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Foreword

In the wake of the Enron collapse in the United States, the Certified General Accountants
Association of Canada embarked on a serious quest to understand the implications of the crisis in
investor confidence and to propose a course of action for Canadian governments and regulators.

The selection of financial reporting standards has significant public policy implications for an
economy through the standards’ ability to influence that economy. The institutions that set
standards are a matter of public interest. It is our strong belief that the Canadian government has
a responsibility to re-examine the structure under which those standards are set as part of an
overall assessment of contemporary policies and regulations.

In order to inform the discussion, CGA-Canada is pleased to publish this report.
Guy Legault, FCGA, CAE, MBA

President & Chief Operating Officer
CGA-Canada
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About the author

April Mackenzie, FCA, has been involved in the interpretation and development of financial
reporting standards for 20 years, the last ten of which were spent leading the standard setting
work of the Institute of Chartered Accountants of New Zealand (ICANZ). As Divisional Director
of Policy at ICANZ, Mackenzie was a member of the international group the G4+1 (accounting
standard setters from the UK, USA, Canada, Australia and New Zealand) and, until she left
ICANZ in 2002, she was a member of the International Accounting Standards Board Liaison
Standard Setters.

As part of the ICANZ Executive Management team, Mackenzie’s responsibilities also included
development of audit standards, code of ethics and rules, operation of member disciplinary
processes and practice review, representation and advocacy.

Mackenzie is a Fellow Chartered Accountant of ICANZ and a member of the Institute of
Chartered Accountants in Scotland.
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Accounting Standard Setting Structures

Introduction

Over the last two decades, the global financial landscape has undergone a significant
transformation. These developments have been attributable, in part, to dramatic changes in the
business and political climates, increasing global competition, the development of more market
based economies, and rapid technological improvements. At the same time, the world’s financial
centres have grown increasingly interconnected with increasing cross-border capital flows. The
globalisation of economic activity has resulted in an increased demand for high-quality,
internationally comparable financial information.

Within national jurisdictions governments have always had a concern in the public interest for
the operation of their capital markets. Capital market efficiency is a function of, amongst other
things, the quality and reliability of the financial information available to investors. This means
that both accounting and auditing standards have key roles in determining capital market
efficiency at a national level. High-quality accounting standards are essential to the efficient
operation of a capital market because decisions about the allocation of capital rely heavily on
credible and understandable financial information. High-quality accounting standards include a
set of neutral principles that in their application produce consistent, comparable, transparent,
relevant and reliable information that is useful for investors and others who make capital
allocation decisions.

With the globalisation of economic activity and business generally, and along with it the
increasing globalisation of capital markets, it has become increasingly important to national
jurisdictions that their capital markets are efficient relative to competing capital markets. The
more efficient the capital market is within a jurisdiction, the greater is its ability to price capital
accurately and to attract international capital flows.

It is increasingly significant for any jurisdiction that its capital markets and the regulatory
structures that support those markets, are, and are seen to be, of high-quality. The standard
setting process is an integral part of that structure.

The United States Securities and Exchange Commission (SEC) issued a Concepts Release' in
which it outlined six characteristics that it believed were necessary characteristics of a high-
quality standard setter: Those characteristics include:

. An independent decision-making body;

. An active advisory function;

! SEC Concepts Release: International Accounting Standards. 2000 (February).
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. A sound due process;
. An effective interpretative function;
. Independent oversight representing the public interest; and

. Adequate funding and staffing.

Essentially one can identify two features that capture the key characteristics of a high-quality
standard setting process. The first, which is necessary but not sufficient, is that the process is
technically strong and the second is that the decision making is free from bias other than that
which is directed to achieving the public interest. Decision making that is free from bias means
decision making that does not reflect any particular interests except the public interest. The
public interest would demand an efficient capital market which is one where there is high-quality
financial information.

It is in this context that any country will wish to operate its regulatory framework in such a way
that investors and potential investors receive high-quality information. One part of that
regulatory framework is an independent and technically sound standard setting process which
delivers high-quality accounting standards that in turn produce high-quality financial
information.

Having established that high-quality independent standard setting is a critical component to
efficiency in a capital market, the key issue is to resolve what mechanisms can be used to ensure
that a standard setting process is made to be, and seen to be, independent.

There are several organisations which are working towards the goal of producing high-quality
standards and to improving the international comparability of financial reporting. They include:

(a) the International Accounting Standards Board (IASB), the objectives of which include the
development of a single set of high-quality, understandable and enforceable global
financial reporting standards, and the convergence of national financial reporting
standards and those global standards;

(b)  the International Federation of Accountants Public Sector Committee (PSC), which was
established primarily to develop international standards and guidance for governments
and public sector entities; and

(©) the standard setting bodies of Australia, Canada, France, Germany, Japan, New Zealand,
United Kingdom, and United States of America which have liaison relationships with the
IASB, through members of the IASB who have formal liaison responsibilities with these
national standard setting bodies (National Liaison Standard Setters).

This study identifies and documents elements of the structures of a number of the above listed
standard setters which arguably contribute to their independence.
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Observations on the Canadian Standard Setter

The Canadian Accounting Standards Board (AcSB) is well established. However, while its
function has remained largely unchanged for many years, it structure has not. The Canadian
Institute of Chartered Accountants (CICA) Task Force on Standard Setting recommended that
the Board be downsized and that it be chaired by a full-time, paid Chair. Those recommendations
were put into place in 1999 when the Board was reduced to nine members and Patricia O’Malley
was named its first Chair. A second recommendation relating to oversight was also implemented
with the establishment of the Accounting Standards Oversight Council (AcSOC) in 2000.

Of the accounting standard setting structures outlined in this paper, Canada’s is the only one that
does not have a separate entity approving accounting standards. The AcSB is the remaining
standard setter fully within the control of a professional accounting body. Although the Board of
Directors of the Canadian Institute of Chartered Accountants controls the funding of the AcSB
and made the initial appointments to the oversight council, the current structure calls for the
AcSOC to choose the members of the AcSB. AcSOC itself is self-perpetuating. The nearest
similar jurisdiction is the New Zealand structure, which has the development of accounting
standards controlled by its professional accounting body, but standards approval and therefore
legal backing given through a statutory Board appointed independently of the profession and
funded by government.

Other differences include:

* Funding: All of the structures, except Canada, have a base of funding outside of the
professional accountancy bodies in their jurisdiction.

* Advisory Bodies: New Zealand and the United Kingdom do not have separate advisory
groups.

* Transparency: The AcSB is one of the few standards setters whose meetings are not held
in public, although it is anticipated that that will change in the near future.

The standard setting boards range in size from four members to 14 members. The Canadian
Board has nine members. In keeping with the majority of other jurisdictions, Canada has a
fulltime Chair and dedicated staff. However, like New Zealand, the staff is employed by a
professional accounting body.

Independence in Fact

It is in fact very difficult to achieve independence of decision making. Independence of decision
making requires the standard setter to withstand influence from a number of competing interests
including: the executive arm of government, the accounting profession, preparers of financial
reports and other “political” pressures. It might also require independence of decision making
from other standard setters. Even the most significant standard setter, the US Financial
Accounting Standards Board (FASB), has experienced constraints on its independence of
decision making as evidenced by events surrounding share based payments and the willingness
of Congress to directly interfere in the accounting standard setting process.

Report to CGA-Canada — January 2003 7



This paper does not comment on the success of the structures to achieve independence of
decision-making nor on the quality of their accounting standards development. Whether the
structure of an accounting standard setter has achieved independence and whether its accounting
standards are high-quality is an empirical question. One has to look at the performance of the
different standard setters as reflected through the capital markets and investor confidence and the
standard setter’s decisions on difficult and controversial accounting issues, to conclude whether
the structures in place have resulted in a high-quality standard setter.

April Mackenzie, FCA
Consultant
August 2002
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Australia

Board

Australian Accounting Standards Board (AASB) is a body corporate with
perpetual succession established under the Australian Securities and
Investments Commission Act (ASIC) 1989 S226(1) and is continued in
existence by the ASIC Act 2001 S261.

Size

Ten

Full-time Chair

Nine part-time members

The Chair is appointed by the Australian Treasurer and the part-time members
are appointed by the Financial Reporting Council (FRC). Appointments are for
up to five years, eligible for reappointment.

In 2001, the FRC established a Nominations Committee to make
recommendations on the composition of, and criteria for appointment to, the
AASB. The Nominations Committee consists of the Deputy Chair of the FRC,
the Chair of the AASB and two other FRC members. The FRC released in
June 2001 a Charter and Framework for Appointments. The Framework states
that the AASB composition should balance expertise from the perspective of
preparers, users and auditors. The FRC has advertised in the national press
seeking expressions of interest from people wishing to be considered for
appointments to the AASB.

Purpose

The functions of the AASB are:

e To develop a conceptual framework, not having the force of an
accounting standard, for the purpose of evaluating proposed accounting
standards and international standards;

* To make accounting standards for the purposes of the corporations
legislation?;

 To formulate accounting standards for other purposes®; and

* To participate in and contribute to the development of a single set of
accounting standards for world-wide use.

Note: The standards made under paragraph (b) are given legal effect by the Corporations Act. The standards formulated

under paragraph (c) do not have legal effect under the Corporations Act itself but may be applied or adopted by some other

authority.

In carrying out its functions under (a) and (d), the AASB must have regard to the interests of Australian

corporations which raise or propose to raise capital in major international financial centres.
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Australia continued

Observers IASB liaison member, IFAC Public Sector Committee representative, New
Zealand Financial Reporting Standards Board Chair

Vote Affirmative vote of seven of ten to approve a standard

Advisory Consultative Group which meets once or twice per year, plus project-based
advisory panels drawn from the AASB’s constituency

Meetings Seventeen meeting days in 2000/01. Meetings are open to the public.

Interpretations | Urgent Issues Group (UIG). A committee of the AASB, comprising the

Committee AASB’s Chair, 15 part-time volunteer members and two observers. Appointed
by AASB with approval of FRC Chair. Approval of an interpretation requires
11 or more UIG members to vote in favour. Interpretations can be vetoed by
the AASB. Meetings are held in public.

Research AASB staff

Support

Budget and Approximately AU $3 million, contributed from government and the

Funding accounting profession. A contribution in-kind of free accommodation from the

Source Australian Stock Exchange.

Sector Public and private sector and not-for-profit-entities

Oversight FRC established in 1999. It consists of 13 key stakeholders from the business

community, the professional accounting bodies, governments and regulatory
agencies. Members of the FRC are appointed by the Treasurer. Its functions
include:

* To provide broad oversight of the process for setting accounting
standards and to give the Minister reports and advice on that process;

* To appoint the members of the AASB (other than the Chair);

* To approve and monitor the AASB’s: priorities; business plan; budget;
staffing arrangements (including level, structure & composition of
staffing);

* To determine the AASB’s broad strategic direction;

* To give the AASB directions, advice or feedback on matters of general
policy and the AASB’s procedures;
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Australia continued

Oversight e To monitor:

(continued) (i) the operation of accounting standards to assess their continued
relevance and their effectiveness in achieving their objectives in
respect of both the private and public sectors of the Australian
economy; and

(i1) the effectiveness of the AASB’s consultative arrangements;
* To seek contributions towards the costs of the standard setting process;
* To monitor and periodically review the level of and arrangements for
funding; and
* To establish appropriate consultative mechanisms.
The FRC does not have power to direct the AASB in relation to a particular
standard or to veto a standard.
Convergence | Under Section 227 of the ASC Act, the AASB has a specific function “to
Statement participate in and contribute to the development of a single set of accounting

standards for world-wide use”.

The ASC Act Section 225 provides that a function of the FRC is “to monitor
the development of international accounting standards and the accounting
standards that apply in major international financial centres, and

. To further the development of a single set of accounting standards for
world-wide use with appropriate regard to international developments;
and

. To promote the adoption of international best practice accounting

standards in the Australian accounting standard setting process if doing
so would be in the best interests of both the private and public sectors in
the Australian economy.”

Under the strategy adopted by the FRC at its meeting on 28 June 2002 and
publicly announced on 3 July 2002, the AASB is obligated to work towards the
full implementation of International Accounting in Australia in respect of
financial years commencing on or after 1 January 2005. In setting this strategy
the FRC was acting pursuant to Section 225 of the ASC Act that provides that
one of the functions of the FRC is “to determine the AASB’s broad strategic
direction”.
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Canada

Board

The current incarnation of the Accounting Standards Board (AcSB) was
established by CICA in 1999. Its predecessors go back to 1945.

Size

Nine

Full-time Chair

Eight part-time volunteers

Appointed by Accounting Standards Oversight Council (AcSOC) on
recommendation of its nominating committee. Volunteer appointments for
three years, renewable for one term.

Purpose

For establishing standards of accounting and reporting by Canadian Companies
and not-for-profit organisations. The objectives are to:

* Develop standards that improve the quality of information reported by
Canadian entities with due consideration for the costs and the benefits
to preparers and users;

* Facilitate access by Canadian enterprises to US and global markets by
eliminating, or minimizing, GAAP differences within North America
and internationally, as appropriate;

e Support its standard setting activities by actively assisting
implementation and providing timely guidance on emerging issues; and

* Continuously improve the process of standard setting.

Observers

IASB liaison member and CICA senior staff

Vote

Two thirds of all members in writing

Advisory

None — but see objectives of AcSOC

Meetings

Normally meets six times per annum for full Board meetings, plus six
conference calls. Meets in private. Members are sworn to secrecy, and are not
permitted to discuss even technical issues with trusted colleagues. Also, votes
are not recorded or published. Dissenting opinions are not published.

Interpretations
Committee

Emerging Issues Committee (EIC). Was established by the AcSB. Volunteer
members with three year renewable terms. A consensus is reached when no
more than two EIC members present dissented to the interpretation. Consensus
views are not approved or vetoed by the AcSB. As of 2003, members to be
ratified by the AcSOC.
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Canada continued

Research AcSB staff (AcSB staff are employed by CICA)
Support
Budget and Cdn $2.5 million — Submitted by AcSB and approved by CICA
Funding
Source
Sector Private sector and not-for-profit entities
Oversight AcSOC established by CICA in 2000. Accountable to the Board of Directors
of CICA through the Standards Committee of CICA. Twenty to 25 volunteer
voting members and four non-voting members (Chair of AcSB, IASB liaison
member, two AcSB staff). CICA funded and administered. Meets three to four
times per annum. Reports to the public annually on the performance of the
AcSB.
Responsibilities include:
e To support the principle of private-sector standard setting by AcSB,
following appropriate due process;
* To appoint individuals for membership on AcSB, including the Chair,
and for recommending membership on AcSOC itself;
* To provide input to the activities of AcSB, primarily in terms of the
strategic direction and priorities of AcSB; and
* To inform AcSB of the views of the diverse groups represented on
AcSOC, as well as the views of other individuals or groups with an
interest in accounting standards. The authority to set accounting
standards rests with AcSB.
Convergence | The AcSB supports the objective of harmonising accounting standards
Statement internationally and has worked with the IASC since its founding in 1973 to

minimize differences between International Accounting Standards and
Canadian standards.

The AcSB has two stated fundamental focuses:

* Harmonisation with US GAAP ie. elimination of significant
unjustifiable differences with FASB standards; and

* Convergence with the highest quality US and international accounting
standards.

The Canadian Securities Administrators have proposed that Canadian
corporations listed in the US be permitted to prepare financial statements in
accordance with US GAAP with a reconciliation to Canadian GAAP for the
first two years. Also, the Canadian Securities Administrators have proposed
that certain foreign companies listed in Canada would be able to use US GAAP
or IASB standards without reconciliation to Canadian GAAP.
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Germany

Board

Deutches Rechnungslegengs Standards Committee eingetragener Verein
(DRSC) also known internationally as German Accounting Standards
Committee (GASC). Was established in May 2001 as a not-for-profit
professional association in Germany. Generally members of the Association
are persons with close connections to the aims of the Association (or
Committee) based on a recognised qualification or experience in the field of
accounting.

Size

Seven

All part-time members

Can co-opt two further members

Appointed by the administrative Board of the association on 75% member
vote of the administrative Board.

Purpose

The principle objectives of the Association are:

* To develop accounting standards for application in the area of
consolidated financial reporting;

* To cooperate with the IASC and other standardization committees;

e To act in a consultative role in relation to the development of
legislation at national and intergovernmental levels, particularly with
regard to accounting regulations;

* To represent the Federal Republic of Germany on international
standardization committees and in organizations promoting
harmonization; and

* To promote research in these areas.

Observers

IASB liaison member

Vote

Two thirds vote for adopting standards, for other decisions it will be by
majority vote of its seven members or by two thirds vote if it has co-opted
members.

Advisory

Consultative Council. Members appointed by management Board.
Subscription for being on the Consultative Council set by administrative
Board.

Meetings

Meetings to adopt a standard are held in public, although a fee may be payable
to attend.

Interpretations
Committee

Proposal to establish an Interpretations Committee
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Germany continued

Research Staff of the Association

Support

Budget and Set by subscription on Committee members and members of the Consultative

Funding Council

Source

Sector Private sector — consolidated financial reporting.

Oversight Administrative Board (18-23 persons) which comprises the management
Board of the Committee (four persons) plus 14 other members of the
Committee. Up to five further persons can be co-opted. Term of appointment
is three years. It may not issue instructions to the Accounting Standards
Board. The administrative Board selects and appoints the accounting standards
Board, sets the subscription and the budget.

Convergence | The Committee has been founded with the intention, amongst others, of

Statement accelerating international harmonisation through cooperation in international

and intergovernmental organisations and cooperation with other standards
committees.
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Japan

Board Accounting Standards Board of Japan (ASBJ) was established in August
2001, under the Financial Accounting Standards Foundation (FASF).

Size 13
Three full-time members, including vice Chair
Ten part-time members
Appointed by the Trustees of the FASF

Purpose * To investigate and develop accounting standards generally accepted

in Japan;

* To investigate practices concerning corporate finance and disclosure
to make pertinent recommendations; and

* To contribute to the development of high-quality internationally
accepted accounting standards.

Observers IASB liaison member, Financial Service Agency (FSA)

Vote Eight of 13 (three fifths of existing Board members) for adopting standards.
For other decisions, a majority vote of Board members is required.

Advisory Theme Advisory Council (16 members)

Meetings ASBJ usually meets once a month, open to the public. ASBJ also conducts a
number of steering committees on each agenda topic. Steering committee
meetings are usually held monthly with external specialists appointed by the
Chair of ASBJ. All meetings are open to the public.

Interpretations | Practical Solutions Standing Committee (PSSC) under the supervision of the
ASBIJ. The PSSC focuses on developing:

* Draft interpretations of Japanese accounting standards; and
* Draft practical solutions on emerging issues which are not covered in
Japanese accounting standards.
Drafts are submitted to the ASBJ for approval and require three fifths of
support from the ASBJ for approval (the same as a standard).

Research Staff of ASBJ

Support

Budget and ¥700 Million (US $6 Million)

Funding

Source
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Japan continued

Sector Private sector and not-for-profit-entities

Oversight Trustees (16) and Board of Directors (14)

Convergence | The purpose of ASBJ’s activity is both to investigate and to develop
Statement accounting standards generally accepted in Japan and to contribute to the

development of high-quality internationally accepted accounting standards.
Through these activities, ASBJ, IASB and other liaison national standard-
setters will accomplish a goal of high-quality global standards.
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New Zealand

Board

Accounting Standards Review Board (ASRB) was established 1993 as a
Crown Entity under the Financial Reporting Act 1993. In practice, financial
reporting standards are submitted by the Financial Reporting Standards
Board (FRSB) of the Institute of Chartered Accountants of New Zealand.

Size

Four to seven

All part-time

Appointed by the Governor General on recommendation from the Minister
of Commerce

Members are required to be qualified for appointment by reason of their
knowledge of, or experience in, business, accounting, finance, economics or
law. Members are appointed for a renewable term of up to five years. The
Ministry of Economic Development administers the appointment process,
which includes public advertising of vacant positions.

Purpose

The functions of the ASRB are:

* To review and approve or amend financial reporting standards submitted
to it;

* To give directions as to the accounting policies that have authoritative
support within the accounting profession in New Zealand;

* To encourage the development of accounting standards; and

* To liaise with the Australian accounting standard-setter with a view to
harmonisation.

Observers

Australian Accounting Standards Board Chair & IASB liaison member

Vote

ASRB: simple majority

Advisory

None

Meetings

The ASRB meets when it needs to conduct business. ASRB meetings are
held in private. The FRSB meets for approximately ten days per annum.
FRSB meetings are held in private.

Interpretations
Committee

None
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New Zealand continued

Research ASRB have no staff or research support.

Support
Any party can submit an accounting standard to the ASRB for approval.
However, to date the standards that have been approved have all been
submitted by the Institute of Chartered Accountants of New Zealand FRSB.
The FRSB is a 12 volunteer member Board appointed by the Council of the
Institute. All of the members are members of the Institute. FRSB supported
by staff of Institute of Chartered Accountants.

Budget and The ASRB is funded from government vote. The funding for the 2003 year

Funding is approximately NZ $470,000. Of that funding, $360,000 is specifically

Source designated for international work to allow New Zealand standard-setting to
be involved in the work of the IASB and the IFAC PSC.
The cost of developing accounting standards for submission to the ASRB is
borne by the organisation making the submission. Currently the Institute
of Chartered Accountants incurs approximately NZ $900,000 to develop
accounting standards. Excludes value of volunteer input.

Sector Public, private sector and not-for-profit

Oversight None. However, the parliament can veto a standard within 28 sitting days of
its approval by the ASRB.

Convergence | Pursuing a policy of international convergence and international

Statement harmonisation of New Zealand standards. “International convergence”

means working with other standard-setting bodies to develop new or revised
financial reporting standards that will contribute to the development of a
single set of standards for world-wide use. “International harmonisation” of
New Zealand standards refers to a process which leads to these standards
being made compatible with the standards of international standard-setting
bodies to the extent that this results in high-quality standards. Both processes
are intended to assist in the development of an internationally accepted
single set of accounting standards, applicable to all private and public sector
entities, which can be adopted in New Zealand and elsewhere for both
domestic and world-wide use.

The ASRB is required to liaise with the AASB with a view to harmonising
New Zealand and Australian accounting standards. However, the AASB also
has a policy of international harmonisation of its standards and therefore the
required harmonisation will in many cases follow simply as the result of
both countries pursuing their policy of international harmonisation.
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New Zealand continued

Convergence
Statement
(continued)

At the 11 December 2002 meeting of the FRSB, it was acknowledged that:

There is general acceptance that in order to maintain credibility for
financial reporting, New Zealand must adopt International Financial
Reporting Standards (IFRS);

There is support for continuing with sector-neutral standards;

The reporting entity approach followed in Australia is generally
preferred over alternative approaches, but there should continue to be
some form of structure for reporting by entities below the cut-off
point;

There is strong support for harmonising with Australia in the
solutions adopted for both sector-neutrality and the reporting entity
concept;

The proposed dates of 2007 for mandatory adoption and 2005 for
voluntary adoption have found general favour;

There is a preference for a gradual introduction of IFRS but it is
recognised that with many of the IFRS under review a "big bang"
approach may be the only feasible option;

There is acceptance that a significant education program for both
preparers and users needs to be undertaken; and

There is acceptance that adopting IFRS will in substance hand over to
the IASB the final say on financial reporting standards in New
Zealand.
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United Kingdom

Board Accounting Standards Board® (ASB) was formed in 1990 under the
Companies Act 1985 as amended. It is a subsidiary of the Financial
Reporting Council (FRC) a company limited by guarantee.

Size Up to ten
Two full-time including a Chair and technical director
Eight part-time members
Appointed by Appointments Committee (Chair, Deputy Chair and three
members of the FRC).

Purpose The aims of the ASB are to establish and improve standards of financial
accounting and reporting, for the benefit of users, preparers, and auditors of
financial information. To develop and publish accounting standards.

Observers Head of the Government Accounting Service, representative from the
Department of Trade and Industry (DTI) and IASB liaison member.

Vote Seven of ten — or six when there are fewer than ten members

Advisory No formal advisory committee

Meetings Meets twice a month most months. Meetings are in private.

Interpretations | Urgent Issues Task Force (UITF). Is a committee of the ASB. Chaired by

Committee Chair of the ASB as a non-voting member of UITF. Fifteen other members.

Research Staff of FRC group

Support

Budget and £2.2 million for ASB provided by contributions from sponsors, the

Funding accounting profession (through the Consultative Committee of Accounting

Source Bodies), the city (the London Stock Exchange, together with the banking and
investment community) and the government.

Sector Private sector

3

The United Kingdom Secretary for Trade and Industry issued in July 2002 a white paper proposing the establishment of a
Standards Board developed from the existing Accounting Standards Board. Refer to the Modernising Company Law pages
on the Internet site http://www.dti.gov.uk/companiesbill
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United Kingdom continued

Oversight

FRC is a company limited by guarantee and was set up to meet the need to
involve the whole community of interests in financial reporting at the policy
level. The FRC comprises a Chair, three deputy Chairs and up to 30
members, plus five observers. The Chair and deputy Chairs are appointed by
the Secretary of State for Trade and Industry and the Governor of the Bank
of England acting jointly. The FRC’s membership includes representatives
from the accountancy and legal profession, chairs and senior directors from a
wide spectrum of large and smaller companies, and senior officials from
government and the public sector. Its functions extend to providing guidance
to the Accounting Standards Board on broad issues and on its work program.
The FRC is responsible for seeing that the arrangements for the ASB are
efficient, economical and effective and that they are adequately funded.

The FRC meets twice per annum. The FRC sets the budget for the ASB.

The ASB issues accounting standards in its own right.

Convergence
Statement

The ASB will be proactive in working with the IASB and with other
standard setters in the international partnership to achieve an improvement in
the existing IASB standards and a convergence of global standards that in
both cases respect the views of UK constituents.
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United States of America

Board Financial Accounting Standards Board (FASB) was established in 1973. Its

standards are officially recognised by the Securities and Exchange
Commission (SEC) and the American Institute of Certified Public
Accountants (AICPA).
The SEC has the statutory authority to establish financial accounting and
reporting standards for publicly held companies under the Securities and
Exchange Act of 1934. The Commission has traditionally relied on the
private sector for this function.

Size Seven
All full-time Board members
Appointed by the Financial Accounting Foundation (FAF)

Purpose To establish and improve standards of financial accounting and reporting for
the guidance of the public, including issuers, auditors and users of financial
information.

Observers IASB liaison member

Vote Simple majority

Advisory Financial Accounting Standards Advisory Council (FASAC) consults on
technical issues on the FASB agenda, project priorities, matters likely to
require the attention of the FASB, selection and organisation of task forces.
Thirty plus members. The FASAC meets four times per annum for one day at
a time.

Meetings FASB meets weekly. Open to the public.

Interpretations | Emerging Issues Task Force (EITF), consists of 13 voting members and two

Committee participating observers. Meets six times per annum. Meetings open to the
public. Consensus positions of the EITF are considered to be part of GAAP.
A consensus is defined as agreement provided that no more than two of the
13 voting members object.

Research Staff of FASB

Support

Budget and Approximately US $18 million. Of this US $5 million is by way of

Funding contribution. More than half the funds contributed are from the accounting

Source profession, the remainder comes from industry and the financial community.
The majority of funding is from sales of publications.

Sector Publicly traded enterprises

Report to CGA-Canada — January 2003




United States of America continued

Oversight

FAF incorporated to operate exclusively for charitable, educational, scientific
and literary purposes. Is responsible for selecting FASB members and the
FASAC, funding, budget approval and general oversight, but are prohibited
from involving themselves in the resolution of FASB technical issues.

The FAF is separate from other organisations, but its Board of Trustees is
made up of nominees from sponsoring organisations. There are also trustees-
at-large.

Convergence
Statement

The FASB’s obligation to its domestic constituents demands that it attempt to
narrow the range of differences between US and other countries’ standards.
The FASB’s objective for participating in international activities is to
increase the international comparability and the quality of standards used in
the United States. The FASB pursues that objective in cooperation with
national standard-setters and with the IASB. The FASB believes that the
ideal outcome of cooperative international accounting standard setting efforts
would be the world-wide use of a single set of high-quality accounting
standards for both domestic and cross-border financial reporting.

Central to the FASB’s participation in the development of international
accounting standards is its commitment to increasing global comparability
while maintaining the highest quality accounting standards in the US. In
supporting convergence, the FASB’s goal is to ensure that international
accounting standards are of the highest quality. To accomplish that goal the
FASB supports the IASB as the focal point for the development of
international accounting standards. The FASB intends to participate as fully
as possible in the IASB’s process while maintaining the highest quality
standards domestically.

The FASB has stated that it should retain a leadership role in standard-
setting, that it should do as much as it can to participate in the development
of internationally recognised standards to ensure that they are of the highest
possible quality and that internationally recognised standards and a global
standard-setting process 1is impossible without US acceptance and
participation.
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United States of America continued

Convergence
Statement
(continued)

The FASB and IASB issued a Memorandum of Understanding on
29 October 2002 toward formalizing their commitment to the convergence of
US and international accounting standards. The agreement follows the
decisions recently reached by both boards to add a joint short-term
convergence project to their active agendas. The joint short-term convergence
project will require both boards to use their best efforts to propose changes to
US and international accounting standards that reflect common solutions to
certain specifically identified differences. Working within each Board’s due
process procedures, the FASB and IASB expect to issue an exposure draft to
address some, and perhaps all, of those identified differences by the latter
part of 2003. The elimination of those differences, together with the
commitment by both boards to eliminate or reduce remaining differences
through continued progress on joint projects and coordination of future work
programs, will improve comparability of financial statements across national
jurisdictions.
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International

Board

IASB assumed standard-setting responsibilities from its predecessor body the
International Accounting Standards Committee in April 2001. The TASC
Foundation was formed as a not-for-profit corporation incorporated in the
State of Delaware, USA and is the parent entity of the IASB.

Size

14

Twelve full-time including the Chair and seven formally designated liaison
Board members

Two part-time

Appointed by IASC Foundation Trustees for terms of up to five years
renewable. The foremost qualification for membership of the IASB is
technical expertise. A minimum of five members of the IASB have a
background as practising auditors, a minimum of three a background in the
preparation of financial statements, a minimum of three as users of financial
statements and one an academic background.

Purpose

The purpose of the IASB is to:

* To develop, in the public interest, a single set of high-quality,
understandable and enforceable global accounting standards that
require high-quality, transparent and comparable information in
financial statements and other financial reporting to help participants
in the world's capital markets and other users make economic
decisions;

* To promote the use and rigorous application of those standards; and

* To bring about convergence of national accounting standards and
International Accounting Standards to high-quality solutions.

Observers

No official observers although IASB meetings are open to a limited number
of public observers on a space-available basis.

Vote

Eight of 14 to approve a standard.

Advisory

Standards Advisory Council. 50 members appointed by IASC Foundation
Trustees. Meets three times per annum for two days each.

Meetings

IASB meets 11 times per annum for three to four days at a time. Meetings
open to the public.

Interpretations
Committee

International Financial Reporting Interpretations Committee (IFRIC)
comprises 12 voting members, plus a non-voting Chair. The IFRIC is
appointed by the IASC Foundation Trustees for renewable terms of three
years. Meetings held in public. Approval of interpretations shall require that
not more than three voting members vote against the interpretation. The
IASB must approve the interpretation.
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| nternational continued

Research IASB staff

Support

Budget and £8.5 million. Funding raised through the IASC foundation trustees mainly

Funding through private contributions of auditing firms and business enterprises

Source internationally. Eighty-eight corporations, associations, and other institutions
provided financial support in 2001.

Sector Publicly traded for profit entities

Oversight IASC Foundation, a not-for-profit corporation incorporated in Delaware,
USA. The foundation undertakes its objectives through the IASC Foundation
Trustees who are responsible for governance, fundraising and public
awareness.
The trustees are self perpetuating. The mix of trustees is to be representative
of the world’s capital markets and diversity of geographical and professional
backgrounds. Trustees are appointed for three years, once renewable terms.
Trustees meet at least twice per year and are remunerated with an annual fee
and a per meeting fee.
Trustees make a formal commitment to act in the public interest.

Convergence | See purpose (c). Mandate is to produce a single set of high-quality,

Statement understandable and enforceable global accounting standards. To encourage

convergence on those global standards. It is a facilitator.

The FASB and IASB issued a Memorandum of Understanding on 29 October
2002 toward formalizing their commitment to the convergence of US and
international accounting standards. The agreement follows the decisions
recently reached by both boards to add a joint short-term convergence project
to their active agendas. The joint short-term convergence project will require
both boards to use their best efforts to propose changes to US and
international accounting standards that reflect common solutions to certain
specifically identified differences. Working within each Board’s due process
procedures, the FASB and IASB expect to issue an exposure draft to address
some, and perhaps all, of those identified differences by the latter part of
2003. The elimination of those differences, together with the commitment by
both boards to eliminate or reduce remaining differences through continued
progress on joint projects and coordination of future work programs, will
improve comparability of financial statements across national jurisdictions.
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