current
composition and procedures
enabled that objective to be
fulfilled. Nearly al commentators
requested the Constitution
Committee to consider whether
the SAC need to be reorganised
and the procedures enhanced.

Commentators broadly felt that
the IASB should be more
accountable to SAC views and
should engage the SAC more
closdly in its strategic decisions.
The following points were made:
0 Some suggested that the SAC
should be given the right to
cast aformal vote on issues,
and if the IASB did not follow
the SAC’ s advice, then the
IASB would need to explain its
position.
0 The SAC should review
projects that are subject to
“sunset reviews’ (ie being

The Trustees place particular emphasis
on therole of the SAC and its input
into the IASB’s deliberations. At the
same time, Smilar to the comments
regarding IFRIC, some of the
comments received on the SAC relate
to operational matters and not to issues
necessarily to be addressed by
Constitutional changes. The
Congtitution Committee has asked the
SAC to make some specific
suggestions and will consider
preliminary recommendations put
forward by the SAC in June.

The Committee is suggesting that the
Condtitution be modified to state:

The Trustees select the Chairman
of the Standards Advisory
Council, and the Chairman shall
not be a member of the IASB or
IASB staff. (Therefore, the
Chairman of the IASB will no
longer serve as Chairman of the
SAC).
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TOPIC WORDING IN THE PRESENT COMMENT FROM A POSSIBLE APPROACH
(aslistedin the CONSTITUTION CONSULTATION PERIOD (Any approach indicated represents
Committee’s paper of (paragraph number reflects numbering asit appearsin | (asummary of views from comment letters | preliminary thinking by the Committee
22/3/04 on the IASCF the Constitution) on the particular issue) and is meant to stimulate public comment)
Website)
reviewed because the projects | - The Constitution should make
remained on the IASB’s specific mention of the
agenda for a certain period of requirement for regular liaison
time without reaching between the Trustees and the
conclusion). SAC.

0 There should be acloser link
between the Trustees and the
SAC to ensure that the IASB is
listening to SAC advice.

Comment letters reflected arange
of views whether the size of the
SAC should be reduced.

0 The maority believed that the
SAC wastoo large to function
effectively.

0 Some, however, argued that it
was necessary to have an SAC
of such size to engage the
relevant interested parties.

0 Many asked the Trustees to
examine the need for subgroups
of the SAC to focus on
particular topics (such as
SMES, emerging economies,
convergence, €tc.) to provide
strategic advice to the IASB.
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