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The IASC Foundation l

22 Trustees and a non-voting Chairman

Appointed by the Monitoring Board

Senior figures from diverse geographical and
professional backgrounds

B Asia/Oceania
® Europe

# S %NNEE&E " %! (%! (#( % B North America
B Other regions




Roles des Trustees

Controlent les activités de la Fondation IASCF

Désignent (revoquent) les membres du Board, de I'lF  RIC, et
des Comités permanents (SAC,..)

Controlent I'efficacité du Board et le respectdes  es
procédures (Constitution et “Due Process Handbook”) —
n'interviennent pas sur les sujets techniques

Role accru du Due Process Oversight Committee
Etablissent et controlent les dispositifs de financ ement

Rendent compte au Monitoring Board
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Revue de la Constitution

 Phase 1 (Public accountability) achevee debut 2009

 Phase 2 s’acheve en 2010 ; principales propositions:

— Ameliorer le processus decisionnel pour 'agenda du Board (consultation
plus intense du SAC et des Trustees, possibilite de commentaires du
public)

— Institutionaliser le dialogue avec les organisations concernees par le
standard setting (regulateurs prudentiels etc.)

— Procedure de consultation “fast track” dans situations exceptionnelles

— Ameliorer la diversite geographique des Trustees (1 pour Africa et 1 pour
South America)

— Changementde nom  The IFRS Foundation et The IFRS Board
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standard-setting process.

Eurcpean Intermal Market and Services Commissicner Charlie McCreevy, Financial
Services Agency of Japan Commissioner Takafumi Sato, 1I0S5C0O Executive
Committee Chairperson Jane Diplock and US Securities and Exchange Commission
Chairman Christopher Cox explained:

"International Financial Reporting Standards (IFRS) are becoming more widely wsed
throughout the world. We have & common interest of ensuring confinwing user
confidence in the institutions responsible for the development of global accounting
standards. A nafural step in the institutional development of the [ASB and the IASC
Foundation wouwld be to establish & means of accountability fo those governmental
authonties charged with protecting investors and regulafing capital markefs. We will
work fogether fo achieve these objectives. ™

This positive development iz a reflection of both the work accomplished to date by
fhe Trustees and the Intemational Accounting Standards Board (IASBE), the body
responsiie for promulgating IFRS, and the desirability of the creafion of a single,
high-guality =et of accounting standards for intemational use. At the same time, the
increazed use of IFRS has raised interest in establishing formal ties between
important securnties regulatory stakeholders and the 1ASC Foundation.

MONITORING BOARD

The Trustees considered the significant progress made m 2007 towards the objective of
establishing International Financial Reporting Standards ([FRSs) as the smgle globally
accepted set of accounting standards.

In November the US Securities and Exchange Commission (SEC) removed the requirement
for non-US companies reporting under IFRSs as promulgated by the IASB to reconcile their
financial statements to US generally accepted accounting principles (GAAP). The US SEC
also 1ssued a Concept Release raising the question of whether US companies should be able
to use IFRSs as well.

With the SEC’s decision the US joins the expanding number of countries that accept the use
of IFR.Ss. Following the adoption of IFRSs by the European Union and countries elsewhere
around the world in 2005, a mumber of other countries decided in 2007 to establish time lines
for the acceptance of IFRSs i their domestic markets or to accelerate convergence of
national standards with IFRSs. Among those are Canada, India and Korea, all of which will
adopt IFR.Ss by 2011. In Brazil listed companies will have to comply with IFRSs from 2010,
and convergence of Japanese GAAP and existing IFR.Ss m use 1s expected by 2011. At the
beginning of 2007 China introduced a new set of accounting standards that are based on and
generally consistent with IFRSs.  Altogether, the mumber of countries that either require or
permuit the use of IFRSs or are committed to their adoption now stands at over a humdred.

In Nevember 2007, and responding to the growing acceptance of IFRSs, the Trustees
anmounced proposals ammed at mg the orgamsation’s public accountability.
Specifically, the Trustees agreed to establish a Imk to a representative monitoring group of
official organisations, inchuding securities regulators. This body would approve Trustee
appointments and review the Trustees” oversight activities, including the adequacy of the
anmual finding arrangements as well as the overall budget. At their meeting in November,
the Trustees agreed to propose this momtoring group as part of the upcoming review of the
Constitution.
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IASCF Monitoring Board

eEstablished from 01/2009

[nitial members : [European Commission]; Emerging Markets
Committee of IOSCO; Technical Committee of IOSCO; FSA-
Japan; US-SEC

—Observer : Basel Committee on Banking Supervision

*MoU specifies collaboration with Trustees of IASCF

—Does not alter the terms of Trustees responsibilities or the relationship of
Trustees with IASB Board

—Serves as a mechanism for formal interaction between capital market
authorities and IASCF and help ensure the public accountability of IASCF

-MB began its operations in April 2009

*http://www.l0sco.org/monitoring board/










IASB — The Board

e 15 full-time members

* Presently from 10 countries and 5 continents (geog raphical diversity now
recognized as a selection criterium)

— Trustees have announced extension to 16 members (4+  4+4+2 + 2 at large)

* From different professional backgrounds (standard s etters, auditors,
regulators, CFOs; analysts)

» Appointed by the Trustees for a five year term (ren  ewable for 3y)

o Supported by ~50 technical staff from currently 16 countries

Sole responsibility for setting agenda and

standards




Membres du Board (au 1/09/2009)

Sir David Tweedie, Chairman (UK)

Amaro Gomes (Br)
PK (India)

Wei-Guo Zhang (China)
Stephen Cooper (UK)

Jan Engstrom (Sw)

Robert Garnett (RSA)

Gilbert Gélard (Fr)

Patrick Finnegan (US)

James Leisenring (US)

Warren McGregor (Aus)
Pat McDonnell (US)

John Smith (US)
Philippe Danjou (Fr)

Tatsumi Yamada (Jap)







Use of IFRSs (domestic listed)

For domestic listed entities . N_um_be_r o
jurisdictions

IFRSs required for all 89

IFRSs required for some 5

IFRSs permitted for all or some 23

Source of information: www.iasplus.com
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e \ Tokyo agreement
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decision 20097 2010

IFRS for SME ?
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What about the USA?

« SEC decision 2007

OK for FPI's
*Proposed SEC release
August 2008
*G20 call for convergence
*Possible SEC decision
late 20097

*
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Government recommendations

* G 20 & Financial Stability Forum (now FSB)
— FSF report April 2008
— G20 November 2008
— G20 & FSB April 2009
— G20 September 2009

* |ASB works in cooperation with Basel Committee, CEBS, etc



Government recommendations (G20)

1. Reduce the complexity of accounting standards for
financial instruments

2. Strengthen accounting recognition of loan-loss
provisions by incorporating a broader range of
credit information

3. Improve accounting standards for provisioning, off-
balance sheet exposures and valuation uncertainty

4. Achieve clarity and consistency in the application
of valuation standards internationally, working
with supervisors



Off balance sheet accounting

e Consolidation project

— when to bring an entity’s assets and liabilities onto the
balance sheet

— disclosure of off-balance sheet exposures
* Derecognition project

— when to remove financial assets and liabilities from the
balance sheet

e Expect joint IASB-FASB standards by 2010



Fair value in illiquid markets

e June 2008, creation of Expert Advisory Panel
— 20 industry experts, met 7 times

— task—identify enhancements to guidance

— October 2008, publication of meetings summary and IASB staff
position paper as educational material

o April 2009, FASB’s FSP

— Inactive markets / distressed sales / use of Level 3 measurements /
disclosures

* |ASB Fair Value Measurement ED published in May 2009 —
Includes guidance identical to FASB’s FSP — will be completed
In 2010 after series of round table discussions

Level-pikayimg fiid achieved wiem fir value

accounting Is required by standards




Summary of Financial crisis related projects

* Proposals out for public comment
— Derecognition [ED, comments due by 31 July 2009 ; IFRS in H2 2010]
— Consolidation [ED10 ; IFRS estimated timing Q4 2009]
— Fair value measurement guidance [ED, Q2 2009; IFRS in Q2 2010]

— Financial instruments Phase | (classification and measurement)
[ED2009/07, July 2009; IFRS applicable at end of 2009]

* Work In progress

— IAS39 Phase Il (Impairment model) — ED to be published before end of
2009 (end October)

— IAS39 Phase Il (Hedge accounting) — ED published end 2009/
beginning 2010

— Consideration of own credit risk in measuring liabilities (DP issued,;
conclusion of consultation included in Phase 1 redeliberation)

© 2008 IASC Foundation. 30 Cannon Street | London EC4M 6XH | UK. www.iasb.org



Classification and Measurement ED
Objectives of project

e Objectives:

— primary objective >improve clarity of accounting for
financial instruments + better reflection of the manner in
which entities manage financial instruments

— secondary objective > simplification

2008 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org



Timetable
One project — three stages

Project stage Exposure Draft Finalisation

1. Classification and Comment period | In time for year end financial
Measurement (Board closed statements 2009
redeliberations :
commenced)* > |FRS issued end of October

2. Impairment Request for info Full replacement of IAS 39
methodology comment period | during 2010
(Board deliberations closed > ED end of October
ongoing) ED October 2009

3. Hedge Accounting December 2009 | Full replacement of IAS 39
(Board deliberations during 2010
started)

*Closely tied to ‘own credit’. Comment period for discussion paper closed

2008 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org




Classification and Measurement
Overview of proposed approach

Basic loan features
+
Managed on a
contractual yield basis

All other instruments:
» Equities

: f
) Amortised cost PO

' ntin
(one impairment method) accounting
mismatch

No reclassification

Fair Value SEUnfles

(no impairment)

 Derivatives
e Some hybrid contracts

OCI presentation
available
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Classification and Measurement ED

 Feedback obtained
— QOver 250 comment letters

— Comment letters consistent with outreach
— Joint roundtables held in Europe, Asia and North America
— Over 70 outreach meetings

— Meeting of Financial Instruments Working Group (FIWG), SAC
and ARG

— Participation in Financial Stability Board meetings

— Formal input received from Basel Committee (“Guidelines”)

— Chairman address to ECON Committee

2008 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org



Classification and Measurement
High level feedback

Mixed measurement | Alternative
model approaches (closer to
FASB model)

Amortised cost criteria | Lack of reclassification

(subject to clarifying)

OCI presentation Restraints around OCI
alternative alternative

2008 IASC Foundation | 30 Cannon Street | London EC4M 6XH | UK | www.iasb.org



Classification and Measurement ED

*Debt securities either:

*At amortised cost — impairment based on cash
flows of instrument not market prices

*At fair value — not subject to impairment

Objective of timetable > changes available for
2009 year end
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Classification and Measurement ED

Movements in and out of fair value

* effect depends on portfolio and business model
Fair value option > only for accounting mismatches

*Traditional lending business > amortised cost

*Board redeliberating:
* treatment of financial liabilities / own credit risk
* elimination of bifurcation of embedded derivatives
* what structured debt is at fair value (basic loan features)

* whether distressed debt should be at fair value

* treatment of OC| equity investments (dividends; recycling)

2008 IASC Foundation | 30 Cannon Street | London EC4M 6XH | "UK | wfww.iasb.or




Classification and Measurement ED

*No special rules or policy for these items

Eligible for amortised cost if terms of the instrument
and business model qualify

Redeliberations on structured debt and bifurcation
Important for new classification
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Classification and Measurement
Other issues raised In letter from EC

Classification criteria Redeliberating issues raised

Prominence of business model (Tentative : business model first)
Specific instrument concerns

Reclassification prohibition Redeliberating (Tentative : required when
change in business model)

Restrictions on OCI equity Redeliberating

Investments -dividend treatment (>P/L)

-gains/losses on sale (>7?)

Insurance concerns OCl redeliberations

Considering interaction with insurance project:

Align effective date with Insurance Phase 2 ?

Embedded derivatives Redeliberating (Tentative: no bifurcation)
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Classification and Measurement
Other issues raised Iin EC letter (continued)

Financial liabilities

Confirmed in scope but to consider

-treatment of own credit (> Frozen credit spread
approach)

-bifurcation

Transition
-should not be too burdensome

-must consider impact of Phases

Redeliberating to consider alternative
(less onerous) approaches

Transition of Phases will consider overall
project

Convergence

Joint project (but timing ?)
Held joint roundtables

FASB Board participating in IASB
redeliberations (joint meeting October)
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Classification and Measurement
Level 3 FV measurements and presentation

 Some would like “uncertain” FV changes on debt
Instruments to not affect reported profit/loss
(temporarily reported in OCI ?)

e Board could also consider a P/L format that would
identify separately profits / losses on Level 3 fair value
changes (with links to appropriate disclosures,
already proposed in FVM ED and IFRS7)




Impact assessment — as per UBS Investment Research
Briefing — 17 September 2009 (Dennis Jullens — Analys  t) (1)

e 15 Major EU banks (5 UK; 3 French; 1 German; 2
Spain; 2 Italy; 1 Swiss; 1 Greek) — 2008 financial
statements, in aggregate

e Under current IAS39: 50% of total assets at fair value
(FV) 28% In trading book, 16% derivatives, 6% AFS

% of FV is over 60% for large investment banking entities
(Deutsche, Barclays, BNP) and 25% or less at retail -
focused banks (Lloyds, UniCredit, BBVA and Santander)

 50% Is at amortized cost (AC) (34% loans
&receivables, 6% loans to banks: 10% other non fin.;

0,3% HTM assets)




UBS’s Impact assessment (2) .

« Based on ED2009/7 and a few assumptions:

— UBS estimates that 93% in aggregate of AFS category is debt
Instruments, 7% equity instruments

— Elimination of AFS category for debt instruments will impact
mainly Standard, HSBC and CASA (over 10% of total assets)

— UBS presumes 60% of AFS debt instruments is in the banking
book and has basic loan features, hence will qualify for
amortized cost

IASB proposals should reduce by 3 — 5%* the proportion of
assets at fair value, all other things being equal.

“We do feel it dispels any suggestion that the IAS 39 proposal
will lead to more fair value”

*60% x 93% x 6% AFS



UBS’s Impact assessment (3) .

 What will happen to the assets reclassified from FV
to AC under the October 2008 amendment?

“*Assuming that all reclassified assets return to the
fair value category would shift the balance [cost/FV]
by under 1% of total assets”

e Potential for early adoption?

“...a temptation to adopt early as this would lead to
(positive) fair value changes reflected into earnings
and boosting capital in 2009...”



Impact assessment — Insurance industry .

o Suppression of tainting rule = AFS  at cost
category for most debt instruments

* FV through OCI for equity investments = similar to
current AFS (but problems with dividends and
gain/loss on sale ; Board is re-discussing)



French MoF views

“Further progress is also needed
on accounting standards.
Regulators should have their

say on their ultimate purpose , |
and ensure they do not = e Z’?’éﬁé’&gﬂ
promote volatility. Market g v YT
value must be used, when D
relevant, in considering how a || A, S A
business uses its assets. Butit| "o 25 _ }r S
should not be an excuse for ’ otmcos E”“Eﬁ‘.;?ﬁf{——iﬁ -
failing to measure, assess and * —
account”

Christine Lagarde
FT 07/10/2009



Classification and measurement
Overview of the FASB tentative approach

Measurement Criteria Presentation

\
Management intent/
Business model

Cash flow variability

e FV [to display amortised cost + FV
adjustment] (Impairment)

e Interest and dividends in net
income

* FV changes in OCI

* Recycling of credit impairments and
gains/losses on sales and settlement

Fair value Other instruments:

» Equity securities
* Derivatives

e Some hybrid contracts

* FV changes in net income

Exception

Amortised Own debt in certain

cost option circumstances
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Other features of the FASB tentative
approach

e No reclassification

e One statement of financial performance with
subtotals for net income and OCI

* Only require EPS for net income
e Hybrid contracts:

— FV through net income if embedded derivative would
require separation



Mixed views In the USA on Full Fair Value .

 CFA Institute supports

e ....but Investors have mixed views

 IIF and ABA against (especially for L&R)
e ....but some investment banks support it



It is not enough even that all exposures
be identified. An institution’s assets
must also be valued at their fair market
value — the price at which willing
buyers and sellers transact — not at the
(frequently irrelevant) historic value.

Some argue that fair value accounting
exacerbated the credit crisis. | see it
differently. If institutions had been
required to recognize their exposures
promptly and value them appropriately,
they would have been likely to curtail
the worst risks...

.I.. The importance of fair value
accounting to responsible systemic

risk management is hard to overstate.

..[.. We support the FASB’s efforts to
begin that process..

Lloyd Blankfein - CEO Goldman Sachs
FT — 13/10/2009




Impairment feedback — expected loss model

 Information gathered to address FEASIBILITY

- 79 responses to Request for Information

- over 50 outreach meetings with 30+ constituents
 Main message on feasibllity

— operationally challenging
— difficulty of estimating losses over life
— difficulty estimating timing
— lead time for system changes commonly estimated at 2-3
years
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Impairment — direction

Tentatively agreed to pursue:

* Principles based ED proposing expected loss
Impairment

« Establish an expert advisory group while developing
final standard

* Proposed mandatory effective date 3 years after
oublication of final standard with early adoption
permitted ( > 2013)

UK | www.iasb.org
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Other projects



Amendement d’'|AS32



Financial statement presentation

Summary

 Information should be presented in the financial
statements Iin a manner that:

— portrays a cohesive financial picture of an entity’s
activities.

— disaggregates information so that it is useful in predicting
an entity’s future cash flows.

— helps users assess an entity’s liquidity and financial
flexibility



FI with characteristics of equity

Summary

* Develop a better distinction between equity and
non-equity instruments

e Converge and improve IFRS and US GAAP In this
area



Revenue recognition

Summary

e A single revenue recognition model for all industries
and geographical regions.

e An entity would recognise revenue when it satisfies

a performance obligation in a contract by
transferring a good or service to a customer.
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Leases

Summary

* Develop a new common approach to lease
accounting that would ensure that all assets and
liabilities arising from lease contracts are
recognised Iin the statement of financial position.
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Post employment benefits .

Summary

Recognition and presentation
o All changes in plan assets and in DBO obligation recognised in
period in which they occur

Presentation approaches
* Three approaches discussed

Contribution-based promises
* Introduced new category of promises measured at fair value
assuming the terms of the benefit promise do not change

Disclosures



PEB - Summary of feedback received l

Necessary and sufficient improvement

BUT

Presentation best left till financial statement
presentation completed



Other projects

 Documents currently being developed
— Income taxes
— Insurance contracts Phase Il
— Liabilities (IAS 37 amendments)
— Joint ventures (ED9)
— Emissions trading schemes

— Rate-regulated activities
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Questions or comments?

Expressions of individual views
by members of the IASB and
their staff are encouraged.

The views expressed in this
presentation are those of the
presenter. Official positions of
the IASB on accounting matters
are determined only after
extensive due process

and deliberation.
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