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GZ  Well, welcome Charlie; it’s nice that you’re here. How are you? As some of the people
here may know, we were colleagues for quite sometime. Charlie was Minister of Finance in
Ireland when | was Minister of Finance in the Netherlands and Charlie became Commissioner
when | was still Minister; now we meet again in another setting, so you keep meeting each other.
Let me repeat my welcome for everybody. | think this is an important meeting; it’s the first
meeting of the Trustees of the IASB organisation and the Monitoring Board. It was part of our
constitutional review to create this kind of a Monitoring Board. If you look at the history of the
organisation, it is a private initiative which is peculiar, a private initiative to create worldwide
standards. It seems a bit too romantic to be true, but it is a successful initiative and it’s now
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applied in Europe. Europe made the breakthrough and more countries are now joining and, at
the same time, that also creates the question mark whether such an organisation should not have
a proper public responsibility, a public accountability on the one hand to the general public, but
also to the public authorities. And, if you look at public authorities, then you more or less
automatically come up with the security regulators because they have the same goal, you could
say, as the International Accounting Standards Board has; that is to support the interests of
investors. We do it through transparency in accounting and promoting that and promoting also
the independence of the standard setting process and this investor orientation, as the ultimate
goal, is also present in the securities regulators group. So that is for us an easy, nice
companionship also. These people who are supervising us have the same ultimate goal in the
back of their head as we have. | think that’s a step forward. | think that also, in your circles,
there is sympathy for the idea that the world would be improved if we would have a high quality
set of accounting standards which would be applied everywhere, because that’s good for
transparency and capital markets, etc. And you’re also very knowledgeable in keeping
politicians out if they try to have undue influence on processes which should be independent.
And we feel comfortable with that too. We hope that we’ll get a good relationship amongst each
other, hopefully mostly fine and in harmony but, if necessary, if you have critical remarks to
make to us, we are welcoming that too. We are not very touchy in that respect and | hope that if
we have suggestions to you, that you’ll be available to accept that too. This far is an introduction
from my part and maybe we can have some small general rounds before we go to the real topic.
Hans?

HH  Thank you, Gerrit. Yes, | completely agree with the statement that you just made. | must
say that the world of accounting — I am also an old companion of Charlie, Gerrit’s briefly
allowed me to be Minister of Finance in-between him for nine months and that was also at the
same time as Charlie. But this the first time | have been more or less immersed in not only the
world of auditing, but also accounting, which had always been very far from my mind. And |
have never expected this world to be so interesting and also so political, which is of course a
reflection of the truly remarkable times that we are living in where, for obvious reasons, a lot of
sensitivities arise. | also believe that for worldwide standard setting, independence is extremely
important, but independence also requires responsibility and independence also requires
accountability. So I think it was indeed a very good move on your part to create this group, this
Monitoring Board. | know there is still a discussion going on about the precise composition of it,
but generally it is seen as a very good development in which at least public authorities can have a
say and can reflect on the work that you are doing. And I think we all look forward to engaging
in this new task and we look forward to working with you to check the independence of standard
setting, if necessary, to give good constructive criticism or even less than constructive criticism if
such should be necessary.

CM  First of all, thank you, Gerrit, for the very warm welcome. As you pointed out, we sat for
many years as finance ministers together. | think you might have been the longest serving
Finance Minister in history. | can give you ten years and | served over seven and a half. | joined
the period with you but went to another job for about a year. Your colleague, Hans, was there,
so | think it just proves that we were too long finance ministers and | think that proves we were
too long with the same job. But secondly, can | say that | never thought I’d be back dealing with
issues to do with auditing and accounting. By profession | am a chartered accountant and it’s 36





years ago since | qualified and well over 20 years since | came into politics in Ireland and more
or less left the accounting profession. And I never thought that when | came to the European
Union that 1’d end up at the end of my political career dealing with auditing and accounting.
And, like Hans, in my day I didn’t think auditing and accounting was anywhere connected with
politics at all or anyway political, and I’ve learned this has been one of the most fraught political
areas. And as Hans and others would probably know, the European Commission, | suppose for
those in Europe understand what construction it is, but for those outside of Europe, they might
not understand it so easily. And we must remember we have various constituents to which we
must report back to get approval thereof in any of these particular areas and that has made this
particular accounting, auditing area, which should be by its nature technical and everything else,
made it somewhat political also. And also the financial crisis which we’re going through, it
definitely makes us and highlights the need to take a long hard look at all aspects of the global
regulatory framework in order to learn lessons from this particular crisis. Of course this applies
equally to accounting standard setters, including in terms of governance, and this of course is a
clear message which is coming from the G20. Now, the European Union has been the lead
supporter of International Accounting Standards. As people here would know, it was back in
2002 that the EU made a decision that they would adopt from January 2005 IFRS for all listed
companies. So we are the biggest constituency as of now for IFRS. So, with respect to
everybody around the table, if the EU hadn’t made that big step which predates my time — | was
only there since the end of 2004 — if that decision was not made by the EU Commission and the
EU at that time, IFRS would not have got the traction which it now has internationally. That is a
fact. Itis us that gave IFRS that particular set of traction as we are the bigger user of them and
we made that particular decision. So | just wanted to point out that and it does not reflect the
decision made pre my time there and it was a very, very important decision. Now, if anything,
this financial crisis has exercised the need for a greater international cooperation of standards and
of regulation for lots of reasons. One would be to avoid regulatory arbitrage and also to ensure a
level playing field. So this was why | think that global acceptance of IFRS will only be possible
if the governance is perceived as being legitimate. And I, more than anybody else, coming from
my accounting and auditing background, would recognise the importance of an independent
standard setting body. But as Gerrit would know and | would know, and Hans would know,
even independent central banks — and most of the central banks are independent but there is still
accountability, so you can be independent in your standards setting, independent in your decision
making, but there must be political accountability. And those of us that have come from the
political field like Gerrit, Hans and myself, although Hans was only in the field for a short time
would take that as a kind of quid pro quo and as a natural thing. So this is why | think it’s
important that we just emphasise that particular point. So therefore this Monitoring Board which
has been set up, I think it is very, very important; | think it is a big step forward and | think it is
important that it works effectively as well. So for the time that | have left in this particular job —
my term of office finishes as the end of this year and at the time that | came in 04 | was only
going to sit one term in the European Commission — it will be somebody else. But I think we
can lay the kind of groundwork and I think this Monitoring Board can be very effective and very
useful and reemphasise and re-strengthen the idea of independent accounting standards. And |
think that we’ll do a very good job if we live up to half the expectations about it, and we might
confound also some of our critics.

GZ  Thank you. Mary?





MS  Thank you very much. It’s a real pleasure to be here, especially to meet many of you for
the first time and I really look forward to working with you. And I also want to thank Hans for
being willing to take on the chairmanship of the Monitoring Board at this really critical time.
The SEC’s been quite committed to the creation of the Monitoring Board and we’re very
committed to its work going forward. | think it will be an important component of helping to
preserve the independence of accounting standard setters and I think, as we look around the
world, we all know, and most particularly in the United States, I think, how important the
independence of that function is and that it is something very much worth preserving and
protecting. So my hope is that the Monitoring Board will really play an important role in that
regard. We’re also very committed to ensuring that the financial statements and the accounting
standards serve the needs of investors and that’s an issue that I think is also in the forefront that
we all need to be dealing with over the course of the coming year. But as capital markets’
regulators, | think many of us feel that the pre-eminence of investors use and need for financial
statements really ought to dictate much of what we do going forward. We’re also committed to
moving ahead with achieving what | think we all believe is the correct goal over some time
frame, and that is a single universal set of high quality accounting standards for public
companies, and the SEC remains committed to moving in that direction and very much
committed to the convergence process. So again, thank you, and I’m very happy to be part of
this.

GZ  Thank you. Juniche?

JM  Thank you, Mr Chair. Well, let me start with the message from my boss, the
Commissioner of the Japanese FSA, the Commissioner Sato apologises for not being able to
make himself available for this meeting. That doesn’t mean that the FSA is not committed to
creating the Monitoring Board and implementing the Monitoring Board, but rather the opposite.
The G20 Summit Meeting is now being held here in London so that both the Prime Minister Aso
and the Minister of Finance, Mr Yosano, are here in London and currently the Minister Yosano,
the Finance Minister, is also wearing two hats. He serves as the Minister for Financial Services,
which is our Minister, so that the two of those big wigs, the two leaders are out of the country.
They’re both in London so he can’t lead my country from the crisis management perspective and
every perspective. So he despatch the small guys like me. Having said that, a couple of points,
approval of the JFSA, as I’ve said, is very seriously committed to creating that Monitoring Board
and implementing the Monitoring Board in an effective and efficient way. And, as Mary says,
we, the JFSA, is also committed to move forward in the medium term and longer term the single
set of the high quality accounting standards as well. In that respect we have recently announced
that our own roadmap which I’m going to explain later on, but we are going to move forward,
going forward; we are going to move forward towards the path of the adaption of the IFRS
eventually. So that will help the discussion of this Monitoring Board, as well as the meeting
with IASCF Trustee members. So in a sense, the IFRS are increasingly and rapidly getting the
international public good in the economic textbook sense. At the same time, because it becomes
international public good, it has to assume accountability as well, so that in that respect | hope
the Monitoring Board will assume its own very strong responsibility in that respect. And also, in
terms of the public good, we are very much interested in the XBRL treatment in the first phase.





Anyway, today’s inaugural meeting is an époque making meeting so that | hope that a fruitful
and effective discussion will take place today. Thank you.

HH  Thank you very much. Sylvie?

SM  Thank you. Will Engels regrets not being able to be here; he’s in South America and
expanding the good of prudential rules. We really think that it is a very important meeting,
although we regret not to be a full member, but an observer. It is not very clear what | have the
right to do. I know that | have the right to speak, but not to vote. We fully share the notion of
public good; we think that the central bankers and supervisors are really very important
stakeholders of accounting issues and we have developed, in that respect, a good relationship
withthe IASB and we try to enhance our relationship and improve working together, because
that’s very important for us. Clearly accounting issues are key aspects in the current situation.
The objective of financial stability should not be too far away from that. So we’ll be here to
remind you of that, thanks.

PL  Thank you, Gerrit. | would just like to say a few words. I, by coincidence and
circumstance, as the only remaining original Trustee when this organisation was founded seven
or eight years ago, | just wanted to say — and some of the you on the Monitoring Board know as
well and others know us not well, but this group of people, which was put together by many of
your predecessors, originally was a very, very high quality group of Trustees who were totally
committed to convergence and having a high quality set of International Accounting Standards
and has been followed by the group you see sitting next to you, or near you, by a group that is of
even higher quality. And I just want you to understand the commitment that these people have
and | think you know some of them and you heard a little of their backgrounds that it’s hard to
find any group of 20 plus people with such a diverse background and with such a background of
accomplishment and success and commitment. And I also want to impress upon you that the
Trustees have operated from day one as an independent a group and as apolitical a group as one
can imagine. | totally agree and support the Monitoring Group’s goals and purposes because
obviously despite however we’ve operated and acted, we didn’t have legitimacy because we
didn’t have any governmental oversight. But we have operated — and I’m really speaking for the
others, not me — we have operated always with the best interests of having a high set, one set of
converged accounting standards and | hope that the apolitical nature of the Trustees can be
continued by the Monitoring Board because, if not, | think we’re absolutely going to lose
something that has been very, very special and has enabled us to reach the level of success. We
were very close to getting to the point that we had hoped to get to and we were pleased that we
were getting there early. We’ve clearly had setbacks over the last year for a whole number of
reasons which we don’t have to go into, but there is an enormous commitment of this Trustee
group, and of course the Board, to getting to the finish line and we look forward to your help and
support in getting there. Thank you.

GZ  Thank you, Phil. Anybody else from the side of the Trustees? No. Well, this is the only
time I’ll chair this meeting and next time of course the real boss will chair. But this is a bit of an
improvisation because we are reorganising, but of course next time... Let’s go to the draft annual
report. One of the things which is in our Memorandum of Understanding is that we’ll report
annually to the Monitoring Board as we are extremely transparent, also showing by today’s





public meeting with the Monitoring Board that there is not a real difference to be made between
what we report to you and what we report to the broader public. So the annual report seems to
be the ideal vehicle to base our report and adhere to. But maybe it’s sensible to shed light on two
special issues. That is the whole due process, which is an important part of our work and the
other issue would be the financial position, which may not look very important, but without
money, no accounting standards. So it’s still good to look at. We’ll cover more in general terms
on the arrangement for the medium and longer term under the next topic on the agenda, so let me
first ask Antonio to introduce us about the activities of the Due Process Oversight Committee in
the past year and what the ideas for this year will be.

AV  Thanks, Chairman. What I plan to do, since this is the first time that we meet, is to give
you an introduction to explain the role and the responsibilities of the committee, the modus
operandi and to introduce the main activities of 2008. | want to keep it short, but obviously we’ll
have all the time to discuss if you have any specific point on how we work and on the initiatives
that have been taken. | just want to tell you that the idea of reengineering what was then called
Procedures Committee into a more robust structure came during the review of the constitution in
2005. That was the first review of our constitution where the Trustees recognised the importance
of demonstrating the organisation public accountability. In very concrete terms this meant a
couple of things. First, the creation of Due Process Oversight Committee as a standing
committee with a very clear mandate and a chart of objective; second, the willingness to increase
transparency across the board about the Trustees’ activities and, in particular, about their
effectiveness in carrying out their responsibilities, realising that you cannot have a public
accountability without having a strong transparency. The mandate of the committee can be
summarised in two points. More broadly the committee is to undertake a continual review of the
Trustees’ oversight work for consideration of the other Trustees. In a sense it acts as a radar
screen to make sure that the right issues are identified and addressed individually or by
committees of the Trustees group. And more specifically, and in first person, the committee
oversees the IASB adherence to the due process and works with the IASB so that this happens in
an effective manner. The way we built up the framework and the scope of the committee was
going back to the constitution, very simply identified the responsibilities that were set out for the
Trustees in the constitution. It identified then next which responsibility, what we call a key for
success, in other words what we meant was necessary for the Trustees to do in order to fulfil
successfully their responsibilities. And in the third column we have action items where we
identify year by year, period by period, the actions that have been undertaken. This blueprint is
set out in a form of a matrix and is available on the web, so to create real transparency on what
we are supposed to do for the general public and what we actually do. The modus operandi is
pretty straightforward. The committee comprises seven members with a fine balance of regions
and backgrounds. It meets quarterly on a regular basis and any time an urgent situation occurs.
It reports to the Board of Trustees in the public session with recommendation or requests of
approval or some action undertaken; it reports its activities through the matrix I just mentioned
above in the web and is the point of contact for stakeholders if they’re not happy or have to
complain about the Due Process Committee. Just last week we received a letter from
stakeholders groups with some comments about due process for a specific standard setting. We
will review that; we will discuss it among ourselves; we will query the IASB. We will go back
to the stakeholders group with the action we have agreed upon. Finally, the Oversight Committee
meets with the IASB twice a year. 1 think it will be very helpful to give you a quick update or





review of the activities in 2008; that’s probably going to help you understand better what we do
and what type of impact we have on the organisation. If you look at your report, the paper that
has been distributed to you, there is a list of initiatives and | would really divide them in two
groups. The first set of initiatives are the ones that are led directly by the committee and revolve
around the issue of compliance with due process and its effectiveness. So just like the
organisation, the review of the working groups, the assessment of the role of the feedback
statement and effect analysis in other projects. The idea here is not necessarily and solely to
make sure that almost bureaucratically there are key steps of the due process have been met, but
that the interaction with the different key stakeholders at any step of the process is effective,
intensive and productive. So we want to make sure — and | think the IASB is on our side — that
IASB is reaching out in the standard setting process. We heard a few years ago about the issue of
an “ivory tower” and frankly I never felt it was totally true, but that is one of our errors of
concern and we work with the IASB just to make sure that at any point in time this channel of
communication, this willingness to reach out, to be for technical input, to be for what I call
reality checks, is there. You can see that in a couple of projects and very briefly | want to give
you a sound bite. We reviewed the effectiveness of the working groups, the IASB sets working
groups at the beginning of any new standard setting process or review of particular standards.
Working groups are made by experts, technical expert, a business expert, and they really provide
the IASB with an input again about the technicality of issues, but also what I call the real-life
issue, the business impact and so forth. So what we did, we sent a questionnaire to all the
individuals that have participated in the past on working groups, asking a number of questions
about their own thoughts on how the process went and how they felt their contribution was
effective within the process. We got a level of responses. The general picture was positive, and
that was very encouraging, but there were a number of specific points relating to the
composition, relating to the day, modus operandi, relating to the feedback between the IASB and
the groups, relating to the way they are involved; they are going to be very helpful. We have
translated these comments into suggestions for improvement; they’ve been reviewed by the
IASB. We will be discussing them with the IASB, so what we feel at the end of this project that
we’re going to make more robust, the interaction between the working groups and 1ASB.
Similarly, we have been sponsoring and being a sounding board in the elaboration of the
feedback statement and effect analysis where the IASB creates a lot of transparency about the
approach, the assumptions underlying, setting a standard and creates transparency about the input
and feedback received by the different parties. So that is really what I call the projects that
revolve around due process effectiveness in a very large sense. The second set of initiatives that
you find here, some of them are very broad and have not necessarily been undertaken by the Due
Oversight Committee in the first person, but have been led by other Trustees, all the Trustees as
a group. And they really revolve again around effectiveness issues and, just to mention some, is
the monitoring responding to the financial crisis; this has been a continuous priority and
continual questioning that we had during the year. In one particular situation we decided to
suspend the due process, given the emergency situation. Going forward we want to formalise
and create a framework so that any suspension, partial or total due process, is rationalised. And
again that’s with a certain or a high level of transparency. There has been, as a priority, the
review of the IASB agenda and discussion that were related to the Memorandum of
Understanding with FASB, a continuing monitoring. And then in other areas, but I think it’s
always very important, there has been a beefing up of the performance review of IASB and this





is part of what I call the general accountability assessment of performance and deliverables.
This, in a nutshell, is where we come from, what we do and how we do it.

GZ  Thank you very much, Antonio. Are there any remarks or questions on this issue?

SD Gerrit, just to add one comment to Antonio’s very good summary, Antonio socialises the
agenda for the Due Process Committee to all Trustees and so often others will join, because this
is considered to be the heart and soul of accountability, so many of us will join as observers or
participants with the committee because we feel that as many of us that can participate at each of
these meetings, the better. So it’s a broad touch throughout the entire Trustees.

GZ  Absolutely, thanks. Juniche?

JM  Well, thank you, Antonio. It’s very clear and a full explanation. You mentioned during
your explanation you mentioned about suspension of the due processing last October and you
also mentioned the Due Process Oversight Committee. So | would just like to know that the
combined is a two idea concept. The question is, first, the Due Process Oversight Committee, do
you have the minutes? Because they are supposed to hold that twice, I think, the meetings,
together with the IASB members. And also the other thing is, how does this Due Process
Oversight Committee react or work to a function upon the suspension of the due process last
October? And also, is there any arrangements that the Due Process Oversight Committee has
discussed and decided going forward upon the experience of this kind of suspension of the due
process?

AV  Yes, the answer to the first question is we do have minutes. We have minutes that we
share with all the Trustees, so as some were saying, we are explaining the efforts but we feel
that all Trustees are involved. So we have the minutes of our meetings; they are shared with the
Trustees and discussed in the public session and, at the same time, we have also minutes of the
meetings with IASB that are shared with the Trustees. The agenda for the minutes with IASB, to
which we have a number of Trustees that are not part of the Oversight Committee that attend, is
an agenda that has been set up by all the Trustees groups. So it’s really a group where if the
Oversight Committee is interested, we can distribute the meetings of our meetings. In terms of
the suspension, we — and when | say we, all the Trustees — had a long and intense discussion
about the suspension of the due process. It’s one of those situations where there is not the
absolute white and the absolute black. It was a situation where you have to choose what is the
better with some level of compromise. We decided and we stood by the decision to go ahead,
given the level of urgency. Having said that, we have agreed on formalising the process of
suspension of due process or reduction of due process through formal procedures that will be
discussed, approved, published. So there is a transparent framework on when the due process is
limited or partially or fully suspended, rather than acting on an ad hoc basis.

JM  The only point is that particularly that this Due Process Oversight Committee, did this
committee make any specific functions at the time of the suspension of the due process? You
said that we discuss, we discuss, but that’s Trustees, right? Is there any specific function
described the Due Process Oversight Committee at such a kind of emergency type? Or you are





going to just make an arrangement going forward? | mean, what did this committee do last
October? A simple question.

AV  The situation was not a situation where we had all the time, so it was a real emergency.
The issue came out during the Trustees meeting that we had in Beijing in October. A decision
needed to be done. As the Trustees, we discussed and, as members of the Oversight Committee,
we agreed upon... yes, it is an exceptional situation but recognising that it is an exceptional
situation and recognising that we needed to have a more robust framework - that was taken on
the spot, to have a framework that we have agreed to. And it is part of our objectives to design a
framework that is going to regulate any type of inception to the Due Process Committee.

SD  Maybe I can add that during the second part of our constitutional review we already put
out the question about emergency procedure, so that should be in the constitution, under what
circumstances and in what form you can have a reduced procedure in emergency circumstances.
And, secondly, the Due Process Oversight Committee is existing only of Trustees, so it is not a
committee outside the Trustees; it’s a committee from the Trustees. So if we are collectively
together and you have the subject on the table, it’s of little use not to let the other Trustees talk
about the issues. So it’s not something out of the Trustees advising to the Trustees, but it’s part
of the Trustees which are dedicated to the Due Oversight. So that’s why we could have this
unanimous decision - it was unanimous because it was an important decision — in the Trustees
meeting.

AV  The way | would see it is that was a large Oversight Committee encompassing all the
Trustees.

GZ  Luigi?

LS The way | see it, the Trustees are delegating functions to a subset of them, which is the
Oversight Committee. So, at any time, the delegating body can take over the functions of the
delegated body.

JM  If such is the case that the Due Process Oversight Committee, they don’t have any arms
and legstype of arrangements of who is the Trustee itself. They have already melted inside the
Trustees member. Is that the correct understanding? Or do they have any, to some extent, any
independence in its function?

GZ No, if you have a council of ministers, you sometimes have a subgroup. Maybe even in
Brussels they have subgroups of commissioners. But you’re always subordinated to the
collective group, so that’s the way you should see it. So it’s clear that we have some distribution
of labour, for example, we have also a Remuneration Committee, an Audit Committee, but the
power is always with the Trustees as a collective. So we don’t want a special independent
blocking vote for a subgroup; that’s not the way we work. | hope that explains it. Sir Bryan?

BN | was just going to add the comment, building on the comment Sam made about one
aspect, and when you actually sit there working in the Due Process Oversight Committee with
the Board, there is always a time where you have an interactive dialogue where the board can





raise issues that may be on their mind, not necessarily issues requiring decision, but issues of
elaboration around the standing of the Trustees’ position, perhaps even requesting the Trustees’
aid, perhaps in a PR or other sense. So the Oversight facilitates the effective working and
independence of the Board and that does not necessarily mean always a big decision like a
suspension of due process. There’s a lot of lower level work that just simply facilitates the
effective oversight by the Trustees, but also the effective working of the Board. It’s a two-way
traffic.

GZ  Okay, thank you. Hans?

HH 1 would like to ask Antonio if the functioning of the Standards Advisory Council, would
that also be under your remit?

AV  If you want it there, again it was effectiveness. In other words, we have been concerned
when we raised... The issue of looking at the Standards Advisory Council started by looking at
ourselves first, but then all the different bodies surrounding IASB, so the foundation and the
different bodies are effectively discharging their responsibilities. So I go back to the matrix.
That is part of the reflection of the Due Oversight Committee, and there we started discussing
whether we are making the best use of the Standards Advisory Council. We share that with the
rest of the Trustees; we put a group together and the group was made largely by members of the
Oversight Committee, but there were other members. We set up that, we got other groups. We
reviewed and we made some changes, so the Standard Advisory Council has not been radically
changed. There have been some changes that we think are going to make it an even more
effective group. So the answer is the reflection about the assessment, the focus on whether as a
group, we think that the general IASB structure is operating effectively and can start with the
Due Process Oversight Committee, but the solution can be brought by a larger group.

PL I would just add, Hans, you may know this, but for the rest of the members, probably one
of the most frustrating challenges for the Trustees right from the beginning has been having an
effective Standards Advisory Council. Sylvie, are you still on it? Yes. So we could speak to it
as a member, but it has been just an enormous challenge for us. And we’ve tried different
iterations and different size and different groups of people and yet never have been able to make
the members feel like their contribution is that valuable and also having the Board or Trustees
feel that their contribution is that valuable. So that continues, | think, to be a challenge for us.

HH  That’s important that you mentioned that because those are also the sounds that we hear
from the people are on the SAC that they sometimes have the feeling that their contribution may
be heard but that they don’t receive sufficient feedback, to be given the feeling that their
comments are being sufficiently taken seriously. So that might be something that you might
want to invest in more and it might also serve to deflect a lot of criticism that you’re currently
seeing.

GZ  The problem is a bit that this SAC also serves the objective that it must be a global
representation, so there’s a regional dimension, but there’s also the dimension that it should be a
representation of preparers, users, auditors, what have you, and they come from different sectors.
So it’s a bit like United Nations on accounting and it’s difficult to make that a very efficient and





effective group. At the same time you need such a kind of group. If you look at working groups,
they can be far more effective because they have far greater scope; they are the experts who
really have an interest in the subject, so that is an easier vehicle for advice. Nevertheless you
need some general advisory body which is representative. But that’s my preliminary idea.

TS The actual point is that we just re-task the Standards Advisory Council so, on the basis of
a lot of the feedback that we have, so we hope the current incarnation where we have appointed
members reflective of stakeholder bodies throughout the world that will have a more formal
connection to stakeholder groups, have an expectation that stakeholder members bring issues to
the board and then bring things away from the board. And the board in the last meeting has
taken on the action about feedback as well in having specific time dedicated to issues raised at
the Standards Advisory Council in an effort, not only that but in addition to the emergency due
process procedures. We have a question on this point as part of the second constitution review as
well. So obviously it’s on our radar screen but the hope is that this new format, this is our third
goal on the SAC, that it will continue to enhance the effectiveness of the body.

GZ  Sylvie?

SM  Well, my comment will be very similar. That’s why we have that concern with the
efficiency of the SAC. But the new one, | mean we have been clearly asked to be there as
representatives of our organisation. I’m not just speaking for ourselves, but to represent our
organisation. And I would like also to mention that for the first time, the new chairman, ask us
about our views and the new FSA, FASB proposal, what we should advise the IASB to do with
that. That’s the type of thing that already we will come.

CM  To show the importance of how high up the political agenda the accounting things have
moved, at the Ecofin meeting last July, the Ecofin being the meeting of 27 finance ministers,
they, in talking about the next phase of the constitutional review of this particular body, referred
to the effectiveness of the SAC. So I think in Gerrit’s time and my time, through ten years of
Ecofin, I don’t think an issue like that ever got the conclusions of before, which shows the
importance of all these areas is now occupying finance ministers, and | don’t think it ever
happened in my time or Gerrit’s time either. Now one of the problems with the SAC, and Gerrit
has referred to it himself, it has to be global, it has to be representative. But there are close to 50
members on it and that, per se, makes it somewhat unwieldy and it hampers its position to adopt
coherent positions. Yet, on the other hand, if you don’t have it representational and global, then
you’ll be criticised. So in the next phase of the constitutional review, which is endorsed in
Ecofin conclusions, this specific point was made and we can touch upon that. And in general |
want to welcome the efforts of the Trustees to improve governance and, in particular, the setting
up of the Monitoring Board, which I said in my introductory remarks. But this is regarded as a
first step and there are very high expectations for further reforms. And, as | said, as part of the
Ecofin conclusion last July, three or four reasons were mentioned; that was one of them. It also
referred about systematic public consultations, about their IASB priority setting and their work
program, particularly the FASB / IASB conversion agenda. It also referred to the formalisations
of impact assessments as part of the IASB due process and I’d add this myself, which | raised
another form in this area. | think we might have gotten, long before this financial crisis, we had
other difficulties with some items. I’ve always referred to not just the impact assessments, which





are a particular kind of... and it depends how they’re done, | like to think — and | use this phrase
myself — | think a certain amount of road testing could have been done on some of the standards.
I think that I’ve maybe talked to some people around this table about them. What | mean by road
testing is before we ever got to it, that we possibly looked at it in a virtual situation.sAnd we
might have found out things that way that we might not have found out any other way, but there
are different ways of approaching this. I think, as the lady said— I just missed her name for the
moment — | think there has to be in the next phase of the council focus on the IASB must take
account of the broader range of stakeholders, particularly say the Basel Committee and the ECB.
I know there was a report they were discussing, there was the reference to funding as well, but
we can discuss that later on. And of course may | say that of course IFRS and the convergence
of IFRS and US GAAP of course remains very important and we have to take into account other
jurisdictions as well. It’s only fair to point out that; it can’t just focus on that, even though of
course the IASB and the FASB convergence agenda is the same as it’s part of a wider program
as well.

GZ  Thank you everybody. I realise that we try our best to make the Standard Advisory
Council more and more effective but it will always be a difficult issue probably, like creating an
effective parliament with more than 600 people is also a hell of job and still you have to do it.

CM  Who knows better than myself?

GZ  So there are some things in life which are inevitable and you try to make the best out of
it, and | think, as I see it, it’s something like that, we can’t miss it. We know we are handicapped
by size and by its composition, on the one hand, and at the same time if you are practical, you
can improve procedures so that it will be more effective than it has been up to now. So we try to
improve every time and again the relationship with the Standards Advisory Council.

JM  Just one small issue, but just to encourage that the IASB and IASCF people, it’s about
XBRL, which is very important. And as you know, Japan has already introduced our own filing
system called EDINET. It’s an electronic filing system to the authorities. And also that the
United States is on the way to introduce the same kind of XBRL type of system. So it’s very
important. And also that IFRS, IASB and IFRS is now developing its own XBRL system. The
only problem is that the difference from the Japanese and Americans, IFRS taxonomy doesn’t
include the accounting common practice part. It’s only the standard part. But our XBRL, |
think, includes the common practice part in taxonomy and Americans can do. So if we join that
as a group of the IFRS XBRL groups, that means that that might reduce the coverage of the
information. So I just would like to encourage. This is just asking you a favour to speed up the
work on the development of the IFRS taxonomy so that the IFRS taxonomy can include the
common practice part, not only the standard part. So it’s that kind of harmonisation of the
Japanese/American system and IFRS system can be done in a more quick and more effective and
efficient way. So, in a sense, | would like to ask you a favour of a slightly more budget and
human resources. That’s it. Because looking at the budget itself, it’s only the one person that
increase so I’m afraid that it’s not enough.

GZ  Well, it’s not only a matter of money. The common practice part is something different
of course than the authorised IFRS by the organisation. So we have to find something practical





which does not involve that it is the official common practice of the organisation because it’s a
principle based system. And we have to find something intelligent. But it has the attention.

TS Yes, we know it’s on our radar screen. We discussed it and the budget that you are
presenting does not reflect the work that would be required for the common practice. That’s
intentional because it’s an open question before the Trustees.

SD  Yes, before you move on beyond due process, | just simply wanted to observe that for
those of us that have served as Trustees for a while, this issue of due process is maybe the single
most important one on our mind as Trustees. The IASB is regularly criticised for not having
good due process and for not listening, all of those things that we hear. And | think it’s very
important for the Monitoring Group to understand that we see this Due Process Oversight as
critical as Trustees and we go to great energy and effort to be sure that the board is listening and
is engaging and is going through a feedback process and all of those things. And so I think the
more that the Monitoring Group can understand the intensity which we go at this, the better,
because we think this is the greatest issue that we have. Not everyone’s going to agree with the
standards. People will look at standards and not like the answer and, if they can’t win the
argument, the technical argument, then they attack the due process. And we know that unless we
have exemplary due process, we won’t win this argument. And having served at the FAF
overseeing the FASB, and watching how the due process was observed at the FASB, this is far
beyond anything I’ve ever seen in a standard setting environment. So | just wanted to emphasise
this is not a set of procedures and processes. To us, this is the heart of the credibility of the
IASB.

PL If | can just reemphasise Sam’s last point, because | think this is important for the
Americans, the IASCF, the Trustees, when they were formed were somewhat formed as a
duplicate copy of the FAF. And the FAF didn’t have due process because there was a belief by
many in the United States that any effort to impact the independence of the FASB was
inappropriate and therefore they didn’t even have due process. So when we started out, we did
not have Due Process Oversight Committee and we, the Trustees, moved to it very much against
the American members, not myself, | must say, but a number of the American members, one
who was a former SAC chair, who thought it was inappropriate to have that type of involvement.
So in many respects this has been a breakthrough, even though most people perceive we’ve been
a little late in getting there, but it’s really been a breakthrough and it’s been a real change in the
way accounting oversight is followed. So I think we’ve made great progress in the last few years
and Antonio deserves a lot of the credit for that. But it is different, at least in the United States;
to this day I think the FAF is now just starting to develop, trying now to model something, |
think — I’m not even sure I’'m right — similar to what we have. So this was a big, big change I
think for standards setting.

GZ  Andif I may add another aspect, also in the selection for new Board members, of course
we look at the technical qualities. We see whether they can talk, but we also check whether they
can listen, so that’s also important.

GZ  Okay, can we go to the next subject; are we going to apply for Article 11, David?





DS  Hopefully not. I’m doing this on the chair of the Audit Committee. You have in your
materials the draft at the time of the distribution of the materials to you of our annual report.
We, as a Trustee group, approved this morning; the Audit Committee met yesterday with the
external auditors, BDO , who signed off on our financials. Let me just highlight a few things in
these financial statements because | think what is important is really the forward look.
Obviously we want to make sure that we have sufficient resources to get the job done, of being a
global standards setter. When you look at 2008, we had profit before valuation of financial
instruments and exchange of just over £500,000. | think what is important here is that our
expense base is a little over 19 million, which is driven primarily by the cost of the people who
work at the organisation, plus the cost of Trustees outside meetings. About 100 people today
work within the organisation. Obviously, as the demands on the group have grown, we have
seen the related compensation expenses increases and I think, as you’ll see when we look at the
multi perspective, we’d expect that to continue. Obviously one of the big drivers — and again
you see this impacting in 2008 as we continue to do the outreach that we believe is necessary for
the board to do — obviously the cost of travel, the cost of holding meetings has also gone up. But
that $19 million number of expenses | think is something to just ground on as we will talk later
about our expenses. And, as | said, about two-thirds of that is driven by compensation. On the
revenue side, which is just under £20 million in 2008, about two-thirds of that comes from
contributions, and again this is basically the number of regimes that we have, whether individual
contributions as in the US, whether they come from the various schemes that have been set up by
countries around the world, plus the contributions that we get from the accounting firms.
Obviously, the funding is something that we are very focused on; we spent a lot of time during
our strategic plan on this and I will talk later about it. The other part of our funding comes from
publications and obviously, to the extent that we begin to make those freely available, we see a
source of our funding disappearing. And again that is something that we’ll touch on later. The
other ingredient that you see on the income statement, we are not free from accounting for
financial instruments. Because our cost base is sterling, revenues come in, to some degree, in
euros and in US dollars. We wanted to manage the currency risk so we had some forward
contracts in place; basically our policy is a two-year rolling set of forward contracts against
dollars and euros for sterling. We had, because of the significant moves in dollar/sterling and
somewhat less, although still significant, dollar/euro, we had significant losses on a mark to
market basis; we obviously expect those to come back as the contracts move towards maturity.
What is important obviously, the offset of that was in the revenue base, which when reported in
pounds sterling was stronger than they would otherwise be. Those are really the main drivers on
the income statement. Just one quick word on the balance sheet. One thing we’ve obviously
been very sensitive to is given the funding machine that we’re operating under currently, we
want to make sure that we do have some buffer to interruptions in our funding for whatever
reasons. We had at the end of the year just over £30 million in a combination of cash and in
investments, both short-term and long-term. | think we feel comfortable, before | get the
question with the bond portfolio in terms of the individual credit risk that we’ve taken on in that
portfolio, obviously that does give us some cushion against funding. To the extent that the
organisation’s cost base grows, it’s going to be extremely important that we do secure the
appropriate funding to continue the work that we want to see. Miranda is our Chief Financial
Officer, to use the corporate term, and I’m sure she’s available to answer any detailed questions
you’d have and obviously I’ll try and provide any overview. Do any of you have questions? So
let me open it up to comments, questions, observations.





GZ  Well, it’s a mini budget, yes.

JM  Just some information to provide from Japan, that we are moving from the [unclear]
contribution system to the more levy like system. So the system is [unclear] there in charge but
the preparers and auditors and also the users are equally there making the contribution directly to
the foundation. But starting from next year, I think, we have made an arrangement of the sort of
like collecting those levy-like fees into the foundation and the foundation is making that
contribution to the foundation, so it’s more efficient and more equal and fair. So I’d just like to
ask that the one thing also is that this kind of fairness around they ask the location of the
responsibility, or whatever, the financial responsibility, should be I think the number one
principles. Because in Europe and America and Japan are the three biggest contributors for the
financial resources to the foundation, so that there is a kind of fairness is a very important thing.
So one of the very selfish claims is that because the three of us, America, Europe and Japan are
the three biggest contributors, the satellite office also that we’d like to invite; there’s a strong
invitation. That’s a way of expressing our intention to that two chairs.

GZ  Thank you very much. This is an automatic bridge to the next subject, unless you still
have something on 2008.

CM  You probably know that we, in the EU, have proposed a finance IASCF in the form of
operating grants, which is the format used. That means that a contribution from the general
budget of the EU. Now, we have to, due to our processes in the European Council, go to the
legislative processes of both the European Parliament and Council of Ministers and it has made
significant progress quite recently. And it is proposed to adopt it, everything going equal. And I
don’t like to take for granted the things that might happen with the Parliament but with a fair
wind we should adopt this in the month of April, so that should happen. And, David, that means
our proposal earmarks a maximum of €5 million which is our share, Europe’s share, of the total
budget and it will be for the period 2011 to 2013. Why is it ending at 2013? That’s the end of
our current financial perspectives. Why does it start at 2011? Because the European Parliament
and Ministers have made it quite clear that this particular money and everything else that it will
be satisfied is that, with the changes in the corporate governance reforms that will take place, etc,
that the greater transparency and other things I’ve spoken about earlier, that they’ll all be in
place. So that will mean we will have gone from kind of situation, the ad hoc arrangements, that
will come straight out of the EU budget, I think, which is in the Monitoring Board’s
Memorandum of Understanding; it sets out this clear principle that it will be established with a
non-voluntary transparent, stable funding platform from the IASCF. So we’ve taken that
onboard. We have gone through a process and, with a fair wind, it should be through in this
particular parliamentary session, which we feel we’ll have fulfilled our commitment and we’d
encourage, of course, others to do so as well.

BN  Chairman, can | ask...? That means the individual country levies would disappear?

GZ Yes.





CM  Yes, as Bryan Nicholson would know from previous matters, this was our intention for
some time, that to move to this particular way of doing things, because there was all types of
arguments about this and various principles involved. But in general it would be felt that
anything independent comes straight out of the EU’s budget that is totally independent, not
dependent on what is levy or whatever on different firms or whatever. Our contribution is paid
like that, so therefore the question of independence is sacrosanct and come out of the general
budget of the EU. But as Alan would know very well, there is nothing more vexed than trying
to get a new budget lying into anything. It is extraordinarily difficult and this took a lot of
persuasion with other services, that we could move to this particular area. But it is the
appropriate way to go for these type of bodies, we think, in Europe, so it will come out of the EU
budget. But it starts 2011 to 2013, depending on two things, we get it through the session,
hopefully this session — and 1I’m not taking it for granted but it might have to be other matters of
the Parliament — and, secondly, the Parliament and the Ministers have made it quite clear that it’s
conditional on the reforms that are going through now and some other reforms that I’ve referred
to in my earlier contribution. But it will be a stable mechanism, how you do your budget
[unclear] against, and that will be, I think, that we’ve done our...

GZ  Well, we are indeed already in the heart of the next subject, which is the funding on the
long-term basis. There has been a lot of debate in the past also arguing that an organisation
which is depending on voluntary contributions of some companies cannot be really independent.
And it’s also a debate in the US. We have seen in the past year progress in a lot of countries
gradually switching over to a kind of mandatory contribution system. 1’m happy to hear that in
Europe things are even going faster because, at this moment in time, there are no Eastern
European countries contributing anything. So also in terms of the balancing of the contributions,
the contribution from the European budget which indirectly implicates every member of the
European Union contribution would be, I think, a step forward. So that is good news. Well, this
is a general approach we’d like to promote. Of course we are dependent on individual
governments or organisations like the European Union to implement that because we have no
power at all on contributions, so on the mandatory scheme in any region in the world. But it’s
nice to see that a lot of coordinated developments are taking place. | hope that also the
Monitoring Board will be assisting us and helping us in promoting these kinds of financing
schemes. Of course the US is still a big blank spot at this moment as far as the promotion of
mandatory schemes, and at the same time the criticism from the US that it’s not an independent
organisation because the mandatory financing is not there is also rather hurt, so that’s a bit of a
paradox in the US in this field. | don’t know what your prospects are, Mary.

MS I can’t tell you I’ve spent a ton of time on this issue, yet | will say we support the four
principles that relate out. We do believe that an independent financing scheme is really critical
over the long run and, in our roadmap which is still out for comment, there are milestones related
to funding. So we’ll be anxious to review those comments and move forward on this issue.

GZ  Any other comments on the general financing scheme? If that’s not the case then we may
go to... Bryan?

BN  Perhaps it’s not generally known within the Monitoring Group, but I chair the Education
and Publications Subcommittees and we bring in about two million a year. And we have gone to





wider, free dissemination, some of the things that are done in the US. And obviously there, there
is a strict interaction between decisions the Trustees might take in the education and publications
area and the contribution, if that falls, that might be expected from the EU, for example. So |
think that one has to keep an eye on that. And also there’s the point that Juniche made that we
have established in principle the view that with a set of global standards you need a base in the
United States and in Japan, and clearly the things that have been raised by various Monitoring
Group members in a global thing mean that you have to have more outreach and more contact,
more consultation, and that has a certain price tag. So I think that those issues need to be kept on
the table so there isn’t any surprise on either side.

GZ  If I may correct you, Sir Bryan, because we did decide that we would have something in
Asia, not yet Japan.

JM  Adifferent issue. It’s regarding Bryan’s point. We have been discussing among
ourselves that the direction of the adoption of the IFRS and paving the way lots of things seen to
the adoption of the IFRS. One of the issues that we have to think about is if some preparers and
somebody has to download the information from IASB, decide whatever, if it’s too costly it
might be that working against this adoption process for IFRS, so it’s fine that you can charge
some fees and things. But if it goes too much, then it might be that it’s a bit, I don’t know, the
dampening effect on our efforts to have the adoption of the IFRS. So that’s just to keep in your
minds, that’s it. So it’s fine that you’re collecting the money for establishing whatever, but you
depend too much on that side; that might hinder our efforts to the approach to the adoption of the
IFRS, because people are just expecting all this information, read the information,
interpretations, might be able to get it charged free, which is not the case. So that’s it.

TS Just to clarify though, we do waive our copyright at any jurisdiction that adopts the
standards. The question is whether the amount of material we waive the copyright on is
sufficient. And if we waive it on the non-mandatory parts and make the non-mandatory parts
freely available, will that impact the ability to finance the organisation? And that’s the
discussion. But together with the European Union, we’ve made the materials, the standards
freely available and that has never been an impediment to adoption and in a number of countries,
we provide the whole standards available for people, IP base. One of the issues we face is
protecting the copyright and protecting the brand. So we balance those two out, but we don’t
want copyright issues and the cost of accessing the standards to be the impediment to adoption of
the standards. | think we’ve been quite pragmatic in the way we’ve dealt with them. 1 think the
ultimate goal may be to make everything freely available in some form on the website and make
a formatted bound volume or something touchable.

GZ  Okay, thanks. Sam?

SD  Mr Chairman, just to point out maybe a statement of the obvious, but the big firms, the
big four firms, are the largest contributors to the organisation and do so with a lot of commitment
to the standards, but have no great pride in being the largest contributors, and in fact are
extraordinarily sensitive to the fact that some people suggest that that gives undue influence.

And the big firms work very hard to not have undue influence and it would be very welcome to
find a world where there was funding that left the firms totally out of that process, not because of





the money, because the money is not that worrisome; it’s the impression that can be made. And
so the large firms, including the BDO and Grant Thornton, are huge supporters, both in sterling
and in time, proud to be supporters, but would love to be left out of the process so they wouldn’t
be criticised for influence.

GZ  For the time being we thank you. Now we go to a five-year plan. It used to be there in
the Soviet Union, but it’s also here. And David will introduce us into the five-year plan.

DS  And this is material which is co-defining resource requirements for global standards
setter, this deck, and again this is a document prepared by Miranda and her team. Let me just
give a high level overview before Miranda picks up. As a Trustee group, we were very focused
when we performed our strategic review in 2007 in making sure that we understood what it was
going to take to be a global standards setter where IFRS was the one global standard. And we
recognised that we needed to understand the commitment that were going to need to make over
more than just the upcoming year. We didn’t want it to remain focused just on the next year’s
budget, but to really understand what the resource needs were. And, by that, we were talking
about the number of people that we need in the organisation, as | referred to earlier, that’s the
biggest driver of our cost, the cost of outreach, including travel. And then I think, very
importantly, and this is a large part of where Miranda’s been spending her time, what is the
infrastructural needs of this organisation? We’ve talked a little bit about opening satellite
offices. That obviously drives significant changes in the way | think infrastructure operates and
that is a cost that we have factored in here. You can see, as you look at this, that from a funding
perspective we remain true to what has been our funding plans to date. Obviously, to the extent
that we see a need to increase the level of resources, it’s going to be necessary for us to increase
our funding if we’re going to be able to meet the needs that we believe are there in terms of
resources. In terms of snapshot, you can see we’ve moved over to dollars from sterling here, but
you can see on the slides the expenditure base that we’re talking about from the standards setting
perspective for 2009 budget and than, as you move down into the later years, you can see there’s
a bit of a step-up that has occurred in *08. And we’d expect that step-up to continue through this,
’10, 11 period as we increase our resources. Having said that, let me ask Miranda to pick up
and talk a little bit more in detail of how this plan was pulled together.

MC  Thank you, David. Well, just to give you some background, obviously we’ve talked
about our goal of being a single standards setter. So we have two main public interest streams
which | think you’ve heard about today, the standards setting and related activities stream, and
XBRL. At the moment we finance those activities through a combination of national and
regional funding regimes, interest on deposits — we’ve talked about the fact that we make our
reserves work hard for us - and also publications and related activities. And Sir Bryan’s
mentioned the risk of that particular income stream. So that’s how we finance today. In terms of
our financial snapshot, you’ve had a look at the financial statements. This table on page five
does not show the publications and related activity income. We tend to look at that as net
income, as a net contribution, so we have revenue of circa six million and expenses of circa three
million. We look at that as a net contribution. And we wanted to focus on the core standard
setting activities for this particular initiative. We’ve also split out the XBRL activity and | will
come back to that. So looking at slide six in terms of the growth of the organisation, as we look
at our role as a global standards setter, it’s clear that we need to continue to build our





infrastructure. We are a relatively small organisation, 100 people is not a lot of people and that’s
where we are today. We need to be able to deliver on our commitments in terms of standard
setting and both of those factors, the standard setting initiatives and the strengthening of our
infrastructure, mean that we need to resource up. So over the five years we’re looking at taking
our headcount from 100 to 140 and that’s both in the technical team, but also in the support team.
And that, as David mentioned, has a big driver on our cost base because 70% odd of our cost
base relates to our human resource cost, and I’ve laid that out on slide six. | don’t propose to go
through that in detail, but you can see a big step-up between 08 and ’09 as we take on resources
to deliver these really stretching standard setting commitments that we’ve got and then, in *10 to
enable us to get to a position where we are able to deliver true global standard setting. So the
resources we mentioned briefly on slide seven, that they fall into two groups and also | have
mentioned that our remuneration budget is set annually; that’s done by the Trustees with the
Remuneration Committee. And for this plan we’ve just taken a 2.5% inflation factor, so fairly
vanilla. In terms of infrastructure itself, moving onto slide eight, the office costs — we are based
at 30 Cannon Street in London — they’re broadly fixed. We’ve signed a lease; we don’t expect to
have massive space expansion and therefore that’s a reasonable certain cost. However, as has
been mentioned, there is a desire to set up satellite offices in North America and in Asia and that
is to enable us to really have a strong presence and to be able to perform our global outreach
effectively. And the objective there is to do that within the next 12 to 18 months ideally, but
we’re looking for support in those initiatives. So you’ll see the cost of that going into our
infrastructure. 1 think, importantly, we’ve also been trying to professionalise our organisation
and build a sustainable infrastructure for an organisation that is now 150 people, and so we’ve
been looking at things like our technology and working out how we get to a sustainable position.
We’re not talking about spending a lot of money there; but we’re talking about making it robust
enough to enable people to operate effectively and efficiently within the business. And I think
there’s a natural cycle of having to replace some of that, which hopefully you’re familiar with.

In terms of outreach - this is slide nine - you can see that our cost base there is increasing both in
terms of ensuring that we’ve got sufficient and significant global outreach across the different
jurisdictions in which we operate. Also there are some costs associated which is supporting the
business in terms of professional services costs and you can see an upward trend there. And
David mentioned the need for travel; we are committed to making sure that we get out and speak
to people and that we run our meetings in different places, and therefore we have a fairly
significant travel budget and | would expect that to continue. | think the pressure for us to be out
there talking with people, meeting with people and making sure we’re engaging is only going to
continue, and we manage that very effectively as an organisation. It's an area we’re concerned
about making sure we’re efficient on, but there is a need and that need is going to continue. On
XBRL we clearly have been very actively involved in the IFRS taxonomy development. At this
stage there are discussions about how that role is taken forward and whether the role of the
IASCF is extended; but as it’s still early days with the Trustees, we’ve worked on the basis that
our expenditure will stay on an existing provision, rather than an extension. If it is decided that
we are going to change the provision of XBRL and potentially go to the extensions, we then need
to look at the cost base and also how we are going to fund that. And I think that’s a separate
point which is not addressed here at the moment. So that’s a fairly quick canter through the
expenses. | think they are relatively straightforward and I think the point really is that there is a
step-up; that step-up is to both enable us to get the standards delivered in an effective and timely





fashion, but also to have an infrastructure that supports that in a professional and world-class
fashion.

TS Yes, so how do we finance it? You see that slides 12 and 13 discuss about where we are
from the contribution standpoint and, | think as part of the report you received as the Annual
Report on the agenda paper 2C, it discusses the current state of our financing initiative. There’s
a couple of things to say about our funding initiative. One is that we have, from a largely
voluntary scheme that we were in from 2001 to 2005, made significant progress to levy-like
broad based funded systems that are not dependent upon individual company contributions. 1
think that the real exception may be the United States in this regard. The accounting firms
contribute now less than 25% of the overall budget and | think that is a reflection of our efforts to
have broad based funding regimes in a number of jurisdictions. But it has been jurisdiction
based. We don’t assume great expansion in this for the purpose of this exercise. There are a few
new funded regimes that will work on going live in the next couple of years. Canada, this year,
has covered that board; the French have established a new funding scheme for this year with the
sponsorship of the Ministry of Finance. We’re working closely with Israel on a funding
machine, but it’s been gradual, so that’s why you see a fixed amount for 2010 and beyond. It
doesn’t reflect any real big growth in it; the change really reflects the depreciation of sterling, to
some extent, it’s been a big step-up. Plus we raised money in dollars, Euros, that’s been fixed,
and then we’ve had an increase in the sterling percentage. If you see, though, if we’re going to
make the step-up, organisational resources, we have a funding gap to fill. Some of that gap could
be filled with publications, but not all of that, and we’re going from an organisation of a £19
million expenditure to one based on £23 million and we have to figure out a way to cover that
gap. And there’s two things in terms of our long-term financing. Largely, we agreed static
amounts for each country; we didn’t have any increases for inflation in the initial round of this
new long-term financing procedure, which is 2008 to 2011 commitment to be largely received.
So we have to figure out a way possibly in terms of oversight as well, how we built it, increases
it to future levies in the future, how we deal with the inflation within the organisation. And then
the second thing is in areas where we have yet to establish funding machines at a sufficient level.
We have to complete that work. And this is a question that the Trustees will have to assess,
whether we’re in the position to make the step up in our resource expansion, if we don’t have the
finances already committed. The other thing is, we’ve talked a little bit about the exchange rate
risk. The real risk is that, from an exchange rate standpoint, we try to deal with it through
hedges. You see in the financials for this year that we have forward contracts on all the
contribution. The idea is that to be risk averse like that, commit, fix the sterling about where our
expenditure is and tie that in right away, once we have a firm commitment for it two years out.
And so really what we have to figure out is if it’s perceived as necessary to bring us to what we
think is required to become a global standards setter, how we fill that gap going forward in the
next couple of years. | think the timing is realatively urgent giving considerations to some
jurisdictions and we have to figure out the mechanism for increasing going forward.

GZ  Okay. Juniche?
JM  Just a technical question. Thank you, Miranda. Having heard your explanation that this

might be a bit difficult unless you have some extra funding resources, it might be difficult to
increase the staff of the XBRL budget. Is that the correct understanding? Yes, it’s quite





understandable that looking at the five-year plan by 2013 that the technical staff will be
increased from 44 to 65. Operation will be increased from 28 to 40. However, the XBRL is
increased only from four to five, so I’m afraid to say there must be some room for manoeuvre to
really locate the kind of thing so that I really hope that the Trustee members can discuss this
issue slightly more further. That’s all 1 would like to say, thank you.

GZ  Thanks. Any other...? Aki?

AF I think if you look at the paper, it would be 2C, the least of the participants for funding.
If those lists are comprehensive, a complete list, then | was somewhat surprised, only in terms of
number of country, only 17 countries are paying dues. So this is very, very small number
because we are (unclear) of the disseminating efforts to worldwide and more than 100 countries
are using efforts, but only 17 countries are paying dues. So | think we need to take some urgent
action to implement some sort of system to get money from worldwide.

TS Thank you, Aki. | think that’s right. The only thing is that some countries give it
through their central banks and I think we have 29 central banks that include a number of smaller
economies. So the likelihood of going beyond the $10,000 contribution from a very tiny
economy that gives through a central bank is probably not great. I think the point is well taken
that we haven’t quite got into the broad spread. Of course, if the European Union goes to a
budget item that actually 27 countries within the European Union and we gradually expanded,
but we’ve largely been limited to where we’ve had Trustees on the organisation because that’s
been the place where we’ve had influence to convince regulators in the home jurisdictions.

GZ  Any other questions, remarks on the five-year plan? If that’s not the case then we go to
the procedure of Trustee appointments and nominations. Bertrand, can I give you the floor?
There is already a very concise paper.

BC  There is one responsibility of the Monitoring Committee which is not discussed here,
which is to appoint Board members, which obviously is a big part of the responsibility of
Trustees. But here we speak about the process of Trustee appointments so we’ve been trying to
follow what had been discussed in a Memorandum of Understanding with the Monitoring Board
with the idea that the Monitoring Board could input some candidates for Trustees and also that
the Monitoring Board has the right to decide finally on Trustees’ appointment. So, for that
reason, the process is being described as it is here, which is normally we have a certain number
of Trustees up for reappointment. We first look whether the Trustees would like to reappoint
those Trustees who can be reappointed because we have obviously a term limit in the
constitution. And then we would submit to the Monitoring Board the idea that the Trustees are
minded to reappoint Mr X, Y and Z if the Monitoring Board agrees they are being reappointed.
If the Monitoring Board doesn’t agree, then we add those seats to the number of open seats
where outgoing Trustees cannot be reappointed, and then we go through an advertisement
procedure, like we normally do, and we would have three processes, a formal advertisement
which we do in The Economist; we would ask the Monitoring Board to tell us if there are
nominations coming from the Monitoring Board and we will also write to stakeholders in the
various countries where we are looking for Trustees to ask them for nominations. And we would
do that in April or May each year and, after that, in June, we would draw up a short list of





candidates and we would do background research. And in July the monitoring committee would
make a recommendation to the full Trustees and the Trustees would approve or modify this
proposal and then we would give this proposal, present nominations to the Monitoring Board for
consideration. And we would hope that the Monitoring Board could react in such a way that by
September, October at the latest we could have final appointments so that new Trustees or
reappointed Trustees could take office at the beginning of the year. Because the terms of
Trustees are ending at the each of civil year. So that is what we are proposing here and the first
application this year would be the fact that there are six outgoing Trustees, two of whom are not
really up for appointments, and four are eligible; the Trustees are considering reappointing them.
So we will formally ask you for your approval for these reappointments first. So we would
formally tell you that there are two openings, for which we’ll seek nomination in April and May
and go through this process, with final appointment by the Monitoring Board in September,
October at the latest. That is what we are suggesting.

HH  Thank you. I think that sounds, in principle, agreeable to me. In terms of reappointments
we would of course look at that, but we would feel, especially since we are talking about four
people, no great urge to personally meet them as we are meeting you here. But in terms of new
appointments, I think it would be good if we had a chance, if the nominees would come from
your side instead of ours, that we would have a chance to meet with them. We are planning to
meet again during your next meeting in Amsterdam on 7" July so I think that would fit in with
your schedules that we might be able to meet them then.

GZ  We can also go together on a boat through the canals.
HH  Absolutely.

BC  If you wish to meet the Trustees’ candidates nominated by us in July, then we should
move a little bit our schedule because our initial plan was that in July we would decide who we
wanted to nominate and communicate the nomination to you, so that would be...

GZ  Let’stake a look at that, how we could fit it in. Obviously, it’s not possible for us to
meet more than two or three times a year.

BC  No, sure. It’s okay.
HH  So we can discuss this further. This is how we would like to go about it.
Gz  Charlie?

CM  The time schedule would be more in keeping with our particular position, as well as if we
do it like the way that he was suggesting originally, even though there was a lot of merit about
what Hans has just said. | think we could adopt that and I’ll tell you why in a moment. We
welcome the active role of the Monitoring Board play in the appointment of Trustees; this is part
of the agreement, etc, etc. But | must remember that | have to reserve the EU’s position since the
European stakeholders, particularly the European Parliament and the Member States, they have
to be consulted before a position about the reappointment of Trustees can be diversedby me.





This is the agreement we are going to have with the European Parliament and the Member
States. So therefore I am not in a position to give authenticity, if that’s the appropriate English
for this particular procedure, even though | don’t foresee any great difficulties in moving in a
practical way. But | must put that particular mark otherwise 1’1l be not inline the mandate given
to me as the agreement I have with our stakeholders. And Bertrand Collomb’s timeline kind of
appeals to us, as it appeals to me, is that this year there are the European Parliamentary elections
in June, before the relevant committees that have to be set up and it will fit in, I think, quite
nicely with what Mr Collomb has outlined at that particular timescale. So I think 1 just had to put
that particular marker. If I don’t, I’ll be in trouble back home.

PL Charlie, could I just pursue that with you a little? I don’t think — I can be corrected — that
we understood that was going to be the European approach and I guess one of the things that we
really were concerned about when we were going through dealing with the MoU and working
out this relationship was that we were comfortable with the Monitoring Group having the right to
turn us down or to turn down a Trustee appointment, even though we weren’t happy out it, very
honestly, because I think one of the things we did do well is pick Trustees. And we didn’t want
to politicise it and we never have. So | guess | must say — | speak for myself — I can’t speak for
the Trustees and this is the first I’ve heard of it — | guess I’m a little concerned we now have
multi levels of approval and I think that will cause a lot of unhappiness and will not be in the best
interests of the organisation.

AV  If I may just to complement... and with the spirit of the frankness that has been called
upon by Hans and Gerrit, there are other areas where you feel your mandate within the
Monitoring Group is limited to the subsequent approval from the Parliament?

CM  Yes. Like I have to have a working relationship with the people who give me my powers
and, in our process about how we do this, the whole process with the IASB and IFRS, it is
determined by what the Council of Ministers and the European Parliament give me a right to do.
We are not, as people might know, a government, the European Commission. It’s not like, say,
the Japanese Government or the FSA come along and make a decision on just whatever they
have decided in the Japanese authority. I’m not too sure; there was an issue vis-a-vis the United
States as to how they report back, but I’m quite clear as to my powers in this particular guard , is
that I will have to have a relationship with the Parliament and the Council of Ministers in
particular. Now, I’m not anticipating any kind of difficulties at this stage, but you never know
how this will go, so I can’t just come along here and say is the way it’s going to be because our
understanding of what’s been agreed, how this Monitoring Board works, it’s not an automatic
right for just the Trustees to be given just there, otherwise there’s no point in having a role in the
Monitoring Board, let’s be clear about that.

GZ  That’s not the issue. We understand that you can have a grudge against one of the
Trustees; we try to reappoint and then you can, as a Monitoring Board, say no. But what is now
here at stake is whether you are, as a Monitoring Board, as a group, able to say yes or no or that
you have to go back to Parliament. And going back to Parliament makes the whole procedure far
more complicated and not really what we had in mind.





CM In the agreement that we have it will have to be approved by the European Parliament,
like all these things are... like this is all part of a new kind of process. And it’s not that I
anticipate that there will be big debates about this, but there will have to be, at least in the
European Parliament, they will have to be consulted and so also the Member States.

GZ  Isthat consultation or approval?

CM  This has to be more or less worked out as to which way we’re going here, but we can’t
just give an automatic and we just go forward, | can come along here as part of the Monitoring
Board and say, oh, yes, it suits that individual, that suits me grand and that’s okay. I’m not in the
luxurious position of being able to do that.

HH | must say that the European Parliament is now getting more powers than our regular
national parliament, because a nomination like this, there is no way it would come close to a
national parliament.

CM  Well, just to make it clear anyway, funnily enough they are elected and what has
happened in a few years is that the powers of the European Parliament have been increased and
increased, and that’s been agreed to by heads of government. And some countries have had
referendums on these particular issues but, in case it hasn’t been noticed by other people, the
powers of the European Parliament that exist in 2009 is a long way different from the powers of
the European Parliament that existed in 1999 when | was sitting around the Finance Minister’s
table initially. It has changed and each successive adjustment in the three years has given more
and more powers to the European Parliament and that has been agreed by all countries by the
ratification process, and some countries by way of referendum. That has become increasingly
the position and it has to be respected.

HH  This particular approval power is not enshrined in a treaty or something? This is an
agreement you made bilaterally with the Parliament, | suppose?

CM  The way we arrive at any decision now in these consultations, most things that are done
now in these consultations, at least with the European Parliament, there are certain things that are
reserves of the Commission, but anything that implies consultation, they have to be consulted.
And we have to go through the process of consultation and then make a final decision after
consulting them as to what we are going to do. But we must have the consultation process first.

GZ  Luigi?

LS Shouldn’t we draw a distinction? | seem to remember that in the MoU the European
Parliament is not mentioned as a party. The party in the agreement which you signed, Chairman,
and the others have signed, is with the European Commission. And then what the European
Commission wants to do is something which doesn’t concern us. If they have to go to the
European Parliament or not, it’s not in the MoU. | don’t think you’ve ever signed an MoU
where the two words, European Parliament, were mentioned.





CM  We could take this kind of logic to the extreme and | point out this. Under the agreed
ratification process in the European Union regarding IFRS standards, we in Europe are not in a
position to commission; we only adopt them after agreement with the European Parliament. We
can’t amend them; we can either adopt them or reject them. So it should be born in mind that the
powerful role that the European Parliament has regarding all the IFRS standards, they have that
particular power and that is there. Also, and this should be of use to anyone who has sat as a
council minister, it’s the European Parliament that agrees the budget line and the money in all
areas, not an insignificant power, may | just point out, not only in here but in all areas. So I’d
just like to point that out.

GZ  |seeitas something for information, who you think you are going to consult, maybe
some others consult somebody else, before they make a decision in the Monitoring Board. We,
from the point of view of Trustees, we do business with the Monitoring Board and how
individual members of the Monitoring Board come to their decision is up to the Monitoring
Board and the individual members, | think. So | see it as a matter of politeness and frankness
that you’re telling us how you will come to your decision. And thank you for that.

PL | would like not to be as much of a gentleman as our Chairman. One of the things that
this Trustee group cared very much about was the politicisation of this process, and | must say, |
just speak for myself because this is the first time I’ve heard it, | think this is a step in the wrong
direction; I think it’s a step that other countries will not be happy with outside the European
Union. | realise the EU’s been our biggest supporter in the beginning and we accept that. We
accept the fact that Parliament has the right of veto, even thought I think it’s inappropriate, but |
think this is a challenge that a number of us would not have agreed to if we understood that that
was part of the process that you, Charlie, and your successor — | realise you’re not going to be
here, we’re going to be dealing with somebody else and we don’t know who that is. So that
gives me great concern too. But you, and now your successor, are really intermediaries between
us and the Parliament, and | think that’s not what we signed up for. | think we signed up for a
Monitoring Board that would be independent individuals who would not representing some other
group, but representing themselves. And I think the others are in that boat. |1 may be wrong, and
I don’t know the politics in each country, but to openly accept that that’s the process, | think is
very disappointing and | would imagine... I don’t want anybody else to talk in favour of what I’m
saying because | don’t want to do that, but I think it’s something we all should be thinking about
because I think it is really not what we expected.

GZ Oscar and then Bertrand?

OF  Well, I guess I would like to add a short comment on this concern that Phillip has raised.
I think that from the point of view of identifying and recruiting people for the Trustees, it could
be very different if they have to be subject to a Parliament scrutiny, public scrutiny, that if they
are just appointed by a group in a private process of discussion and knowledge. There’s a lot of
people that will be not happy maybe to pass public and parliamentary analysis, and I think this
could be quite important in order to attract certain types of people.





CB  Just to understand the infrastructure you return Parliament to approve. Does this only
relate to European representatives or to the representatives of North America? Because we are
originally diversified so it’s just for clarification purposes, what they want to decide.

GZ Bertrand and then Charlie.

BC  Well, I certainly agree with what my fellow Trustees have said, that approval by
Parliament is certainly not part of what we had in mind, and | would even say is not practical.
But we have to respect, as the Chairman said, the members of the Monitoring Board can consult
whatever they want. | would suggest that if we have this problem, at least the Monitoring Board
sets up a very precise time limit for its consultation and for its decisions because the problem I
see is a very practical problem of us not being able to deal with the appointment of Trustees at
the end of 2008. Unless we start with a process which is streamlined, reappointment of existing
Trustees is something that has to be dealt with first and until we know whether the Monitoring
Board agrees on reappointment, we don’t know whether we need to look for new Trustees or not.
So until we know that, we cannot do advertisement or anything else and then, of course, for the
new Trustees, we need to make sure that the period that the Monitoring Board would take to
confirm or affirm the appointment is going to be set in a way that doesn’t allow the end of the
year not having any decision.

AV | just want to go back to the prior question about the mandate of the representative of the
European Commission, whether it’s only limited or subordinated to the Parliament approval
when it comes to nomination of new members, or whether other types of decision or any
decision has to go through ratification, through discussion, whatever it is. Because that is very
important. If you’re talking about an exception or if we’re talking about a modus operandi. And
we will like to know, | guess, what the other members of the Monitoring Board would like to
know.

CM  You see, this is a consultation process and in the case of the vacancy for European
Trustee, that is agreed with the European Parliament that we will formally consult with the
European Parliament and the European Member States about possible nominees for the Trustee
position. It’s not a scrutiny situation or a position like what they have in the United States
appointments to the SEC or various other positions like that. It’s not like that. They were going
to have to consult with them and it will be on a formal basis; | wouldn’t like to have the situation
where people would be afraid of putting a name forward for the Monitoring Board if they
thought they had to go through all this procedure. They’re not going to be brought before the
European Parliament but we, as the Commission, are going to have to consult with the European
Parliament and the Member States about this. Also, it’s been agreed with the European
Parliament that we will consult and give them notice of, as we’ve done for this meeting, a notice
of the agenda of the Monitoring Board as well. We’ve done that as well with the European
Parliament and they’re also aware of that. So it’s the way we operate vis-a-vis the European
Parliament and, for obvious reasons, it’s important that we have a working relationship with
them on behalf of the Commission, otherwise if we don’t have that we’re going to get stymied in
a whole variety of areas immediately and way into the future as well. So Gerrit would know this
from dealing me a long time, I’m a pragmatist and a realist in this situation. This is the situation
in which we have to operate, | have to operate like this, my successor has to operate like this.





People can form their own opinions whether | like it or whether | don’t, but that is the situation.
It’s like complaining about the weather, like there’s not much use in doing it and | come from a
country where people spend all their daily lives speaking about the weather. Just accept it, it’s
reality.

GZ  Well, what I would like to propose is that within the Monitoring Group Charlie gives us
an opportunity to look at the legal technicalities of this, how problematic this could be, and then
we look into the whole procedure, how this could fit in. And probably Charlie does not
anticipate big problems; should big problems result, then it will have to be revisited but let’s see
if we can get this started in a workable way.

GZ  lunderstand that it’s only European candidates, except the question is still if it’s a
European candidate from a non-EU country, we still have non-EU countries too, like Norway,
Switzerland, to mention two, is that also under the scrutiny of the European Parliament?

CM [inaudible] the Member States because they’re non members of the EU 27. So some of
these countries, as Gerrit would know... another relationship with the European Union. The
EEA is the official title for it, but that wouldn’t be the situation. Look, we have to operate with
the European Parliament and depending on who’s going to be... There’ll be a new European
Parliament; there may be new people in situ in the positions in the European Parliament which
are not the same as the people now. | don’t know. So they might take a different view. But this
is the modus operandi in which I and my successors would have to operate. As Gerrit would
have pointed out earlier in this debate, okay, I could have come along to this meeting and said,
oh, look, gentlemen, ladies, whatever you put forward will be all right by me and 1’ll come here
and I’ll just say, ah, yes, that’s grand. That would not be the situation and I’m not in a position
to do it like that. And we might as well face the facts today than face the facts somewhere in the
future when this would be held up. | don’t anticipate it, hopefully it won’t.

HH My appointment as Chair of the Authority Financial Markets, Dutch Parliament had
absolutely nothing to do with it. | must say that the European Parliament is really getting out of
hand.

BC It’s not a decision that each member of the Monitoring Board is taking. It’s a decision
that the Monitoring Board collectively is taking, so I’m a little bit surprised by the position that
the Commissioner is taking. But anyway, that’s his responsibility, not mine. | just would like to
ask a very practical question. There is going to be an extended period of time where there is
going to be no Commission and no Parliament this year, at least a new Parliament and a new
Commission. Can we consider that this is an affaire courant, as we say in French, so that
Commissioner can take a position even if there is no parliament, the new parliament is not in
cession? Because | don’t see how we can time it otherwise. When is the new parliament going
to be in full operations?

CM  Asand from the date of the European elections. We’re not finishing. We never cease.
There is never a position, time when there is no European Commission, nor is there a time when
there is no European Parliament. What has happened is that since 1999 we have put the
positions co-terminus. Previous to that the European Commission positions lasted for four years





and they were completely out of sync with the Parliament who had a cycle of every five years.
And back in 1993 or thereabouts the Commission from 88 to ’92, which is four years, was
extended for *93 to the end of *94 to make it more or less co-terminus with the parliamentary
elections. Now the parliamentary elections are held in June each year, but this Commission
doesn’t finish until 31% October. So the new Parliament will take up situation in June; they will
reform their committees, they’ll be operational; this Commission should finish on 31% October
but, for a variety of reasons, not least being the vote of my compatriots in Ireland by way of
referendum, it is not that clear whether this Commission might have to be extended in a caretaker
capacity for a period of time. There are thousands of lawyers making absolute fortunes at the
moment giving contradicting legal opinions as to what it’s going to be but that’s how lawyers
make money whether there’s good times or bad. | wish them all and hope they have better
holidays this year than they had last year. But it will mean that there’ll be a new parliament, they
adopt their committees in July if they will, so therefore we’ll still be consulting with the
Parliament. And this Commission will be in situ at least until 31 October, maybe a bit longer,
but if not there’ll be a new commission. It won’t make any difference. The Parliament will put
its new chair of the relevant committee, which is the ecofin committee in place in July. They’ll
be operational in committees so there won’t be any period where there’ll be nobody to consult.
There will be a Commission, me and my successor, there’ll be a parliament and there’ll be the
econ committee, so there’ll be no difficulty like that.

GZ  Thank you. I think we can close this subject now. I think we can all agree with the
procedure which is put forward and we take note of the consultation procedure the
Commissioner intends to have.

MP And we have a challenge. We have to assure the rest of the world that anybody who is
not European will not be subject to European Parliament procedure, because we have committed
to the rest of the world that we have an independent process for selection of Trustees. And
people submit themselves to the selection process because they believe it is independent and
there’s a proper process and national governments do not interfere when candidates from various
countries come forward. But we have to assure the rest of the world; others’ credibility is at
stake.

GZ | think the Commissioner was rather clear that his concern for special consultation with
the Parliament will only relate to European candidates.

LS In addition perhaps to assuage the worries, it’s quite clear that the European Parliament
can say no or yes, so whatever the Commissioner says, but it cannot, in any way, presume to give
advice and consent to the whole of the Monitoring Board. So it will condition simply
[overtalking] expression of the European Commission member of the Monitoring Board, which
is a collective, which is not subject to advice and concerns.

GZ  We have a slight problem here because we have consensus decision making.. | don’t
think it would be fair if the European Parliament de facto gets a veto power.

CM  Maybe this has been misunderstood. That is not going to be the position. The
Commissioner is going to have to consult with the European Parliament; hopefully there will be





agreement with them. If there’s not, then the Commissioner will have to make his decision
having consulted. There has to be the consultation process.

GZ  He has to decide whether he wants to run the risk of a clash with the European Parliament
or not.

CM  Gerrit has put it in a nutshell.
GZ  Well, that gives more freedom as a member of the Monitoring Board than | feared, so

that’s good that this has become clear. So it’s now time for a break and we have no smokers left
in this group, but nevertheless we have to have a break. For three months I didn’t smoke.
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GZ  Okay, welcome back again, and a special welcome for Guillermo who came in late,
but we knew that. And he'll give us an update on emerging markets and IFS adoption.
Guillermo, the floor is yours.

GL  Thank you very much, Chairman. As you know, the situation in emerging markets
has been getting worse over the last couple of quarters, and at the emerging markets
committee at IOSCO, we ran a survey, two surveys; the first one to understand a little bit
which were the sources of instability and turmoil in different emerging market jurisdictions,
and a second one on what was going on with the adoption of IFRS and fair value. The first
survey was sent to jurisdictions in January, so we have now quite a lot of answers from them.
The second survey was sent after the Washington meeting in February, so we have received a
smaller amount of answers and, therefore, what we can say about the adoption of IFRS up to
now, it's relatively not very certain. So let me say first that what our regulators are telling us
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in that survey is that most jurisdictions in emerging markets were not really exposed to
subprime instruments at the source of the crisis. So when everything started to fall down, to
fall apart, the emerging markets were not really exposed to that. What has happened is that
they have been affected in the second round much more by financial and macroeconomic
considerations rather than by valuation issues. So the huge cut in terms of trade, depressed
demand for exports in several jurisdictions, the increase in interest rates for financing the
operation of the local economies, in some cases, the difficulty in having access to
international financial markets, that is the real domain problem that emerging economies are
facing now. And it is in that context that valuation problems have arisen and, of course, have
had impact in emerging market economies. The survey that, as | said, was answered was
answered by something liked 38 countries, so it's not very large, the sample. In particular, we
don't have the largest jurisdictions answering the survey. What we can say preliminarily is
that almost all jurisdictions that have responded are applying for a value to financial... to
value financial instruments, that is really clear. And approximately half of the countries that
have reported have introduced changes in their accounting standards to value financial
instruments that companies must present before securities regulator. And this is linked, as
they say, to face the turmoil in the last part of 2008. So what we can inform you is that a
significant amount of jurisdictions have moved away to some extent to fair value accounting
as a response to the crisis, because this was creating trouble in different financial sectors.
That's what | can really tell from now on. We plan to make this questionnaire again, and
eventually... well, the two questionnaires will be sent again to our members in order to have a
more, a better information to share with you eventually in the next meeting. | presume that it
was for July. Unfortunately, | cannot tell much about this, but that's what | can report.

GZ  Thank you for your concise report. Are there questions or remarks? I'm also looking
at the Trustees from emerging countries. Pedro?

PM  Well, very briefly, just to let you know, most of you are informed that it's the law of
the land. In Brazil, it was approved in December 2007 after seven years in Congress. It went
to three committees. We are going to adopt... not adapt, to adopt IFRS, and we make... And
I think it's very important for a discussion about adoption in some of the emerging markets,
the distinction between adoption and adaptation. Adaptation I think is something should be
avoided. | understand the meaning of the word convergence, that people think to converge to
IFRS, but the law that we approved in December 2007 in Brazil already incorporated a lot of
features of adopted. It incorporated adoption of IFRS which since was sanctioned by the
President immediately after, they are effective from 1st January 2008 already. And the IFRS
will be the law of the land in Brazil in 2009 for most companies, and 2010 at the latest. And
I do hope in... I do believe in demonstration effect in externalities, and network externalities.
I'm sure that the Brazilian adoption, given the weight and the gravitas of the country in the
region, will have an effect in stimulating other countries in not only Latin America, but in
other parts of the emerging world to move ahead. We attach an enormous importance, and |
listen with great interest Mr. Hoogervorst, Mr. McCreevy, Mr. Maruyama and Ms. Schapiro
and Ms. Matherat today saying that they also are committed to the convergence, to the
adoption of a single set of global transparent set of standards for financial reporting, and this
is music to the ears of many of us here. | understand very much the concern about, say, the
accountability and the transparency and the counterparts of an independent standards setting
body, but I think we should use the present crisis, we mentioned this in our internal
discussion just with Trustees in the morning in our closed session, the idea that the crisis that
we are going through, although posing a lot of problems, it also should not be a missed
opportunity for us to speed up the process of convergence. | refer especially to the IASB and





FASB, IFRS and the US GAAP in a reasonable timeframe, I'm looking for 2011 as a good
decision point for the US on the basis of the progress that we are going to achieve as | hope
from now to then. And I hope a decision there could be taken on the basis of such progress to
move forward. And as we do so, | think that other emerging markets would gradually, as
some of them have announced already their intention to do so, converge towards IFRS. So |
did not want to intervene in the previous discussion, but most of us who endorse the joining
of the Monitoring Board to our... to the working together with the Trustees, saw this as an
example say we have moved, and it was a major achievement what we have done so far. And
I think Mr. McCreevy is right. Europe has played an important role to that in 2002 and
decision about 2005 adoption. And bringing together the regulators, the US, the Japanese
and the European regulators IOSCO to this forum, for me and for many of us was an
expression I'd say, well, that's the time to give an added push, give more momentum to
something which is going on. And the crisis, the current crisis, instead of making us to go in
a slower motion, and stop to think, it should be an opportunity to try to take a medium term
view, not to try to respond on an ad hoc basis to the demands which sometimes occur for
quarterly reports of certain sectors and areas, but try to take a broad view on how could we
establish a system, a global system of a set of international financial reporting which would
help us. How could we avoid a repetition of the very dire straits that we have now? And I'm
sure that we could do a lot if we work together. That's why | welcome you, the Monitoring
Board, and we are looking forward to work together with you in the next few weeks, months
and years, and to have a common objection, to have a single set of transparent, global set of
financial standards. And we count on your collaboration, cooperation with us, and we are
ready to cooperate with you. And in our case, since this is unclassified, some of us is
representing far away, exotic, emerging markets, there will be a large number of far away,
exotic, emerging markets joining IFRS as we move forward. | can assure you of that. Thank
you.

JVR  Chairman, just a couple of observations. As you know, South Africa was amongst the
first ten countries to actually adopt IFRS. And we did this for commercial reasons. If you
look at South Africa today, we certainly rank in the top 20 if you look at the market
capitalisation of the major stock exchanges around the world. So we've certainly benefited
from having adopted IFRS. | think something like 40% of investors on our capital markets
are foreign investors, and the fact that they can pick up a set of financial statements in South
Africa and compare it to a set of financial statements anywhere in Europe is certainly
beneficial. We've actually gone beyond just the full adoption of IFRS. We've also been
piloting the SME standard, now also referred to as the private entities standard. And that's
also working very well for us in South Africa. And I just wanted to ask a general question
around emerging markets, because last week, for example, | was in Ghana, and | had an
opportunity to speak to the central bankers in Ghana. And they were also saying to me that
they want to... that within the next couple of months, it will become mandatory for the banks
in Ghana to use full IFRS. And the question that | asked them was, so their hearts are
certainly in the right place, but what capacity have you got in Ghana? Because really, IFRS,
it's fine to say you want to adopt IFRS, but have you actually got the skills base in Ghana to
actually do this? So my general question is I think in emerging markets there's certainly a
problem around capacity, and | think perhaps in this survey, this questionnaire that you're
talking about, it might be worthwhile just exploring whether there's scope for those countries
to start off, just to get some exposure to IFRS, start off looking at adopting the SME standard,
or the private entities standards, because it's not as complicated as the full IFRS, and often
you will find that even local standards don't compare to the SME standards. So that's a very
good way of actually getting into this to begin to build the skills base.





DT  Just picking up on Jeff’s point, and I didn't mention this to the Trustees this morning,
but we voted to issue the SME standard which we published in June, the final version. And
it's going to be about 250 pages, compared to 2,500 of full IFRS. Our biggest problem now is
the name. We've tried SMEs, and people objected to size criteria. We then tried private
which means certain things in certain countries. So we asked the national standard setters to
come up with a name, and they came up with not publicly accountable entities, but that got
translated into nappies, and we know what that contains, so we're now thinking desperately
for a name. But otherwise, it's finished. That's what's holding us up at the moment, but it has
been very well received.

SD  Just to comment on the emerging markets, we have probably $5 billion to $6 billion
of our revenue in the emerging markets, and each of the other big networks have as well.
And a major part of that is in the insurance side. And I think the progress being made in
training, developing the capacity using Jeff's question of the professionals in that space is
very, very good. Of our maybe 30,000 auditors in the emerging markets, probably two thirds
of them have now gone through formal IFRS training, even in countries that have not yet
adopted or that are on the path like India of adoption somewhere down a few years from now.
So actually, I think the momentum in the emerging markets around capacity is moving very,
very rapidly, and I think the training is putting those markets in good position. The other
point | would make, and often criticised or questioned, is whether the flexibility, the
principles based, gives too much flexibility in the emerging markets. We haven't found that
at all. We've found the emerging markets to be reasonably disciplined about operating in a
way that is just as robust as what we've seen in the developed markets. So I think the
emerging markets are coming on very well. The SME, or whatever you want to call this
thing, has great momentum in many of these markets.

UM | have a question to Guillermo. If I understood him correctly, some of the emerging
markets are now moving away a little bit from fair value accounting because of the current
circumstances. It's something that a lot of people would like to do here too. But my question
is, are things going better now in these countries?

GL 1 will start with the last. 1f we were able to isolate the various effects and to say
what's the marginal effect of each of them, it would be great, but we are not as fortunate as
that, so | cannot really have an idea. But the fact is that several countries are moving in that
direction. Now it's very interesting Jeff's points concerning the SMEs. And well, the name is
something that is important because it's symbolic. But the point is that, as Sam was saying,
the effort that emerging markets are currently doing in capacity building, it's enormous. In
Chile, we are moving to, as Brazil, to adopt, not to adapt, to the point that our... no, that's
very symbolic as well, to the point that what we recognise as the IFRS is the English version
published by the IASB. It's not... even the Spanish translation that you have, not even the
translation that our accountants are making in (unclear) is the English one, so just in order to
have in the last version of it. But the problem is that I'm not sure, because | haven't seen it,
what's the conceptual difference between the SMEs approach? | presume that it's not much,
but eventually there may be some differences, and the full fledged IFRS. So to some extent,
could it be possible to say now after having done such an enormous effort, can you step one
or two notches below, because you will now use the SMEs" approach. I'm not sure. What |
want to say is that | believe that we must discuss a strategy for emerging markets, first of all
because the whole thing about a common language in this case in this subject is that everyone
will speak exactly the same language. Well, | have here country by country the answers, and





I was just looking at some countries say these national standards based on IFRS. I'm not
talking about fair value, I'm just talking the general thing. Other countries which are making
their own translation which are based in the IFRS; other countries who say that this has
developed their own based on this. | mean, we need to really try to converge to exactly the
same norm. Now to converge to exactly the same norm, my feeling is that this accountability
process that we were discussing in the previous session, it's very important. It's important
for... because the standards that will be developed here will be... should be used by everyone.
And, therefore, they accountability, it's very important. But on the other hand, we need to
take into consideration that emerging market jurisdictions have peculiarities that you don't
have in emerging markets. The first one is how liquid those markets are and how reliable
those prices are. We have discovered in developed markets the problem of illiquidity, but it's
something that we live every day. And, therefore, I'm not sure whether we need to make
some further consideration in that respect, and | am not sure because | haven't see it if the
SME standard is close to that. My feeling is that we need to make a strategy for emerging
markets and to have a monitoring of how that strategy could eventually start to be
implemented.

GZ  Thank you. Anybody else on emerging markets and IFRS? So if that's not the case,
we go to the main dish, and that is the response to the financial crisis. We have some time for
that. 1 think if you connect financial crisis to accounting standards, one thing is in my view
certain; that it shows a need for uniform, high quality accounting standards. What is a danger
for accounting standards, be it arbitrage, or as an economist | remember Gresham's Law; bad
money drives out good money. So there is a tendency to look for the easiest standard if you
have a choice. And there's also competition between standards because then we have the
argument of level playing field. So if somebody goes down, the other has to go down too.

So I think it's a dangerous game potentially, and I think we should try to reach the need for a
coordinated approach to reach high level, global standards, is I think proven. What also |
think is a lesson we as an international accounting standards organisation have to take up is
that you need always some kind of consultation procedure, even if it's short. The decision we
made in October without any consultation, we've had so many negative comments on that,
that we have to draw the conclusion that for the future, even if we take a short period of
consultation, we need some kind of due process. It will be part of the constitution review to
have a procedure for emergency situations, because you cannot always take a year when
something pops up which needs immediate repair, but I think that the message we take at our
heart is that we need some kind of consultation always. And these are the two things I'd like
to stress from my part, which are of course at a rather abstract level. Maybe David can
develop it longer on the response of the organisation to the financial crisis, the G20 meetings,
etc., and | give you the floor.

DT  Thanks, Gerrit. The response to the financial crisis really started well over a year ago,
and was in the build-up to the March meeting last year of the financial stability forum. And
the forum came out with three proposals as far as accounting was concerned. And we'd been
involved in shaping those proposals before the meeting. One was to accelerate our work on
off balance sheet issues, which we were delighted to do, because we dropped the discussion
papers on each of these projects and went straight to exposure drafts. Secondly, there were
concerns about the disclosures for valuations dealing with methodology and assumptions.
And thirdly, there was the question of guidance for illiquid markets and how you got values
in those. The G20 in November endorsed those comments, and additionally encouraged us
with the FASB to move towards a single high quality standard. Several things happened. We
set up the Financial Crisis Advisory Group, which I'll leave Hans to talk about. It's going to





look at various issues. One of them, which I'll just mention just now, is the question of
provisioning. There is a concern of pro-cyclicality. We've watched the... we've looked at the
Spanish issue on dynamic provisioning. It's a lovely name. Nobody likes lethargic
provisioning. But it's quite mathematical, it's related to the Spanish experience, and we're not
sure how it will travel internationally. But we're looking at it. We agreed last week with our
joint meeting with the FASB to do things on the existing provisioning models. This is for
loans. Our present model, like that of the FASB, is what's called an incurred loss model.
Something happens, and then you write down the particular loans. Now it doesn't mean that
the company itself has gone bankrupt or has defaulted. That's the very last stage. But there is
an indication that you're going to have defaults. Now that might be something such as, say,
the oil price falls. That's going to lead to lay-offs in a certain area. That's going to affect
mortgage loans and so on, so you start making provisions as soon as these things start to
happen because your statistics show that this does happen. But we've discovered that the US
actually provides earlier than we do in Europe, and the words are about the same, so
something isn't happening. So we're not quite sure why not. We're going to meet with the
firms to try and find out why, but one thing is, we may need additional guidance in IFRS if
we stick with that. The other one we're looking at is an expected loss model which looks at
losses through the cohort of loans, and this would be something... a different issue. You
wouldn't look at the incidence of the loans, you would actually anticipate them. And that
would be a case, for example, if you expected to get an 8% return on your loans, you'd
probably charge everybody, say, 10%, knowing that the loss would amount to the 2% return.
And your income would show throughout that period, if you got it right, 8% all the way
through. Now, obviously, you have to decide how many percentage points are going to be
losses, so that has an effect on your profits. If you get your losses up front, you will be
carrying loans at a higher level than you can actually recover them, so it isn't without its
problems this. And it probably can only be used by fairly sophisticated organisations, but we
are going to look at it to see if we can do that, and we're going to do that with Sylvie's Basel
Committee in dealing with that. Another question arises is whether that will be enough. Do
we want a dampening down of profits in good times and a boosting of profits in bad times?
Well, this is where regulation accounting start to move apart in the sense that our job we feel
it is to show the economics, what has actually happened. Now we understand the regulators'
need for stability and wishing to smooth out violent fluctuations, and the way that we've been
looking at it is if the regulator wishes to do that, the way to do it is through undistributable
capital reserves. Now what surprised us was the information from Basel that a lot of our
banks had distributed almost all their profits over the last few years, either by dividends or by
buybacks, and what could be done to stop that. And the obvious thing is you cut off a
proportion of the profits and don't allow them to distribute it. And this could be a flexible
matter that could be increased during good times and reduced during bad times. And we'll
discuss various ways with Basel, and we're exploring this still, and Sylvie may wish to say
more when | finish, is over whether we just do this through reserve appropriations, or
whether we show a separate little statement which we could say would be called regulatory
income which would take our net income, which wouldn't affect the income statement | may
say, it's a separate statement, and from that you make these deductions and additions and
whatever else Basel wishes to retain in an undistributable reserve. One suggestion was
perhaps level three gains which have been distributed as well, even though they've never been
realised and were based on models. So that could be used for compensation practices, for
amounts of distributions, and so on as far as the regulator is concerned, but it would not affect
comprehensive income. It would be an appropriation showing separately what the regulatory
income would be. These are only suggestions and we're still working these through with
Basel. Sylvie, do you want to come in at this stage, and I'll continue?





SM  Yes, thank you very much. Well, my understanding is that here we are not discussing
content, but process. So I will limit my comments to the process. | would say that we have
been very happy to have those discussions. | understand that there have been, of course, not
only us, but a lot of pressure against... well, on the accounting standards setters to take more
into account in a more timely fashion losses than to wait until the last time and to have this
pro-cyclical effect. And, of course, we have been quite puzzled to see that in the US under
similar rules you do have different practices. So clearly, that's something we have to look at.
But in terms of process, really it has been really very interesting to work together. It will be
even better if you accept our proposal, but then... Thank you.

GZ  Maybe this provisioning banking regulation is of interest of some other people around
the table?

CB  Asaformer banking CFO and CRO, | might be somewhat... a little bit biased perhaps.
Also I'm a little bit more experienced. | have quite sympathy with what David just said that
we have to distinguish between accounting and regulation. They are very close to each other.
They are overlapping even, if you will, but conceptually also one has to distinguish a bit
between accounting and regulation. Having said this, | must say on provisioning for loan
losses, at the end of the day, | do have some sympathy quite a bit for a provisioning model
which also takes into consideration expected losses other than just incurred losses. Loan
losses have an unpleasant character that they occur in very bad times. If you look at the
distribution over a ten year period of two loan losses, it's a very, very skewed distribution and
one in ten you have a three standard situation, and in six or seven years you have a very
benign situation. My view from a risk point of view is when you extend a loan, and even if
the counterparty at this time is very good, or say you extend 100 loans, statistically, you
know that over the life of the loan, this portfolio will show some impairments. And this is
similar to a situation which we have in an insurance company when you underwrite certain
risk. There is no possibility that you can escape loan losses when you do have a portfolio of
loans. And now the CDS market also indicates to you that there might be... there are some
loan losses. And, therefore, | do believe it is better to take up front into consideration that
when extending a loan that you enter into a credit risk situation and to provide for this. | fully
understand that it has to be a rigorous model. It should not be a model which can be abused
for earning management or earning manipulation, but an insurance company also sets aside
technical reserves for their underwriting risk and don't recognise in P&L on a pay as you go
basis. So I would strongly encourage the 1SB to have an open mind and to address and to
work on this issue, because what you also see, David, if you look over a ten year period, in
the very bad times, credit losses, that's interesting, have a tendency to be over-estimated and,
therefore, you provide in the two worst years of a ten year period a lot to your credit
provisions for a variety of reasons, and then some of that money comes back in good times.
And this is exactly also what we don't want to have, and also gives a wrong impression to the
market what the actual credit risk in the portfolio is. It's made transparent, you do it in the
disclosure, you explain close provisioning is this, and recoveries is that, so the net is then in
the P&L, but in the very good times, people look at the bottom line and that is it. And,
therefore, | must say I've gone a long way and I've come to the situation that | have quite a bit
of sympathy for a more statistical based expected loss model for provisioning.

DT  Thanks, Clements. We are actively looking at, and jointly with FASB, because there
has been a lot of criticism of what we've got and we have to learn from the crisis, so we are
going to look at it quite sympathetically.





LS Can | ask David then about the expected loss model, how would that be different from
the implicit expected loss model which was the basis of ratings of structured credit products?
Because you run into problems of core relations, and core relations can overnight change
from zero to one. You run into problems of the shape of the distribution. And a big statistic
at the moment, the bell curve is not very popular. You get flat days and all that kind of
things. So really, the rating of [unclear] was an expected loss model, and it didn't succeed
very much.

DT  Us, fortunately, Trustees aren't allowed to talk about technical matters, so I don't have
to answer the question. But we are certainly going to look at all this, and Wayne's sitting at
the back taking notes, and I'm sure he'll see you afterwards.

OF  Well, a short comment; | agree with David that we should not confuse what was said
by Clements about this regulation and accounting, and particularly accounting sophistication.
In the case of Spain, the dynamic provisioning that you have been mentioning, it's important
to understand that more than accounting sophistication, it had to do with regulation and
supervision. The Bank of Spain and some of the Spanish banks has 30 people on a
permanent basis supervising what the bank does. They are almost part of the bank. They
work in the bank, not in the central bank. And, well, you mentioned, they approve the
buyback, they approve the dividends, they approved how the loans are classified, and so it's a
very, very strict regulation... sorry, supervision of the situation of the bank that explains to a
large extent what has happened in spite of the real estate bubble that the country has
experienced. But you know better than me the accounting system that they apply for this
dynamic provisioning is very simple in practice.

GZ And then Charlie.

SM  Yeah, very quickly, as | don't want to go into details and into content, that's true. We
may prefer as banking supervisors to have as close as possible accounting regulations,
financial regulations. There's also a third dimension that's internal management rules. It may
be the case that it will not be possible because our objectives are different, but still in terms of
process what we need to have, and | guess here accounting standard setters should help us in
this matter as well as we should do our work as well, is to have a kind of audit trail between
the information you have as an internal management, the accounting figures and the
prudential figures, because otherwise I think it's very important to enhance market confidence
to understand by how you move from internal figures to accounting to prudential ones. So |
guess maybe it will mean that, and with the same methods, that we need to have an audit trail
between the three types of accounts.

GZ Charlie?

CM  Well, I know that | should just mention just the process and nothing else, and
therefore | will say officially that there should be close cooperation between prudential
regulators and the bodies responsible for stability, such as Basel, etc. | also recognise this;
your very easily defended position that there should be clear differentiation between
regulators and standard setters, but unfortunately, | have lived in the real world for a long,
long time, and the real world means that we do not live in a political vacuum, and there is a
direct... well, you have differential between the people who would say, well, we'll have the
accounting rules like this, but regulators can do what they like and have it different.





Beautiful in theory, absolutely Utopian, but that's not the way Mark and other people
interpret it. Now a lot of the difficulty with the early debates here, we had robust discussions
about, say, the role of the EU and everybody else, a lot of it goes back to a feeling in the
European Union in some member states and an absolute frustration with many member states
with their belief of the unwillingness of the IASB to engage with regulators and central banks
regarding these particular issues. Now let's talk about the real world for a moment, and | am
actually a fan of the Spanish way that they have done it, and a fan of the dynamic
provisioning. Why am | like that? Well, I'm old enough to remember when | was a young
student that in my country that | know best, banks weren't allowed to publish their results in
detail. Why? Because we felt if everybody saw the reserves, etc., it would create maybe a
run on the banks. That's... I've lived, as | say, within the '60s, and we didn't produce our full
accounts. We weren't obliged to do so, and building societies and other institutions as well,
and we've moved a long way from that. But strictly speaking in the real world, what the
Spanish did, which has resulted in them for lots of reasons, not just to do with the
interpretation of IFRS, for example, the banded provisions, for other reasons that | accept,
that there is that the Spanish regulator didn't allow, as | understand, the Spanish banks to
involve themselves in products like SIVs, etc., etc. He did all that, and there's a lot of
people... many other regulators have more than 30 people in every bank. I'm sure there's 30
or more people in every bank in the country | know best. It didn't stop them going into
difficulties that they are now. But think of it like this. The Spanish have held up despite their
economics situation with perfectly strong banking. Of the banks here, none are owned by
certain Spanish banks because the regulator did it in a certain way. But funnily enough, I
should have actually been taking action over the last year on infringements proceedings
against the Spanish for allowing the Spanish regulator to not to allow his banks to go IFRS
route. | should have been prosecuting him for being responsible and conservative if I'd been
thoroughly doing my duty, because all other countries in the EU had adopted IFRS and did it
in a proper way. The Spanish regulator said no, and we didn't go down this particular route,
but that was the next step. And wouldn't | look bloody well ridiculous going down with the
person, the regulator who has managed his affairs in such an order that he ends up at least
with a banking situation which is pretty... well, at the moment you can't say next week, but
it's stood up until now in pretty bad times. Wouldn't that look absolutely ridiculous? So we
can't operate in a political vacuum in this situation. Now those that think that we can should
consider this. We could have the most beautiful accounting situation in banks and
institutions, but we'd have maybe no banks. Well, that's a little bit of a problem, because with
them all, like we won't have anything to regulate or do accounts for. Now, since we're in the
City of London, there was a very famous comedian here one time called Marty Feldman, and
he's dead maybe 25 or 30 years. He was the guy with the big eyes, and in the country | come
from, we didn't have our own television station, we always looked at the British television.
And | remember particularly a sketch that Feldman did. There was a guy here in London
who became the first 80,000 sterling footballer this long time ago in a transfer. Then
someone went for 110,000. So Feldman did a sketch one night where he was a footballer
being transferred, and he was transferred for 100,000 and then 200,000 and 400,000. And
then lo and behold what happened, he became too valuable to play football. And it always
struck with me that if you think it out to its logical conclusion, we will have such a perfect
accounting thing without it related to reality when we wanted anything to regulate our
account. And we in the European... the member states in the European Union have a high
degree of frustration. The changes that they've demanded over the years haven't been
followed through. Now I can go through them individually and one thing and another, but
the one thing is that, and this is straying over what the Monitoring Board is supposed to do,
but I'm not... like since other people have strayed over into it, I'm going to stray into this





particular sphere as well. 1 think in setting these particular standards, and that's why | spoke
about road testing in an earlier contribution, like we cannot live in a Utopian ivory tower in
these particular issues.

CB  Three observations; the term audit trail was mentioned. | fully agree. The basis for
all reporting within and outside a firm has to be the information which is provided by
accounting. That is the basis. If you do have differences as far as management accounting is
concerned, you have to have full transparent reconciliation. And the same you can apply for
regulatory purposes. The starting point, the basis, is the accounting numbers, and then you
fully reconcile and that is what was mentioned with that audit trail, and one must not have
different sets of numbers without an audit trail, without a full reconciliation. That is clear.
Number two where I'm concerned is about this notion of now, of different quality, of
different quality of earnings. It was mentioned these are earnings from level three assets and
therefore they do not qualify for distribution and they have to be set aside for reserve A, and
if they are of a different quality again, then it's reserve B and so on.. And we should say all
results which are derived from the proper application of accounting standards are revenues,
costs, income, and we cannot qualify. If the regulator says | want to have a higher capital
ratio under those circumstances, this is a different matter, but to start with we have different
kinds of quality of earnings is really not helpful. And thirdly, the game is not just between the
firms, the standard setters and the regulators, there is a market. And, for example, if you take
the financial industry with all trade in aggregate, 40% of tangible book... of book value, 40,
50, 30, it's about that, most of us don't trade at full (unclear). And why? Why? So what is
the point, even if our equity would be higher by 10 billion, it wouldn't have an impact. And
the financing, the funding costs, are also not related anymore, because people are concerned
about the quality of balance sheet, about risks not fully recognised in the balance sheet. Itisa
lack of credibility. And, therefore, if financial institutions break on certain accounting
standards, and they show then it would profit the result, it's not what we want to be that the
funding costs go down and capital can be raised, the result is that we create or that we further
undermine the credibility. And, therefore, I only say | know all these constraints, but we also
have to keep in mind that we maintain the integrity of our accounts so that we can ask the
markets, you can go to the market, you can give us full credibility because these, the
numbers, are the numbers and these are the right numbers.

GZ Bobh?

RG  Perhaps I misunderstood Commissioner McCreevy. | thought he said that the reason
Spanish banks had been more successful than others in navigating the financial crisis was that
he had permitted them to violate accounting standards. Was that right?

CM I didn't permit it, they just did it. But logically...
RG  Well, you didn't pursue them.

CM  We hadn't arrived at the situation of bringing infringement proceedings against them,
but logically, that's what | should have done.

RG  Well, I just... I believe in the US where we've had banks that have had difficulties
navigating the financial crisis, my own personal view is that they would not have been more
successful had we allowed them... our regulators allowed them to violate accounting
principles. | just don't think that's true, and | don't know where the evidence is. In fact,





markets work best when they have confidence in the numbers that institutions, businesses
publish, not where they have no confidence in those numbers. And you can't fool the
markets. Clements just said that, and surely that's correct. So | don't believe, whatever the
reason is for the Spanish banks having navigated this crisis better, it wasn't that you didn't act
to prevent them from violating accounting rules.

CM  They didn't implement IFRS and our regulations said from the 1st January 2005 all
publicly listed companies had to implement IFRS. The Spanish regulator did not do that and
he survived this... his banks have survived this crisis better than anybody else to date.

RG | don't mean to be criticising you for acting or not acting, but I don't think that's the
reason they survived better, that they failed to honour accounting rules.

CM  No, I'm making the point is that the rules did not allow the dynamic provisioning that
the Spanish banks did, and the Spanish banking regulator insisted that they still have the
dynamic provisioning. And they did so, but I strictly speaking should have taken action
against them for doing this responsible set of actions. That's the point I'm making is the
ludicrousy in my view of some of these particular rules. The Spanish... and it's worked pretty
well for them.

RG But, Charlie...

HH  Every banking regulator in Europe could have demanded his own banks to have more
capital than what they did. What in fact happened was that we had Basel criteria that said
that the banks had a capital base of 10% while they actually had a capital base of 2.5%. And
the Basel criteria were at a certain point completely out of touch with economic reality, but it
could not... it would not have avoided national banking regulators from implementing higher
requirements than those required by CRD

CM 1 don't think you're correct. What had 2.5% was equity; an equity base. That was to
say it was Tier 1 capital. I'm not going to defend the Basel Committee, but what it had was
equity of 2.5% or thereabouts, but had Tier 1 capital of... Tier 1 was about 8% of the case, but
what you're talking about is not Tier 1 capital, it's the equity.

RG  No, but there was an incredible divergence between Tier 1 capital ratios and the actual
gross equity ratios which were unreal, and that grew so far apart that that's the reason why
these problems occurred.

CB Inthis, I must... you are right. They had an additional reserve, an additional
allowance on credit. It went to P&L and they now can release this against credit losses, so
they have an additional reserve, and they can go to the market and say, don't worry about me,
l..

CB  Okay, through P&L, so we have two cases. In this case, we have an additional
reserve, and under IFRS, you are not allowed to have this reserve in the accounts. But what
was discussed is a different thing, and this is not recognising mark-to-market losses, and this
is a different thing. And therefore we have to deal with two things. Is it permitted to have
reserves, or is it necessary and are you obliged to recognise all losses. And they have two
different implications as far as the markets are concerned.





UM  Because what I think, Charlie, also is implied is that because they didn't follow the
standard accounting practices, they show less profits than the real ones, and they distributed
the less dividends. So in that sense... perhaps they didn't show... And they could be criticised
from a purist accounting point of view, because they were not showing the real profit they
were making.

CM  No, they could only be criticised that they didn't follow IFRS. They did it like the
way they'd done it for the previous 30 or 40 years, but if they had strictly speaking been
following the IFRS as their public companies were supposed to do, then they would have
been in the same bad situation as... [overtalking].

LS Commissioner, Italian banks follow the IFRS. They followed the IFRS and seem to
be all right.

CM  That is the first point | made, and the second point | made after is that this notional
Utopian idea that you can differentiate between what regulators want and the accounts are for
the public investment.

GZ  That's what they're doing now.

CM 1 don't go along with that in the real world, but you have, as my friend Clements has
said anyway, yes, you're supposed to have a reconciliation across from one system to the
other, but in the real world when people look at these particular figures, when bank A
produces its results, while there's looking at the headline results and the headline figures
there, we have a different kind of regulatory capital in this particular area, and this is causing
some of the confusion at this particular time. And my point is that we have to be realistic
about we're living in the real world here, because what we have allowed, it's not the
accounting rules that's brought on the financial crisis, it's not any one singular thing, but what
some of these new rules have done is exacerbated the situation, and that's the point I think
most people outside of accounting land would agree.

GZ  Butin the same real world, Charlie, regulators always made amendments to the
accounting system. For example, goodwill, it has to be activated under IFRS, and the first
thing Central Bank is doing, skip the goodwill and deduct it from equity. So they can do it,
and they do it practically. So the Spanish bank could have done it also in another way than
just saying, well, don't apply IFRS. That's my opinion.

SM  Thank you. Well, I think I have to say something for the Basel Committee and all
those credits. So that's true, there has been a lot of leverage builtin the financial industry, and
that's true that the weighted capital ratio did not help in a way, but you have to differentiate
between the capital level and the provisioning level, because clearly, and we have to admit,
that it's not us anymore who fix the capital the market wants. That's the market. And if you
look at the figures, the figures are much more higher than the minimal requirements because
the market is requiring that. Then is it helpful? Well, you can look that you have banks who
have very high level of capital, and may face a lot of difficulties. So that makes the
distinction of the usefulness of having high capital ratio, which of course we like, and reserve
on which you can draw upon during bad times. And clearly that's | think what the Spanish
banks made. It's not to say that this model is better. | guess the fundamental reason is that,
and that leads us to the financial reporting issues, when if you want to enhance confidence of
market, if you want to enhance the quality of financial reporting, you have to report the





situation of your company | guess. Well, that's our view in the Basel Committee at least; not
as it is today, but with everything, every losses which are already embedded in the portfolio.
And | guess that's what the system does, and that's certainly why... at least that's our feeling,
that those banks were better off during the crisis because there had been reserves which in
fact were covering losses already embedded in that portfolio on which they can draw upon
when the crisis occurred. And that's the kind of discussion we have with the IASB board and
staff, and clearly, that's why we would like to have a better reserve and a better taking into
account, maybe not all expected loss, but maybe at least incurred but not yet materialised
loss. And in fact, in a former IASB proposal for IAS 39 in 2002, we very much liked what
there was in that 2002 proposal to take into account those embedded losses in the portfolio.

GZ  How nice to be chairman of a group where we never talk about substance, only about
procedures.

SD  That was a very interesting exchange. Just a few observations, and my observations
should be taken with the understanding that | have a great deal of sympathy, as Clements
described, to the concept of expected losses as opposed to just incurred losses, because | do
believe that there is some methodology there that can create not stability but transparency.
And so my two observations, and Charlie, with great respect to your world of having to
struggle through the politics and the reality, there are really two things that we... I will speak
now as a member of the profession, not as a Trustee, we have first an obligation to investors
to create transparency what is the economic reality of the accounts. And if you confuse the
economic reality of the accounts with stability or setting up reserves in good times for bad
times, the one thing we know is the investor will not know what's happening. And there are
different ways this may be reflected, but | am a believer that expected losses may have a role
to play in reporting. I'm also a believer that those banks that survive this crisis did not do it
because of some funny reserving approach, it's because they made very conscious decisions,
or the regulators made conscious decisions to avoid certain investments. That's what
happened in India, that's what happened in Spain. It was not about reserving. It was about
staying out of asset classes. And in the end, whatever accounting we create, we are not... as
an accountant, not as a Trustee, as an accountant, if we're not serving the needs of the
investor and creating transparency, we're irrelevant.

JM  Thank you. Just a clarification that as a bank regulator, Chairman, you said that the
bank regulators can always change the rules; like you said, the goodwill and things. But it's
only for the prudential reporting purposes only, right? So they can't change the accounting
standard at all, at all, because this is for the investors' information purposes, users' purposes,
and also that those accounting rules should be applied to across the board manufacturing
industry, service industries, and banking industry and other financial industry people. So
that's a sort of yardstick which you can't change by any means. On the other hand, of course,
the bank regulators can change some sort of marginal rule, the provisioning, and marginal
rule for goodwill, whether they should be deducted from the Tier 1 capital, or whatever. But
it's only that for the prudential reporting purposes. And that is held within the discretionary
power of these countries by bank regulators. That's one point that | would like to clarify.
The second point of the clarification is before jumping into the discussion of the level of the
capital, or whatever, | think that the starting point is that the risk control, risk management,
risk valuation techniques, | think something must have been wrong for the calculation of the
risk so that the banks reached the wrong level of the required capital, which is much smaller
than the real risk. So had the bank calculated in a very correct way their risks, whatever the
subprime or structure of the credit, whatever, then they must have reached this level of their





required capital. However, something must have been wrong with we think this calculation,
the mechanism. Artificially, intentionally or unintentionally, I don't know. So they
concluded that this level of the capital was required, so this should be enough, or whatever.
So it doesn't mean that 8%, or 10% or whatever, so of course, then after that, we can discuss
about raising the level of buffer, or minimum, whatever, but I think that we have to discuss
both at the denominator and numerator level at the same time. The denominator is as risk
capture, whatever,and also the level of the capital which is a numerator. Thank you. So
that's the second clarification.

GZ  Thank you. Lastin this row is David, and then of course the other David, and then |
want to try to close this subject of accounting and bank regulation.

DS I think one of the interesting things here is if you look at the level of protection to
investors, creditors and general users of financial things, is both reserves and capital. So in a
way, we're talking somewhat academically about how you want to make that split between
what shows up in provisions, hence into reserves, and what level of capital is required. When
you think about expected loss models, they're going to have some assumption about the level
of frequency and the size and timing of losses. | think, irrespective of what decisions you
make in those dimensions, you're probably also going to want to say, should capital cover us
for what frequency of the 100 year storm? Is it really a 100 year storm, a 50 year storm, or
whatever. 1 think at the end of the day, this isn't just accounting. This is how accounting
intercepts with the level of capital that people are going to require, and maybe some of what
we need to do is just make sure we're clear about what is the basis for provisioning, i.e.
reserving, and what is the basis for determining capital to deal with risk concentrations and
portfolios to deal with uncertainty of expected outcomes, and all of the other things we try
and model, because if you actually look at the regime that banks have operated in, the way
risk based capital is calculated was attempting to get at a risk assessment of credit losses
when models were used, and clearly with the benefit of hindsight they didn't stand up very
well. Don't forget, that can be the very same basis of expected loss modelling, so I think as
you pursue this work, we probably need to make sure we're very clear about what we're
trying to do between method around reserving, method around capital, and both have a place
in this world. We just need to make sure we're very clear about what we're trying to do with
each.

GZ  Sylvie, with a cri du coeur.

SM  We have a very clear answer for us. Reserve and provision, that's for expected loss,
capital is for unexpected loss. And in an ideal world, expected loss will be taken into account
in accounting standards as well, because as Junichi said, that's for financial reporting and
that's for investors and everybody. So for us, expected loss is reserve, is accounting.
Unexpected loss is capital, and that's our job.

DT Ithink, anyway, that what David and Sylvie have just said is probably the Board's
view as well. We want a measure of what the losses are going to be. The losses that have
been incurred didn't seem to work very well, and we're now investigating the expected loss
model. Where | disagree with you, Charlie, is the point that Sam made, that the real problem
we had was banks' risk management failed. They got into very risky assets and as they rose,
they distributed the profits that seemed to be coming from these, and | don't think any
measure of expected loss would have picked up the losses they eventually had. They're
colossal in some of these CDOs. And we're talking huge of tracts of them disappearing, not





just some 10% or something like that have gone. That wouldn't have been picked up, and if
the Spanish banks had gone into them, they'd have been in big trouble as well. The capital
simply was too low to deal with what Sylvie calls the unexpected losses. If you've got assets
out there of 1 trillion, and capital of 50 billion, it doesn't take much to blow it away, and it got
blown away. And that's exactly what happened. Simply putting through massive unexpected
loss reserves or provisions is great in damping down good times, but just imagine the writs,
and your lawyers, Charlie, wouldn't be going on holiday if you started stuffing these in in bad
times and showing profits when the banks were collapsing. That's the problem. So I think
Sylvie hit the nail on the head. What we have to try and do is provide for expected losses.
Now how we do it, and we're going to explore it, and it's complicated and we have to try and
get it right, but the other aspect is that reserving for the unexpected losses. And it's
dampening it down in good times. Let's take a bit of that and don't let them distribute it, and
then you've got this flexible capital that you can let go in bad times and re-sell it. And that's
what Basel and ourselves are trying to work to. So I think that's where we're trying to get to,
and then hopefully we can both get what we want, Charlie.

CM 1 would never say that it was anything to do with accounting that caused the financial
collapse, nor was it just credit rating agencies, nor was it a whole variety of things. It's a
combination of a whole lot of things coming together that has caused it, but I'm just trying to
deal with the point how accounting has played a role in all of this as well, the same as all the
other actors in this. Now it shouldn't take a mathematical genius to have worked out that if
the equity in a financial institution is about 2.5%, and our leverage of that is, say, 40 times,
say 35 or 40 times, | know of no economic risk model, and I have a little bit of experience of
this in my past life, that can predict loan losses to an accuracy of plus or minus 3%. So if you
have a loss, say, of 3%, you've wiped out the whole blessed capital of the financial
institution. You don't have to be an Einstein in mathematics to be able to take that onboard.
So there are issues to do with financial stability and the financial ability of the Basel
Committee for all of this to be addressed. The same in here and across the world as well.

I've the height of respect for Sam, because the firm he represents | had a long association
with them in a previous life. But he did make the point that the accounts should... he used the
phase, the economic reality of the accounts, and | would agree with that. But in the City of
London, at least in the last year, a major bank here produced profits of so much, of which
nearly one quarter was as a result of a technical kind of add back due to the mark-to-market
situation. In fact, the worse off they became, the better the profits were going to become.
Now that is counterintuitive. It shouldn't be. That shouldn't be. And that is the result of fair
value accounting. Of the top of my head, I could say the profits reported were something like
3.2 billion, of which 800,000 was this particular division. So the logic, like the story I told
you previously, if they kept getting worse off, the profits would keep going up. So finally,
you had the ultimate situation where if they were bankrupt, they had the best profits of all,
and that is counterintuitive | say, at the minimum. And these issues have to be addressed.

DT  Well, that leads me into my next point, because they are going to be addressed, and
this has been... you know, we've heard today, as Bob said, don't miss an opportunity of a
crisis, because one of the big problems we've had is actually getting our hands on 1AS 39
without everybody jumping up and down and shouting about it. That was my introduction.
Can | go on to the rest of the...? Well, | started off by saying there were things we were
asked to do by the Financial Stability Forum. I just happened to mention provisioning, and
that was the end of that. But we were asked to look at the issue of illiquid markets, and we
set up an advisory group which consisted of representatives from 20 major institutions. And
these were the actual people who did the valuations. We then got the auditors, the actual





auditors had to justify the valuations, and they had about seven meetings over last summer,
and they came out with a draft report in early September and finalised it at the end of
October. That was very well received. It made it perfectly clear if a distressed sale took
place, you did not take it into account. You had to leave it alone. We asked them a couple of
months ago whether there were any other issues that we had to look at that would actually
help us to amend or expand the guidance. We've had one or two small things in, nothing
major so far, but we are keeping that under active watch. Some of the lessons we learned
from that were that we needed to enhance the disclosure regarding liquidity risk, and also we
brought in from the US standards levels one, two and three of disclosures, level one being
market values, level two being market values adjusted for your particular instrument, and
level three being models and showing the gains and losses and how the assets at fair value
were within these categories. So that's ongoing. We're looking at that there. The issue of off
balance sheet, while fair value and the valuations have got a lot of attention, off balance sheet
has been one of the major issues of this crisis, and | think we were all fairly surprised when
some of these structured investment vehicles came flying back on to banks' balance sheets,
even though the banks had said there was no connection, they were taking no responsibility.
They came back for reputational reasons and litigation reasons. We've issued an exposure
draft last December tightening up our consolidation proposals, which were pretty tight
already. I think I mentioned in the open session this morning that when Deutsche Bank
moved to IFRS from US GAAP, another 200 subsidiaries were consolidated, mainly these
qualifying special purpose entities we believe. We don't have those, but nonetheless, we've
still tightened our proposals, and also put in disclosures to say, well, if you weren't quite
certain if you controlled it but you thought you didn't, what investment have you got in these
vehicles, and what is your maximum loss? So the off balance sheet risks I think are much
more clearly laid out in our draft standard, and we hope to finalise that this year. Yesterday,
we issued the draft standard on derecognition, which is the securitisation proposals, and it's
taken a fairly tough line in line with US practice; not quite the same but very similar. And
there was a big argument. We've tried to simplify how we did it. Basically, the criterion is if
you have continuing involvement in that instrument, the question then becomes, can the
person to whom you have transferred it, can he transfer it on? If you, for example, have a call
option on it, it might be easy to transfer if it was something like a treasury bill which is easily
replaceable, but if it was this building, he can't really transfer it. So you probably haven't
sold it, so you keep it on balance sheet. There's an alternative view saying all we've got is a
call option and we value that, which would mean lots of these things go off balance sheet.
We haven't adopted that approach, so these things will stay on. If you want to get rid of it,
cut your connection with it and you can take it off balance sheet. FASB have agreed that
they will work with us on this. They're having to deal with their own standards at the
moment. They're fixing things on qualifying special purpose entities and one or two other
issues, and then the idea is the two boards get together, look at the responses we get, and they
help us finalise our standards which they will issue as exposure drafts. So the idea is we end
up with exactly the same rules in this area. We're also looking at simplifying IAS 39. This is
something we've wanted to do for some time. We've never had a major look at 39. It was
one we inherited. People think we wrote it, but we didn't. And basically, it is far too
complicated. I've often said, if you understand 39, you haven't read it properly. And we have
to look at it in the sense that it has four different categories of financial instruments, with
different accounting rules for each of the four. We have trading, available for sale, held to
maturity loans and receivables, and we believe after discussing that what we should do is
simplify this by collapsing them into two categories. One is fair value and the other is
amortised cost. And it cuts away a lot of the differences between the categories. We can get
rid of all the tainting rules, because if you sell out of the costs category, you just simply show





the gains and losses, so if you're stuffing income by selling cost held assets, it's obvious.
How we present the ones at fair value we could discuss. You could have some in trading,
some shown as long term, but the rules would be exactly the same so it would be no
difference. We could have one impairment rule instead of three; much simpler to disclose.
So that would be much more simple to deal with, and that's what we propose that we will try
and deal with in the next six months. We've got FASB to agree to come in to try and get a
new standard for USA as well. Our timetable probably wants to be quicker than theirs.
They've raised the question of whether instead of amortised costs, should they use present
values? That strikes us as something that will extend this much longer, and our initial
preference certainly is to stay with amortised cost, and that's something we have to debate
with FASB. But the idea would be: never mind these little fixes, just go for the big fix and
try and simplify and clear up this standard as best we can. We had other issues. We had the
reclassification issue in October. We're rather not have reclassified. We'd rather FASB had
change to no reclassification, but there was no time to do that and we had to change to their
standard. Other issues that were put to us was reclassification under the fair value option, the
impairment changes. This we want to sweep up into this full revision of IAS 39. We think it
needs a root and branch examination, and the issue Charlie mentioned as well, the gains on
own debt, we're well aware of that, and that's something else that's thrown into this as well.
So this is something we'd like to come out with proposals within six months or a bit longer,
but we need to do it quickly. And what can't be done is side tracked. The joint round tables
we had with FASB towards the end of last year which we held in Tokyo and New York and
London, made it clear in this area we should work with FASB, we need full due process, and
actually, we need to do this broad examination which is what started us looking at it. Don't
do little fixes. So that's what we're intending to do. Now we have another little problem in
the sense that a couple of weeks ago, FASB were forced by the US Congress to put out two
staff positions. One reverses the assumption that in distressed markets you look to see if it's a
distressed sale. If it is, you don't count it. They assume they're all distressed sales, and only
if you can prove it isn't do you use that value. | think our reaction to that is that's giving them
a choice of two values. If you like the value, clearly, it's not a distressed sale and you'll go
out to do your damndest to prove it isn't. If you don't like it, you'll just leave it alone and use
a model. That has had quite a bad reaction we gather in the responses that FASB are getting,
and we've put it out for comment, and we've asked people what to do, and we will have a
look at that, but that would be another major distraction for us. The other issue they've dealt
with is on impairments. If we were to adopt, it would not be a minor matter. Our rules on
impairment are different from FASB's, in most cases, not all, but most reversals. If the
impairment turns out to recover, you write it back. FASB doesn't allow that. FASB also
deals with what they call securities, which runs through available for sale and into held for
maturity. The write-downs for those are at fair value. We don't do that for held to maturity.
We use a discounted cash flow method. So we'd have to rip all that out and probably cancel
reversals. The other aspect of it is they have brought in if you think you can recover some of
the asset by the time... you don't have to sell it rather, and you can hold on to it, then you only
write off the credit aspect of the loss to profit, and you take the other bit to other
comprehensive income and then amortise that over its life. This is starting to get
complicated. If you can't hold it, then you write off the full fair value loss. So this is not a
minor thing for us if we were to do it. This would be tearing great chunks out of 39 and
would take months and be subject to dispute. Our view is we should crack on and try and fix
this standard and have done with it, and put on a very tight timetable. We promised the EC
that we would try and do this within months, not years, and that is our target. And the more
we get distracted with these sorts of things, we just won't get it done. So that's our general





reaction and what we would like to do in the future. | think that's really... most of it is about
the crisis. Any other issues we can discuss?...

GZ  We go for the big bang, for 39 now. I'm interested whether there's sympathy for that
idea. There is sympathy for that idea, yeah? Okay, well, it was a good point there. Any
other questions, comments, or...?

CM  The G20 is making and has made, and will be making various recommendations in
this particular area as well, and we'd like, say, the IASB to publish a timetable outlining what
their timelines in this particular area will be as to what they recommend. 1 think it would be
useful. Secondly, we would like the... I'd like to make this particular point. There's a high
degree of frustration, again in the Commission and in my services, as that we would think...
the target is the slowness of the response of the IASB to our particular concerns, which we
raised in the letter with them of last October, and it has taken a considerable amount of time
before we had any kind of detail. We've got to now the end of February, and there's another
one there recently. And we would like our concerns to be dealt with from the... our EU
Commission concerns to be dealt with with the same speed that the concerns of other actors
are in this regard, somewhat at least within the same couple of months, rather than having
instantaneous responses to some particular requests, and months of delay and ignoring ones
coming from the EU Commission. That generates a lot... it further makes more hostility in
this particular area.

DT  Well, Charlie, one of the things we've been criticised for was acting within a week
over the reclassifications. We have been slaughtered in America for that. They were very
unhappy about what happened, and we've never acted faster. The information from the round
tables quite frankly was none of these requests from the Commission were absolutely
imperative. What we ought to do is fix the standard, and actually why we've been over the
last two or three months developing what's the rough cut for the standard, and that's broadly
what we've been announcing today and we've been discussing with FASB last week. This is
what we have been told that people want us to do, because we asked the markets and the
markets told us, don't do it, fix the standard.

CM | have to point out, we don't feel like that about it in the EU Commission.

DT  Well, Charlie, we went out for due process, and that was the answer we got very
loudly and clearly, and that was in Tokyo, New York and London. And it was a very broad
spectrum of people that gave us that answer. It was very clear.

CM  We'll have to differ.

GZ  Well, that's one of the possibilities in life, and let's enjoy life anyhow. Are there any
other comments or questions on issues relating to accounting and the financial crisis and
David's report? If that's not the case, then I'll ask Hans to inform us on his Financial Crisis
Advisory Group.

HH  Yes, thank you, Gerrit. Actually, I can be quite short, because what you saw just now
was sort of a replay of the kind of discussion that we have all the time, and quite frankly, I
had never expected accounting, I'm a foreigner to accounting, and | had never expected it to
be so intellectually... that it has intellectual entertainment value and that people can actually
get emotional about it. That is also something that you would not expect. But to be serious,





these are very good discussions that we have of very high quality. We have a group of 18
senior leaders with broad international experience in the financial markets together, among
whom people are like Tommaso Padoa-Schioppa and Jerry Corrigan from the investment
bank world, and it's really a mixed bag of people. The decks are not stacked in favour of the
current accounting standards. There are a lot of critical thoughts going around in this group,
and that makes for a very interesting discussion and not for easy consensus. And we are not
there yet. What there is some consensus about, we have been discussing fair value
accounting, of course. There is a consensus that this was not a major cause of the crisis,
although there are among us that feel that it did reinforce the crisis, while others think it
didn't play any material role. There is consensus that, as David already mentioned, that
where accountancy actually did make a contribution to the origins of the crisis was in the
insufficiently rigid rules concerning derecognition and consolidation. And so it is absolutely
necessary that there is a considerable bit of tidying up going on in that field. And itis
interesting that the whole public discussion is centred on fair value, while this was probably
much more important to the crisis. But that is being solved in consensus. We also broadly
feel a great deal of sympathy for the economic philosophy behind dynamic provisioning, and
when | hear David and Sylvie talking about the expected losses model, | even, if you look at
it closely, dynamic provisioning is an expected loss model. And so we might be much closer
to consensus there than you might think, but of course, this is technically an extremely
difficult thing to do. But generally, there is sympathy for methods, whether it is dynamic
provisioning or deterioration of an economic cycle reserve which has been sketched very well
I think in the Turner Review, that something like that is probably necessary from the point of
view of stability, and that the accounting profession, the accounting standard setters should
do something to make that clearly visible, not just as a gesture to the regulators, but also to
create perhaps more transparency to the investor that it will also be easier for the investor to
look through the economic cycle. But this discussion is still at a very high level. It will not
be so easy to reach consensus on that, but if | see how the public discussion is evolving
around this issue, this might very well be possible. So a lot of discussion is going on about
that as well. The final issue that we have not discussed at length yet but which we will
retake, and probably after the G20 might indeed be forced to re-discuss, is the whole issue of
independence versus accountability, due process, and accountability of the standard setting
process. We have only just started this discussion, so | don't know where it will lead, but as |
said, it's probable that the G20 will come up with some suggestions there as well, and |
suppose we can take them up in this group. So all in all, I think... we hope... we have had
three meetings thus far. We will have a meeting in April and a meeting in July. And we
hope to come up with a report in July, and I think it might be wise if we then remain dormant
for a couple of months and then see what is going on in the actual work that the IASB is
doing and that we get together again later in the year to take a second look at what actually
has happened. So that's basically where we are and how we wish to proceed.

GZ  Thank you. Do you still do any supervision at home?

HH I leave that to my people.

GZ  Okay. Who has questions or remarks?

PT  What do you consider the most urgent problem that you want to solve?

HH  To tackle? Well, you know, to tell you the truth, I wonder how urgent these things
are. Well, if you look at... | sympathise with the people, because | have the same feeling as





well that feel uneasy with fair value accounting because it is completely clear that the
efficient market hypothesis, which was underlying both regulatory and perhaps even
accounting practices in the last decade, that the efficient market hypothesis is completely
discredited, and that markets do indeed go mad and that probably there is under-shooting and
over-shooting in the prices of assets and also of financial assets. And although it's easy to
overestimate it, it is probably true that in the whole of financial assets, there is some under-
shooting of value at this moment. But if you look at the main assets of banks, which is the
loans and receivables, there we have probably a huge under-shooting of the true losses that
are still hidden there and which will come out as a result of the recession. So | think the net
effect of accountancy standards on the whole balance sheet of a bank is probably neutral or
possibly even too positive since the amount of assets held at... measured at historic cost is
much higher than the assets valued at fair value. So the people who... and it's interesting that
the two main issues that are being addressed now, fair value accounting, where people hope
that it will result in higher value, and the other one is the dynamic provisioning economic
cycle reserve which people hope will lower values, well, they cancel each other out in the
short run so I think you should not have hope that a simple change in accounting rules would
lead to a much more rosy picture of the balance sheets of financial institutions. And
therefore, I think it would be wise to act as speedily as possible, but not to forget about due
process.

GZ Tom?

BC  Well, I think in what you said, something which is very important is that as some
reminded us, we want to give a picture of the economic reality to the investor. And as you
said, the economic reality includes the cycle. And probably the main mistake of the past was
the new product but no cycle. And economic reality is that you have not made any money
on a loan until it's paid back. So whether you put part of a gain in the beginning or at the end,
it's two different readings of the economic reality, but there is not one which is more
economic reality than the other. Well, actually, the economic reality would be to wait until
everything is finished to recognise the gain. So anyway, | think this idea that the cycle is
something that we should get into, you know, the reality we show to the investor, | don't
know how practically you transform it into an accounting standard, and that's probably pretty
tough. But I think it's an important concept that you've been mentioning.

GZ  Okay. Thanks again, Hans. One of the subjects also on the agenda would be are there
any interesting developments at the regulators which may impact us. Well, it's in my sheet. |
don't know whether you have the same agenda, but it is said, report by Monitoring Board
members on relevant developments in the regulatory environment.

GT  Perhaps, Chairman, | might start just about the developments in IOSCO level, and
then go to Julie for the specific accounting related developments, and | won't take much time.
It was really to give you a sense of some of the developments in non financial reporting
issues that might be relevant for your work. 10SCO's work most recently has focused very
heavily on this issue that we were discussing previously about special purpose vehicles and
off balance sheet issues in relation to the perimeter of regulation; the shadow banking system,
where should regulatory principles extend where perhaps areas have been unregulated or
under-regulated in the past. We set up after the G20 leaders' summit last November three
special purpose task forces, two of which were specifically directed to this issue of the
perimeter of regulation. One of those is on unregulated markets and products, and it's
focusing on securitised products and credit defaults, the credit default swaps market as





examples of two unregulated or under-regulated areas. On the disclosure side, | think it's
quite interesting that it looks like this particular taskforce will be reporting fairly soon
publicly, but some of the options that we're considering in terms of transparency go to both
transparency on the selling side and on the transparency and due diligence, both on the selling
side and on the buying side. On the selling side, both to make available the information that
investors might need to make a reasonable decision about the risks involved in the product,
but also to encourage for sellers that they have a responsibility to consider the risks
themselves in producing a product to try to address this issue of the misalignment of
incentives that seem to be so evident in the excesses of the originated distribute model that
gave rise to the initial parts of the crisis. On the buying side, very much an emphasis on the
types of due diligence processes that investors, and in particular, investment managers should
follow in order to come up with a reasonable investment decision. And it is interesting that in
this area, if you look at the type of ordinary due diligence that an investment manager might
do, if that was followed to a logical extent, and it not always is, it does give you pause to
think, that would solve a lot of the issues about very unsafe products being sold because most
of the typical questions that investment managers ask themselves are about the opacity of the
product, are about the underlying assets, are about the security of the income stream and so
on. On top of those issues around the perimeter of regulation, we are also continuing our
work on credit rating agencies. Of course, we updated the IOSCO code of conduct last year,
and going to the two critical issues | guess, about the management conflict of interest within
the existing credit rating agency model, and the issue of quality of ratings themselves, I think
the code has rightly been criticised for the fact that it is a complier explained or a voluntary
code, and you're seeing in a number of jurisdictions, notably in Europe, measures to
implement a direct regulatory regime. But in most circumstances, basically building on the
consensus, or we have the feeling that it's building on the consensus about the content
regulations, perhaps extending it in some regards. Julie might like to speak a little more on
the more accounting aspects.

JE Sure. Thanks, Greg. As part of my responsibilities at the ICC, | chair IOSCQO's
Standing Committee on accounting and auditing and disclosure. And so let me just make
three points about the work that we're doing that might be of interest to you. The first
actually relates to offerings of asset-backed securities, which is an area where I0SCO has
never gotten together and tried to figure out what actually would be the right disclosure
package for investors in one of those offerings to the extent it would differ from the right
disclosure package in a corporate offering. And so we are in the process of... our first
conclusion was, yes, it should differ. We couldn't get any mileage really out of our existing
principles of what that disclosure should be in a corporate offering, so we're starting from
scratch to develop what's the right package of information in an asset-backed offering in the
public capital markets, and we expect to present that for public exposure and comment at
IOSCO's annual meeting in June. One interesting thing we found out is that actually from
jurisdiction to jurisdiction, the degree to which security regulators' mandate actually covers
these offerings differs quite a bit, so that was a learning experience in terms of trying to find
consensus when some securities regulators don't have much of a remit at all in this area, and
others do. The second point I'd make is... second and third are closer to actual the IASB's
work in accounting. One is we've chosen to participate in the work on the credit crisis with
respect to financial statements reported under IFRS, not by trying to run the IASB or do their
work for them, but rather to participate closely with them. So we've participated in all the
round tables, write comment letters and all their proposals, are on their task forces, so we're
sort of a... it's a bear hug type of approach I guess but a friendly one. And so we've been
generally supportive of the work they've been doing. | mean, we have our comments and





suggestions like everyone does, but we feel like we've been on the ground in a real time basis
to try to get our view there, and so that's been our tactic. The third thing which goes to the
more strategy question David was talking about, which is how do you deal with financial
instrument accounting big picture if what we have now, IAS 39, isn't an optimal standard
complexity-wise or otherwise. We actually wrote our comment letter back in October to the
IASB on this question when they solicited. Back then, the crisis was limited to a couple of
investment banks I think. But they solicited comment on what's the best way forward to fix
39 to put it in very mundane terms. And we wrote a comment letter then that said, yes, we're
supportive of long term work toward an ideal standard, but predicated on there's some short
term fixes that need to happen first. And we actually identified too many categories between
held to maturity, available for sale, as one of the things that we felt needed short term work.
Also, fair value and illiquid markets needed short term work. And so | would say our letter is
consistent with your idea that we're going to do some short term work in these areas before
we set out on really, really long term ideal scenario. That was the point we made in our
letter, and | think our committee would probably still be supportive on that. With that, let
me stop. That's kind of a thumbnail sketch of how our engagement has worked.

JM  Just a report from our regulator, that's the Japanese regulator, the recent development
to make Sir David happy, the kind of IFRS treatment in Japan, our advisory council called
Business Accounting Council, has been discussing the possible application of the IFRS in
Japan since last October 2008, and it has reached its interim conclusion as of January this
year. And the gist of that report are just two points. The first one is the voluntary use or
optional use of the IFRS could be permitted from the fiscal year ending 31st March of 2010
for the consolidated financial statement of the certain listed companies. That's the main idea.
So it's not all listed companies, but it's major companies trading and international companies
for the consolidated financial statements only. But certainly, we are thinking very seriously
that it will start as of March 2010. So the statement will appear some time in mid 2010. So
that's the first step of the voluntary use of the IFRS. The second one is the mandatory use of
the IFRS. A decision could be made some time around 2012. Of course, this timing could be
moved back and forth depending on the situations, other various factors of the development
in Europe, the development in America, development everywhere; also that based on our own
experience of the usage of the optional usage of the IFRS domestically. But those are the two
major points of the report so that we are now moving forward to the adoption of the IFRS.

Of course, that doesn't stop that there are efforts on the convergence which is targeted at
2011, as we agreed with each other. So that's one thing, but the other thing is that now that
we are moving that way, not only the convergence but also the adoption of the IFRS, that's
the paving the way for this direction. And then now that this draft is now under comment
period, and comment period will be closed on 6th April, next Monday, so any of you would
like to make comment do so in a hurry, please. Thank you.

GZ  Thank you. Bob?

RG  Chairman, the discussion has returned a couple of times to FAS 39. | just wanted to
make a little further clarification surrounding David's comments on the proposal that the
IASB taken to dealing with this, and that is a comprehensive overhaul over a period of six
months. And | just make these clarifications because the members of the Monitoring Board
were not party to our discussions this morning. David raised that, that proposal/plan from the
IASB, within the context of a much broader discussion the Trustees had surrounding our
commitment, as indeed | believe is the commitment of people in this room, to a single high
quality standard which obviously would include FAS 39. It was, | think, the view of a large





number of Trustees that such a standard doesn't come from a piecemeal set of changes that
are done under pressure, that the way you get to that high quality standard is by treating the
fundamental problem, not dealing with the symptoms. And that therefore the Trustees I think
were very supportive of the approach that the IASB is taking to FAS 39. It's their view that
this really is the way to get to the right solution to all of these problems, and indeed needs to
be done quickly, and I think the proposal was to do it over six months. And it was indeed a
quite broad discussion of that issue this morning.

GZ  Andit's good for you, Bob, that you remember... that you bring this up also in this
meeting, because indeed this morning we had as Trustees quite extensive discussion on the
issue. And there was broad enthusiasm not to stick to piecemeal changes but now to go to a
real makeover of 39. That would be more productive than piecemeal repairs in a long run.
Pedro?

PM  Just a follow-up on that; I thank Mr. Maruyama for his information about the
Japanese move to stage procedure, and | like very much that they are ready to remain
involved in the convergence discussion. He made a previous point which I think is very
much relevant to the discussion about our working group, or advisory group on the financial
crisis. That's what the major, dramatic failure that we have was a failure of risk assessment
models of many institutions and perceptions of risk on the part of regulators and supervisors.
And it's one of the key reasons in addition to microeconomic ones that led to this crisis. So
that's why, as we said in the morning prior to receiving members of the Monitoring Board,
that since it is hard to imagine... let me give you an example to our American friends... it's
very hard to imagine that what's going on now, stress testing with 19 large American
financial institutions whose assets represents 88.5% of total assets of the 8,000 banks, it
would, when it's ended, apparently by the end of next month, it should come out with some
very interesting pieces of information for regulators, supervisors, and eventually standard
setting on questions of capital adequacy, the pricing that would result from this public/private
interaction in trying to get the balance sheet of banks to read of some distress or trouble with
assets. There will be a lot of information there for regulators and supervisors and for us
which should come out of this experience and the experience of some other countries trying
to address similar problems. I'm leaving aside what regulators and supervisors will do, and
surely they will have to do a lot of things in addressing the organisation in the US, the other
types of organisations in Europe as well. But it will have some implications for us as well. |
was happy to hear Mr. Hoogervorst mention that the advisory group has indicated that too
much, perhaps far too much emotion went to the discussion about the differences between
mark-to-market, mark-to-model, mark-to-hope, mark-to-muddle. The recent Geneva report
came with a new suggestion. It said mark-to-funding that will complement the other
categories involved. And this is a very interesting discussion, but the others have much less
relevance, the question of the recognition or consolidation of balance sheets in which the
presumption was that the risk had been shifted when in fact it had not been shifted entirely.
So there's a lot of work to be done, and today in our morning conversation, we said, well, let's
use this; let's not waste, let's not waste this opportunity for the lessons that we are deriving
from the very discussion of why things went so badly wrong in trying to set up a new
institutional setup in regulation, supervision and standard setting, and the interactions among
them, because there are some types of interactions, to speed up the process. | think the
readiness that Sir David indicated here to move quickly on the revision and simplification of
IAS 39 in my view should be done together with FASB and together with the other
regulators, the Monitoring Group. So we should use this opportunity to try to speed up the
momentum for convergence. Everything | heard in the last several months since I've been





here, especially in the last several months, have indicated that this is the right thing to do, and
I don't think we should waste this opportunity.

GZ Mary?

MS  Just very, very quickly, I agree with really everything you said, and we will use this
opportunity and the sense of urgency on FAS 29 to try to get FASB to join hands with the
IASB on a much accelerated timetable, if that's at all possible.

GZ  Great news. Antonio? Thank you.

AV  I'd like to go back to an issue of method versus content. And I want to pick on the
difference of opinion that there was between you, Charlie, and David about... so David
saying, well, the due process was leading to our active behaviour, and you saying, well, the
European Commission was expecting a reply in a different timeframe. And | want to look at
this and at the future with respect to the dilemma of accountability and independence. So we
are accountable, we must be accountable, but independence is a part of our role. And if | go
back and I look at the reality of this organisation, we have been setting international
standards, global standards almost by ambition, but the reality is that Europe has been the
privileged stakeholder. Europe in 2005 was the most keen in the game than anybody else.
All the rest was a vision, had the vision to come and the IASB were global by... largely
European by implementation, and this has determined certain expectations from the European
Commission, from the Parliament, because the impact was fundamentally there. Now the
game is changing, so we have countries like Japan, we have India, we have obviously the
United States, we have other countries have already joined, but we are really moving from
standards that are global by ambition to global standards by governments, | would say, by
application. | wonder whether the European Commission, the European Parliament feel
that... realise all this, and | am certain they realise, but if you feel very honest, that will entail
a change of the expectation, a change of interaction. 1'm really talking more about the
Parliament versus you, Charlie. So it's going to be much more complex, the governments, the
oversight, the interface with the truly global standard setter than it is for a standard setter
applied only to Europe.

GZ  Okay, Charlie. Can you give a short answer, because | want to close the official part
of the meeting?

CM  Well, I am pleased to note the earlier comment that there's going to be now a
comprehensive review of IAS 39. Gerrit will remember this part of it in any event. When we
were finance ministers in '04, and | finished on 29th September, we were assured from an
earlier part that year that the 1AS 39 discussion would be all over, and | was assured it would
be all put to bed before I took over as Commissioner. So I'm delighted that five years later,
that we're now going to get around to having a comprehensive review of it, so just to make
the point. Secondly, | say to my friend here, he made a point that we were privileged to be
first. Well, I don't think we were privileged because | think we have suffered from what |
term “first mover disadvantage’ in this particular area, and so | will not be here this time next
year, but I think that it will be good, and all the things | mentioned here today is that there's a
fair degree of frustration built up in the European member states, there's a fair degree of
frustration built up in the Commission. There's a lot built up in the European Parliament.
And | think maybe what we've all been... what we should do, for those of us that believe in
international standards, and someone like me who's always believed, long before | was in the





privileged position of being the EU Commissioner in independance of standard setting for
accounting, I remember the early '70s when we had things like international accounting
standards they were called then. This is back in the '70s. Those were the beliefs at that time.
I think it's in everybody's interests that stakeholders who have a big say in this are brought
along, otherwise there's been a big move in Europe all the time, there are many member
states, and a lot of influential people who would prefer to have one standard setter, okay, the
European standard setter. And that I think should be borne in mind.

GZ  Thank you very much, Charlie. I'll now try to close this meeting. I'm not going to try
to summarise everything. | think one important issue we discussed today is that the IASB
intends to do an overhaul of 1AS 39, and we are extremely happy that the short track
procedure also will be supported from the SEC and FASB. That is very good for the
convergence process | think. This is one of the projects which could potentially make a lot of
people happy. So thank you very much, and now I close the public part of the meeting. We
have a few minutes still for the closed part of the meeting.





