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Review of the Constitution: Public Accountability and the Composition of the
IASB - Proposals for Change

Grant Thotnton International is pleased to comment on the IASC Foundation's Consultation
Docutment Review of the Constitution: Public Accouniability and the Composition of the LASB - Proposals
for Change (the proposals).

We support this review and congtatulate the Trustees for taking this step. The Intemational
Accounting Standards Board (IASB) and the TASC Foundation (the Foundation) have made
rematkable progress in secuting greater acceptance of IFRS since the current structure was
established in 2000. This success beats testament to the quality of the IASB's work and the
effectiveness of the Foundation's ovetsight. Naturally, however, success brings with it an evet
greater responsibility to strive for continuous improvement in quality, transpatency and
governance arrangements. We believe that establishing 2 mechanism for greater public
accountability, while maintaining independence at the standard-setting level, is an important
step in this context.

The proposals for enhancing the Foundation's public accountability are also likely to focus
increased attention on the T'ustees' broader responsibility to ensure that the wortk of the
TASB serves and balances the interests of all its stakeholders. In this context we suggest that
particular attention should be paid to the effectiveness of the Trustees' and TASB's
engagement with investor bodies, as nvestots are the primarjr users of financial statements in
the context of the capital markets. We recognize that the existing arrangements for standard-
setting and governance already include many ways in which the views of investors are sought
and consider that a fully effective TASB consultation process is the most important means of
ensuring that careful account is taken of their views. However, we believe that there may
room fot investor involvement in governance to be enhanced. This might be accomplished
by, for example, establishing an investor advisory group to provide input to the Trustees on
discharging their governance responsibilities. Establishing a greater role for public bodies in
the Monitoring Group might usefully be complemented and to some extent balanced by such
an atrangement. We recommend that the Trustees should give careful consideration to this as
part of the second phase of the Constitution Review.
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We also suggest that the Trustees should actively engage with investor groups during the
current consultation phase to explain the public accountability purpose of the Monitoring
Gtoup. We believe such engagement would provide a good opportunity fot the Trustees to
continue to broaden the acceptance of IFRS among key investors. It would be unfortunate if
investor groups wete to feel that a Monitoring Group comprising public bodies was being
imposed without them being consulted, which could in turn lead to resistance from elements
of this key stakeholder group.

Out responses to the questions raised by the Trustees are set out below.

Q1 Do you support the creation of a link to a Monitoring Group in order to create a
direct link of public accountability to official institutions?

Yes, we suppott this initiative. We believe that a Monitoting Group with an approptiate link
to the Foundation is capable of significantly enhancing the public accountability of the
Foundation and, in turn, the TASB.

Q2 The proposals contemplate a Monitoting Group comprising representatives of
seven public authorities and international organisations with a link to public
authorities. While recognising that the Monitoring Group is an autonomous body, the
Trustees would welcome comments regarding the Monitoring Group’s membership
and whether other organisations accountable to public authorities and with an
interest in the functioning of capital and other financial markets should be considered

for membership.

The proposals state that the seven organizations identified as the inaugural members are
intended to: (i) "reflect the balance of the world’s capital markets'; and (ii) represent
Ninternational institutions that have accountability requirements to public authorities and play
an active role in promoting the transparency of financial repotting and the development and

effective functioning of capital matkets' (paragraph 19).

We agree that the seven organizations identified are approptiate on the basis of the criteria in
patagraph 19. We believe that these criteria ate consistent with enhancing the Foundation's
political and demographic legitimacy. We also strongly concur that the membership of the
Group should reflect the balance of the world's capital markets.

Q3 The Trustees will remain the body primarily responsible for the governance of the
otganisation and the oversight of the JASB. Their responsibility to a Monitoring
Group will enable regulatory and other authorities responsible for the adoption of
TFRSs to review the Trustees’ fulfilment of their constitutional duties. Does the
formulation of the Monitoting Group’s mandate and the Trustees’ reporting
responsibilities, as described in the proposed Section 19, appropriately provide that
link, while maintaining the operational independence of the IASC Foundation and

the IASB?
We belicve the Trustees have accurately identified the key issue. We would express this as

balancing a need for a substantive enhancement to accountability with maintaining the
opetational independence of the IASC Foundation and the IASB.
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Although the proposals describe the role of the Monitoting Group as a 'monitoting and
teview function' (paragraph 16), the proposed mandate includes the approval of Trustee
appointments (paragtaph 18). We read this as a power of veto over Trustee appointments. If
that reading is cotrect the proposed role goes sote way beyond a monitoring and review
function. This led us to question whether the proposal is inconsistent with the Foundation's
operational independence. On balance, however, we agree with the proposed mandate. This
is on the grounds that:

e it seems difficult to argue that the link to the Monitoring Group will create substantive
public accountability if the Gtoup's role amounts only to review and comment; and

e we believe that the appointment of the Trustees can be separated from their opetational
independence once appointed.

Q4 Given the proposed creation of a Monitoting Group, would there be a continued
need for the Trustee Appoiniments Advisory Group in the selection of Trustees? If so,
what should be the role and composition of the Trustees Appointments Advisory

Group?

We consider that 2 Monitoting Group will latgely make redundant the govemnance and
accountability role of the Trustee Appointments Advisory Group. The TASC Foundation
might nonetheless consider that the existing Group setves a useful practical purpose in
identifying suitable Trustee candidates. We view this as an administrative matter on which the

Trustees themselves are best placed to decide.

Q5 Do you suppott the principle behind expanding the IASB’s membership to 16
members in order to ensure its diversity, its ability to consult, liaise and communicate
propetly actoss the world, and its legitimacy?

We believe that the current IASB membership of 14 should be sufficient to achieve the
proper level of technical expettise, diversity of background and experience and quality of
debate necessaty to ensute the quality of the TASB's output. We have a slight concern that
expanding the membership to 16 will make Boatd meetings unwicldy and theteby impair the
operational effectiveness of the [ASB. We note however that the Trustees have already
satisfied themselves on this possible concern (based on paragraph 29 of the proposals).

Subject to maintaining the IASB's operational effectiveness, we agree that expanding the
membetship to 16 should help to enhance the TASB's outteach and engagement with
interested parties throughout the wozld.

With reference to the proposed changes to the IASB's voting majosity (paragraph 36), we
agree that publication of a new IFRS ot other pronouncement should requite approval by ten
Boatd members if there are 16 members. However, we suggest that ten approvals should also
be tequited if thete are 15 members. We find the potential for a standaed to be issued with
40% of the Board dissenting unattractive.

Q6 Do you agree with the geographical formulation suggested by the Trustees?
We strongly belicve that the primary critetion for membership of the IASB should be an
individual's ability to contribute to the development of the highest quality accounting

standards. We are therefore pleased to note that ‘professional competence and practical
expericnce' are regarded as paramount by the Trustees (paragraph 23 of the proposals).
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Subject to that comment we agree with the Trustees on the importance of maintaining a
geographic balance. The proposals make the case for this in terms of liaison, diversity and
legitimacy (paragraph 25). We concur with those arguments. We would add that the 'counter-
factual' - an 'imbalanced' IASB membership - is unlikely to setve the objective of global
acceptance of IFRS. Although Board members are not appointed to reptesent any patticular
country ot constituency, we believe that acceptance of IFRS is nonetheless likely to be
enhanced if individuals with expetience in that jutisdiction ot region are involved at Board

level.

The more difficult question relates to exactly what the geographical formulation should be.
The proposals do not explain the basis for the formulation proposed at patagtaph 26. Setting
out the reasons for the selection should increase its acceptance by constituents. The Trustees
might also consider whether these critetia should be revised as changes take place in the
relative scale of the world's economies and capital markets. Nonetheless, we believe the
proposals represent a reasonable allocation on the basis of the cutrent relative size of the
capital matkets in those tegions. It also provides some flexibility to adapt as the major
developing economies become an ever more significant part of the TASB's and the
Foundaton's constituency.

Q7 The Trustees are suggesting that the Constitution should provide flexibility on the
mattet of part-time membership. Do you support that proposal?

We agree that there should be some flexibility on this matter. We believe that patt-time
members can serve a very useful function in bringing mote current real wotld knowledge to
the TASB's deliberations. We believe that the IASB has bencfited significantly from the
contribution of its patt-time membets. Longer term, howevet, it may be challenging for part-
time metnbers to patticipate fully and effectively if the membership is dominated by
individuals that are full-time standard-setters. Accordingly, we suggest that maintaining only a
very small minority of patt-time members may not be the best approach. Our preference
would be to appoint a more significant number of part-time membets, subject of course to all
membets having sufficient time and expertise to make an effective conttibution.
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If you have any questions on our response, ot wish us to amplify our comments, please
contact our Fxecutive Ditectot of International Financial Repotting, Andrew Watchman

(andrew.watchman@gtuk.com or telephone + 44 207 391 9510).

Youts sincetely,

Ko C - DD

Kenneth C Sharp
Global Leader - Assurance Services
Grant Thomton International
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