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PROCEEDINGS
INTRODUCTORY REMARKS

CHAIRMAN POZEN: 1 want to thank again the staff
for doing a great job in producing this draft. 1 know from
prior experience they"ll have plenty of chances to do some
more work between now and the time we put this out Ffinally.

Jim, do you want to give us an opening?

MR. KROEKER: Yes, good morning and welcome. |
wanted to start the meeting today by just taking a moment to
recognize the significant efforts that Brett Williams has
made to this committee. His kindness, his generosity, his
willingness to help, his enthusiasm were an encouragement to
us all, and he will be greatly missed.

One of the traditions we have at the SEC when
someone leaves is to sign the signing board. We have a
signing board outside the auditorium for anyone who would
like to provide comments and sign. We intend to frame that
and then send it to his family.

1°d like to start with a moment of silence
recognizing Brett.

[Moment of silence.]

CHAIRMAN POZEN: 1°d also like to point out that on
"iii1" on the draft transmittal letter, we do have officially
a statement about Brett and recognition of his contributions.

I hope a copy of that will go to his family so that will be
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recognized.

Again, | want to thank all the other staff members
who have done a great job. This has been really a major
undertaking.

MR. KROEKER: We sent to the full committee details
of family contacts and service information.

CHAIRMAN POZEN: In terms of introductory remarks,
the first agenda item, 1"m not going to make very long
remarks. Our attempt in this meeting is to reach pretty much
final agreement in principle on any issues that are
remaining. |1 believe that the draft is in pretty good shape,
and there will, of course, be refinements that various people
will want, and I"m hoping we can do a few of those.

We have passed out the executive overview just
because there have been a few changes that were requested by
FASB, and we have incorporated those, so people should see
those. We will discuss that.

We will then go through and discuss each of the
chapters in order and bring to the floor any issues that are
remaining.

We will have a break at lunch and then come back
and finish up whatever we have left.

I think that all the subcommittees are to be
congratulated. There has been a huge amount of hard work. 1

do think that the sort of wordsmithing we are involved with
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now is important because we surely do not want to be
vulnerable or criticized for something that really was an
inadvertent phrase here or there.

I think the gist of most of the recommendations are
very solid. We want to make sure that if there are concerns,
that they get met.

We will also be putting out in the Federal
Register, Jim, today or very soon, requests for comments, so
that if anyone in the public has comments on this July 11th
document, they will have, 1 think, until July 22nd.

Nili, is that correct?

MS. SHAH: Yes. We are going to get the Federal
Register Notice out for the July 31st meeting and inviting
the public to send comments to it.

CHAIRMAN POZEN: The Federal Register Notice --
thank you for clarification -- will be for the July 3lst
meeting, which will just be a phone meeting. We will ask for
public comments on this draft, July 11th draft, to be
submitted. Everyone should be on notice, 1 think, by July
22nd, so that we would have time to absorb any more comments.

I think in fairness to us as a committee, we have
been very transparent. We have shown at every point what our
proposals are and what our concepts are.

I do not believe that there is anything in this

July 11th draft that should be surprising to people. On the
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other hand, if people do have comments, we want to get them
and try to integrate them into the final report as soon as we
can.

That is our agenda for today. |1 guess | would ask
that Jim begin by consideration of the comment letters.

CONSIDERATION OF COMMENT LETTERS RECEIVED

MR. KROEKER: Your discussion of comments and
comment letters is an opportunity to continue to comment and
is a good segway to highlight what Nili Shah -- among the
tremendous things she"s done for the committee, she put
together an excellent summary of the comments that have been
received to date and has been posted to the website. It is
in a memo to the full committee dated July 7th.

It summarizes the approximately 100 comment letters
that the committee has received, approximately 80 different
respondents. Some have sent multiple letters. It is about
80 different individuals or organizations.

I know the subcommittees throughout their process
have either reached out directly or indirectly to members of
the public to help do research and inform the subcommittees so
the subcommittees can provide recommendations to the full
committee.

The subcommittees have also considered both the
summary that Nili has provided as well as summaries that

staff of the subcommittees have provided to the various
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subcommittee chairs as well.

That memorandum again is on the website, and it
also has an index of all comment letters received.

1"d open it up to whether there are any questions
on comments. Obviously, Bob, as you talk about the
recommendations today, we will get into some of the areas
where commentors have provided thoughts and that the
committee has either incorporated those thoughts or how they
have dealt with them.

CHAIRMAN POZEN: Yes. 17ve asked the staff to look
at all comment letters and by subcommittee to see whether we
have been responsive to the comment, or if not, we have made
an express decision that we are not going to take this into
account.

I think there has been a real effort systematically
to be responsive to all the comments. |If there is anyone who
wants to raise an issue about the comment letters, now is the
time to do it.

MR. LIDDELL: Bob, I would just say that 1 thought
Nili did a wonderful job in terms of summarizing those
comments and putting them in a useable format. |1 think the
process worked very well.

CHAIRMAN POZEN: Thank you. Thanks again to Nili
who 1 know has spent a lot of late nights here. We apologize

for her having to do that.
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Before getting into each of the subcommittees, 1°d
like to just quickly explain the executive overview, where we
are on that, and just reflect that this executive overview
has already been through a number of different drafts, and
you were sent out those.

One of the difficulties we have, and this does
relate to the comment letters, a lot of comment letters
wanted us to get very involved in the IFRS issue, which we
basically declined to do.

IT you look at the change that is on page three of
the executive overview, and this document will be -- 1 think
you all have it -- this is a change that was requested by
FASB and it is really to relate what we are doing through the
process of going from U.S. GAAP to IFRS, really saying that
we are not sure how that process is going to go, but some of
the significance of our proposals will be dependent on how
fast we move to IFRS.

That is on page three. O0n page five, there was
some more discussion about exactly the financial reporting
forum and what should be said there about who is coordinating
with whom. I guess I think we still probably need to do a
little wordsmithing on the last sentence on page five, the
last sentence of 111.B, to make sure that we don"t have an
advisory committee.

I will look to Jeff to give us some sense of that
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issue.

MR. MINTON: Yes. The draft, 1 think the principle
is clear and understandable on the financial reporting forum.
I know the draft currently does have a footnote that
identifies that we would have to consider any Federal
Advisory Committee Act issues.

The Federal Advisory Committee Act, for lack of a
legal term, is very broad.

CHAIRMAN POZEN: We have all come to realize that.

MR. MINTON: 1 think there are a couple of
different ways, obviously, iIf a Federal Advisory Committee
was intended, that probably would require an effort to
get legislation.

CHAIRMAN POZEN: We would like to avoid that.

MR. MINTON: The real stumbling block for an
advisory committee is if there is a group that is providing
recommendations or policy coordination with a Federal
Government agency.

I think the idea is to discuss and raise issues. |
think there are structuring things we can do.

CHAIRMAN POZEN: Right now, we say "To evaluate the
current pressures, to discuss priorities and coordinate
appropriate actions.”™ 1"m taking that to mean that
""coordinate" is probably too strong a word there.

MR. MINTON: 1 think if the "discuss priorities and

12
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coordinate appropriate actions" is directed to the SEC, then
we would have to think about how that would be structured.
CHAIRMAN POZEN: |If we said "To review priorities

and discuss appropriate actions,'" would that be more in the
ball park there?

MR. MINTON: Perhaps "Evaluate the current
pressures and discuss potential solutions'™ or something. We
need to get away from the idea that there is a discussion of
prioritizing or coordinating the agency"s policies.

CHAIRMAN POZEN: Maybe we will just go with that
language for this purpose, since we have something to shoot
at, "To evaluate the current pressures on the financial
systems, and to discuss" -- what was the language you just
said? "To discuss potential solutions."

MR. SIDWELL: Why wouldn®"t we use the wording that
is in the detailed recommendation, which I thought you were
comfortable with, Jeff.

MR. MINTON: Right. |1 think there would be a
couple of minor word suggestions there. You are right. That
has a much more detailed description, I think, of the
principle.

MS. GRIGGS: 1 actually thought the chapter was
problematic. 1 recommend you look at the chapter language
again. | thought maybe it would be problematic.

I have a question for you, too, Jeff. Would it be

13
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better if you described the SEC"s role on that organization
as an observer?

MR. MINTON: That would be helpful.

CHAIRMAN POZEN: 1 think that does go to the
substance, and we will get to that in Subcommittee 2. |1
think for purposes here, another thing we were trying to do,
we do want to conform it, but we were also trying to have the
overview be a more readable sort of document.

Why don"t we just at the moment say ''To evaluate
the current pressures on the financial reporting system and
to discuss potential solutions' and just leave it at that.
When we get to Subcommittee 2, we will come back.

There was one more point or two more points on the
executive overview, on page six. We wanted to say that we
support the objectives of FASB"s project on financial
presentation. Since that has evolved somewhat and we haven™t
really studied it, we wanted to say we supported the general
principle rather than the particulars.

There was a footnote dropped because as Denny
pointed out, people might not know what "proportionate
recognition” 1is.

I think the only other thing is we changed "nine to
ten percent” to "approximately nine percent' on page seven,
and on page nine, and again that is the language about

principles.
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I know as we go through this, we may come back to
the executive summary. We tried to conform the executive
summary to the chapters with an effort to make it as readable
as possible. This is only eight pages long. We are hoping
that people will find it readable.

I was going to move onto Subcommittee 1. Are there
any more comments about the executive overview?

MS. GRIGGS: Bob, 1 had a question. In Chairman
Cox"s June 23rd speech, he described our mission as to
examine the financial reporting system with a view of
increasing its usefulness to investors and directors. We
have not made any reference to directors anywhere in our
report. 1 wondered if we should.

CHAIRMAN POZEN: We have talked about preparers and
audit committees as a part of that. 1"m not sure "directors"
was in our charter, original charter. Perhaps Chairman Cox
took a little artistic liberty with that.

John?

MR. WHITE: It was a speech at the Stamford
Directors Institute.

[Laughter.]

CHAIRMAN POZEN: Need we say anything more.

MR. WHITE: Sponsored by a member of the committee,
Joseph Grundfest.

CHAIRMAN POZEN: 1 do think we have tried very much



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

16

to be sensitive to audit committees, but I don"t think our
mandate goes to directors.

Any other questions on the executive overview?

[No response.]

CHAIRMAN POZEN: Let"s move to Subcommittee 1. |1
think Susan will give a brief summary of where we are. We do
have some questions on language that has been raised by Tom
Linsmeier. We want to deal with those.

Thank you. Susan?

SUBCOMMITTEE 1 - SUBSTANTIVE COMPLEXITY

MS. BIES: Thanks, Bob. 1 think all of you have
been through this chapter with us at prior meetings and
discussions. | think as all of us went through the final,
again, we were trying to look at this final or close to final
draft, and really focus on did we really deal with
complexity.

Again, from our subcommittee®s perspective, we were
thinking about complexity both in terms of preparers as well
as users and auditors.

The issue of complexity is very difficult because
what could be simple for a user could create tremendous
complexity for preparers and vice versa. We tried to keep
that in balance.

I think probably the easiest thing, Bob, did we

want to sort of take the major themes and take questions
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along the way?

CHAIRMAN POZEN: 1 think it might be useful just to
go through each of the major recommendations and then ask
whether there are any questions or if we have suggestions.

MS. BIES: Okay. The Ffirst major concept we
wrestled with is the mixed attribute model which starts on
page 28. We came up with some recommendations on the mixed
attribute model.

I think part of what we were thinking about here is
we don*t fundamentally have a real problem with a mixed
attribute model per se because one of the things that is
underlying what we have here is that we think accounting
should really reflect the business activities of an
organization as opposed to the underlying assets or
liabilities. A given asset could be used in different ways
depending on what the enterprise is trying to do.

I think that is something that is sort of
consistent throughout our views on several of these issues.

We have gotten one comment that 1 think we do want
to try to clarify. There is estimation issues both in
historic costs as well as fair value. We clearly do not want
to dismiss that as an issue.

I think one of the other issues that you will see
is a flavor through here, that as we get into fair value, we

talk about i1t more, the notion that the difference between
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risk and uncertainty came into our mind, that it is one thing
in a fair value model to use statistics to try to come up
with a fair value based on some risk model, but especially
with what has been going on in the recent environment, it"s
the uncertainty.

It"s the fact that models don"t contain the ability
to derive outcomes that really reflect what is going on.

They were beyond historic experience or they dealt with
systemic issues that are beyond individual firms.

I think we focused more on fair value just because
being newer in concept and the world we are living in today,
we think there are a lot more challenges around the fair
value application than some of the historic costs that have
been around for quite a bit of time.

CHAIRMAN POZEN: Susan, I think this recommendation
is actually quite an important step forward because it"s not
possible for our group to resolve the whole debate on fair
value versus historical costs.

I think what has been proposed here, which is
consistent with where FASB is going, is a real delineation of
what are the quality earnings and which bucket of various
earnings go into it, and 1 think that is a big step forward
to help both investors understand how much of earnings are
coming out of fair value fluctuations and how much are coming

out of other sorts of core earnings.
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I do think in my personal dealings with a lot of
management who have struggled with the volatility of
earnings, that this will give them, if we move toward this
sort of thing, a way to talk about volatility earnings that
will be more useful. 1 think it is an Important step
forward.

The point that you mentioned that is not here that
we can definitely drop a footnote or make it clearer, the
point that there are estimation issues in historical costs as
well as fair value.

MS. BIES: Yes, we need to add that.

CHAIRMAN POZEN: Unless there would be an objection
to that, I think we will add that. Denny?

MR. BERESFORD: Are we dealing with the totality of
recommendation 1.1 now?

CHAIRMAN POZEN: Yes. We"re dealing with the
totality.

MR. BERESFORD: 1 have two concerns. One, 1 think
is the other side of what you just mentioned, Bob, the next
to last bullet point, "Aggregate business activities into
operating, investing and financing sections,” I simply don"t
know enough about where the FASB is heading on that.

We have a footnote. It was referred to in the
summary a few minutes ago about supporting the objective of

this project. It sounds okay, but it"s obviously going to

19
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add complexity. 1 just feel uncomfortable in voting in favor
of that.

I have a similar reservation about the last bullet
point, about adding the new primary financial statement to
reconcile the statements of income and cash flows that
basically back out the accrual adjustments, | guess, is what
it amounts to.

Let me back up for a second. The next to last
footnote, next to last bullet point, isn"t clear as to what
we are trying to achieve there. 1 corresponded by e-mail
with Bob, and he indicated it was just the income statement
that we were talking about, but Bob then clarified that we are
talking about all the financial statements.

At the minimum, we need to clarify that.

MS. BIES: We meant to say all.

MR. BERESFORD: I just express reservation. This
is not a “fall on the sword” type thing with respect to the
whole report, but I would disagree with that as a specific
recommendation.

I also disagree, 1 think, with the last bullet
point simply because 1 think it"s going to add a lot more
details. The simple example we have is way too simple in
terms of even the average company, what they would present,
and to be honest, in thinking about it a little bit, not a

lot, I don"t see there would be a whole lot more information
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than is provided by the indirect method of reporting
operating cash flows right now.

Again, it"s not that I1"m strongly opposed to both
of these ideas, but 1 just don"t think we have developed them
enough. 1 recognize we defer to the subcommittees on a lot
of these different issues, but as a committee member, we have
to vote on each of the individual recommendations.

At this point, | would have reservations about the
last two bullet points.

MR. McCLAMMY: 1 saw your e-mail and it actually
got me thinking as well, that I think we do this more as a
conceptual direction and certainly didn"t have the time to
get into the practicalities. |1 guess I even as a
subcommittee member would take note that we should have some
language in here that expresses that.

CHAIRMAN POZEN: Maybe the question is in those two
bullets, rather than saying, if | understand 'Aggregate
business activities" into these three specific buckets, maybe
say something like '"'Aggregate business activities into

appropriate segments' or "appropriate sections,” so that we
are talking more on an conceptual level than locking
ourselves into these three particular ones.

1 think that might be responsive to what you are

saying.

MR. McCLAMMY: To part of it, but Denny had a
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thought on the practicality of doing this as well.

CHAIRMAN POZEN: The question on the last bullet,
whether we might again make it more general and say
""Reconcile the statements of income and cash flow by major
classes of measurement attribution to the maximum extent
feasible" rather than propose a separate financial statement.

Those would be two changes in the wording that
would really get us to a more conceptual level rather than
this very specific recommendation.

MR. McCLAMMY: This is a different one than the
lead in to that last measurable point, you could say the SEC
should recommend that the FASB consider the merits of, and
leave it more to the FASB to determine and address it all,
and then 1 know it"s been kicked around before, and I"m not
sure that we need to make the call, should it be a primary
financial statement or a footnote, so we can leave that up to
the FASB.

Then we could have a footnote right before the
table, the very last paragraph on page 33, that says before
adopting this reconciliation, the FASB should conduct in
depth field studies to fully understand the benefits provided
to users and the practicality and added burden to preparers
and auditors, just to get the point across that we have not
addressed that.

MR. BERESFORD: To be clear, 1 think these are good

22
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things to explore. 1 know the FASB has been exploring the
first of those for quite some time. The second, | assume, is
on at least the list of considerations and so forth.

I think we have just sort of advanced them to a
little bit more definitive characterization than 1 feel
comfortable with at this point.

CHAIRMAN POZEN: 1 think those are all good
suggestions. Susan, we are suggesting in the recommendation
that FASB consider these things, and then we are suggesting
in the second and third bullets a more general statement
rather than the specific cubby holes of operating, investing
and financing, and sort of shying away from whether we
actually need a new primary financial statement.

I do not know how you feel about that.

MS. BIES: I think, again, remember, this is all
written in the context that we are moving toward more fair
value, at least for some activity. One of the problems for
users, and 1"m going to wear my bank regulator hat, that"s
why 1"m sitting here on this committee, and | look at what
has happened in recent events, when you had the mortgage
market going crazy. When you had credit for very, very
subprime corporate debt trading at very thin credit spreads.

That led to gains recognition that flowed through
the income statement that was never recognized. Everybody

felt financial firms were over capitalized. They really
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weren®"t. It was unrealized fair value.

I think this reconciliation, whether it"s a
footnote or primary statement, 1 don"t have a strong feeling
about, but I think It is very important that users know what
is just a fleeting moment in time, end of the quarter mark
based on best information around an estimate that also has
this uncertainty out there that is not in any of these
models.

That requires us to really understand what"s going
through operations, especially since when you look at the way
businesses operate today, they operate in services more on a
cash flow what"s coming in our operating margins as opposed
to what is sitting on the balance sheet, because so much
flows through the balance sheet.

When operating income is really the driver and the
accounting standard in a fair value sense is balance sheet
driven, it also creates this dichotomy.

I feel strongly that we need some kind of
reconcilement so someone could judge the quality of what"s
going through the income statement. It doesn"t reconcile
easily now with cash flow or the balance sheet, and it makes
it very, very difficult.

The more we go toward these -- I*11 try to be
diplomatic here -- greater use of fair value for some

activities that some of us see just as noise because the
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asset or liability will be held to maturity or until it"s
paid off, that noise creates, | think, quality of earnings
reviews that may not be reliable for the investor to use to
make decisions.

1 feel strongly we need a reconcilement of some
form if we are going in this direction. That is why it is
there.

CHAIRMAN POZEN: Bob?

MR. HERZ: I am fine with the suggestions you have
made. Just a couple of points. This is a user-driven
project. 1 think the users would tell you that all those
elements are very important, including the fair value
elements or other elements that are based on historic cost
estimates, which are probably even less reliable and less
useful. That is just what we hear from people.

I agree with you that the reconciling schedule is
critical to understanding the components of what the results
for the year were, the period were, whether they be cash,
whether they be working capital accruals, whether they be
historic cost type estimates or impairments, or whether they
be fair value adjustments.

I think the point I"m trying to make and again
saying that 1"m fine with the edits, I think the report and
particularly subchapter two makes the point about the

preeminence of the investor point of view.
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I can tell you this is a project that has been
largely driven from the investor point of view. There will
be practicality issues. There will be a need for system
changes, and we are going to go out and field test all that.
We are going to go re-cast financials in a number of
companies.

I think it is important to not lose sight that this
is clearly an investor driven type of project.

CHAIRMAN POZEN: Scott, and then Greg.

MR. EVANS: 1 completely agree with what Bob just
said. 1 think there is a growing consensus in the user
community that they want to look at the noise. |1 think the
suggestions that you have here in the reconciling statements
improved transparency on what®"s noise and what is historical
based accounting, what is cash flow and what is not cash
flow.

I would support it, whether we are overly
proscriptive here or let Bob and his group do it.

I think this whole recommendation in terms of the
substance has moved in a very good direction that is very
workable. 1 think it meets everyone"s needs.

However, the tone of it, 1 think, needs a little
shaping because of the fact that Bob just brought out. Users
should see this as forward progress. However, the tone that

is used here is a little defensive. We need to make the
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point that it"s not just that fair value is inevitable and we

are going to have to cope with it, because it"s being forced
on us, it furthers transparency. It"s a good thing. It"s a
desired outcome on behalf of users.

We need to get that context into it in a more
proactive sense so that users will see it for what it is, a
step forward towards transparency.

CHAIRMAN POZEN: Greg?

MR. JONAS: 1 serve on the group that advises the
IASB and the FASB on the project that includes this area.
Just to echo what Bob is saying and Scott as well, this is a
user-driven idea. On FASAC, on which I also serve, this
project has now over the last couple of years been ranked
higher and higher in importance.

I think there is just a growing consensus that the
information that is embodied here is some of the most
analytically powerful improvement we can make in no small

part because standard setters have never really focused on

the display and the orientation of information on the face of

the financials in a very long time.

I think this is low hanging fruit. | think It is
incredibly powerful. I know no one is suggesting we drop
this recommendation, but 1 really think pointing to the user
driven nature of this and the power of it is important.

CHAIRMAN POZEN: Jeff?

27
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MR. DIERMEIER: |1 want to support the last several
comments. | would go so far, Denny, to say | think the
reconciliation aspect of this should be included in the
recommendation because it is a powerful element that I think
takes us forward. 1 also want to support Scott"s statements
about the tone.

Susan, you said in your opening comments that
actually complexity can go both ways, and Bob mentioned there
was no doubt about it, some historical cost estimates create
great complexity for all users as they try to figure out what
reality is like.

Like on page 28 and page 31, there are some spots
there that it just kind of makes it assume it"s a one way
street, and 1 think that would be helpful as well.

CHAIRMAN POZEN: 1 think that we are unlikely to
resolve the debate here on fair value, and to just summarize
where the consensus is. | do think this iIs a big step
forward to clarifying for both investors and management where
this is.

Jeff?

MR. DIERMEIER: 1°m sorry. It sounded like you
were kind of wrapping up.

CHAIRMAN POZEN: 1 was trying to wrap up.

MR. DIERMEIER: Susan, | have a question for you

and it really just has to do with the intent. On page 29, in
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the bolded type, it mentions the SEC should recommend that
the FASB be judicious, and then later on it says " Until the
FASB completes the measurement framework.™

Right now, the FASB is working on a pension
accounting project. They are working on leases. Both those
projects have elements of fair value.

Are we basically saying or was it the intent that
we are saying they should stop working on those projects
until we have a measurement framework worked out?

CHAIRMAN POZEN: Susan, do you want to answer that?

MS. BIES: Again, | think our subcommittee did not
intend to really want to prioritize all the work that the
FASB has, but we wanted to say look, as you move forward, be
cognizant as you try to add in individual projects more fair
value concepts, if you don"t have the framework laid out,
because this is so costly to implement and it can be
difficult for users to adapt to, that we just want to make
sure that you can move on all of these but you need to make
sure in moving forward, not only consistently in the new
standards but to identify where you are creating
inconsistencies with the framework of existing standards.

That"s really all we are trying to say. We weren"t
trying to prioritize.

CHAIRMAN POZEN: Am 1 correct that the subcommittee

was trying to say iIf there is an element of fair value iIn
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something like leasing, that was an issue.

MS. BIES: But they should at least be reflecting
in that say new leasing standard what the framework is, their
state of thought now on what is likely to come out in the
fair value framework. That is all we are trying to say.

MR. DIERMEIER: When we asked the panel in Chicago,
when Bob Bruce talked, it was pretty clear that nobody there
really wanted the FASB to stop doing and being as judicious
as they have been all along, so the language here, as you
might imagine, a lot of people have commented to me that it
seems to give an indication or a license for the FASB to stop
and say look, this committee is recommending we be judicious
and until, so we are going to wait until we complete a
framework, and 1 don"t think that"s what our intent was at
all.

MR. McCLAMMY: 1 think at the -- 1 can"t remember
who suggested it, it may have been the FASB"s suggestion, we
came up with that language because the first language did
sound much more like a moratorium. We think that was the
word originally.

We did decide to change to what the suggested
language was, to say there needs to be a balance between
let"s not go so rapidly that we get ahead of the system.

MR. DIERMEIER: Even if you change the word

"judicious™ to "consideration,” it would be possibly better.
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It clearly says until a framework is completed. It"s strong.

MS. BIES: I think It just gets back to sort of
going back to times on all the issues on revenue recognition
that we have struggled with over the years. |If we had a
revenue recognition standard, it would have eliminated a lot
of minor projects along the way.

I think we are just trying to say as the FASB
prioritizes work, to balance these issues out. We did not
want to make the call on prioritizations.

MR. DIERMEIER: *Balance"™ is a good word.

CHAIRMAN POZEN: 1"m getting down to language here,

Susan, as to whether -- one place says "judicious" and
"cautious." 1 thought "cautious'™ sounded stronger than even
"judicious.”

I just observed this is kind of one of those areas
of clear tension between at least some investors and
preparers and auditors.

Let me make the following specific suggestions,
which 1 hope summarizes a number of points here. If we look
on page 29, we would drop a footnote from "judicious' that
would make clear that we weren®t trying to stop the pension
and leasing projects and other things like that.

Second of all, we should use the word "judicious,"
and if there is another place where we use "cautious," we

should substitute "judicious.™

31



10

11

12

13

14

15

16

17

18

19

20

21

22

23

24

25

32

More importantly perhaps in the financial statement
presentation following Denny"s lead, we would say the FASB
should consider, and in the bullet "Aggregate business
activities," we would say something like "into appropriate

sections™ or 'segments,' and then in the last one, we would
say something like '"'Consider appropriate methods or means to
reconcile to the extent feasible"™ rather than this particular
method.

On page 30, where we would be having a footnote
that would talk about the fact that historic costs also have
estimates and have some reliability and complexity issues.

On page 31, we would be adding something that
talked about fair value was a user-driven project, so we
would want to get that point in.

On page 33, in footnote 56, something along the
lines that Ed suggested, that we would say before adopting
this, we would have field testing.

That is my summary of what 1 would call
refinements.

David?

MR. SIDWELL: I think it would be useful to provide
some balance on the historic cost issues, if we specifically
address the issues around impairment. 1 think some of the
current debate around financial instruments obviously has if

they weren®t at fair value, there would be a discussion about
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how to measure impairment.

I would say to get some symmetry, if you are going
to introduce that element of issues with estimation and
historical cost, | think the very specific one is around how
you measure impairment.

CHAIRMAN POZEN: You are saying if we are going to
say -- | think the footnote here, David, was going to be more
sort of general, just saying that historical costs has a
measurement approach, involves necessarily estimates and
complexities.

I guess 1 was sort of hoping we would not get into
impairment in this, but 1"m not sure exactly where you are
going on that.

MR. SIDWELL: I thought what you were suggesting,
which 1 agree with, is to create a bit more balance iIn this,
so it isn"t just fair value that has a lot of issues, it is
the historic cost model has issues, and 1 think specifically
there is not a section around impairment, and that is one of
the huge judgment issues.

IT you want to use loans as a continuation of the
example --

CHAIRMAN POZEN: I see. That is sort of an example
of that. Let"s add that on page 30 where we have this
footnote on historic costs, that you ought to use impairment

as an example.
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Jim, do you happen -- Adam, did we use the word
"cautious" instead of "judicious?" Do you know what page
that is

MR. BROWN: I believe it"s in the executive
overview as opposed to the chapter.

CHAIRMAN POZEN: Oh! What page would that be?

MR. BROWN: Top of page six.

CHAIRMAN POZEN: We need to change that. We have
those two changes from the executive overview, the one on the
advisory committee and the other is "cautious™ to
"judicious."

We have the four changes on page 29. Page 30, now
I think we understand the historic costs® footnote with an
example of impairment. Page 31, at the point of user driven
for the fair value, and page 33, footnote 56, the point that
Ed was suggesting in terms of field testing.

With that, 1 was hoping we might move onto 1.2.

Susan?

MR. EVANS: Bob, just a procedural point, are we
going to have a tentative vote on these issues today or is
that going to be reserved until the final meeting on July
31st or whatever it is?

MR. KROEKER: Bob, 1 think we should vote on the
recommendations today. You can do it at the end of each

chapter. You can do it after each recommendation, or frankly
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you could do it at the end of discussing all the
recommendations. | think the objective is to vote actually
on the recommendations today. July 31st would be a vote to
approve a final report.

CHAIRMAN POZEN: I don"t think we should do it --
let"s do it chapter by chapter. We will get to the end of
the chapter and then take a vote.

MS. BIES: In the disclosure framework, again, 1
think our major emphasis here is that as we move more toward
fair value, it"s more and more important that disclosure be
seen as an integral part of the financial statements because
they describe the range of outcomes somebody could get in a
fair value, and rather than just relying on the point
estimates that appear in the recognition.

This is going to require, | think, not only for
users and preparers to learn more about how estimation is
done and to be able to understand these and prepare them in a
clear way, but we also felt here, this is where the SEC and
FASB together need to work.

We already have so many footnote disclosures. We
will probably end up having a whole lot more. There is
inconsistency with the FASB in different standards where
there is overlap of disclosures, and then the SEC has got its
own range of disclosures, some of which are inconsistent with

the FASB"s.
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I guess our wish here is for simplification,
avoiding complexity, that there be a concerted effort to try
and reduce the number of disclosures and make them more
coherent, and especially within the SEC and the FASB.

I think a lot of us feel that the SEC is low
hanging fruit here in the sense it hasn"t had as much
attention, but we know the process may be more complicated.

There are differences in legal risk to the
preparers, depending if it"s an SEC versus a FASB, and that
is something that needs to be thought through.

We are very concerned about just the burden on both
users and preparers around disclosure, which we think iIs just
so much more important going forward. That is the main thing
we are trying to get across in here.

CHAIRMAN POZEN: Can 1 just ask a point of
clarification? 1 would assume and I think we referenced
this, this 21st disclosure project would be broad enough that
some of this would be pursued as part of that. Am I right
about that?

MR. HEWITT: Yes, 1711 explain that to the
committee at lunch. 1 think the 21st Century is focused on
two main areas, moving from a transactional framework within
the SEC to a company-wide framework for everything, not just
disclosure, but any other matters affecting that company, and

then also moving from a paper base to more of an electronic
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base for users and filers to work with. 1 think it would
help.

CHAIRMAN POZEN: We probably ought to somewhere,
maybe in a footnote on page 36, reference that this is
complimentary to what we understand of the 21st Century.

That is a long time, so hopefully it won"t take quite the
whole century to finish that project.

MR. HEWITT: I must say the project is envisioned
to take three to five years.

MR. KROEKER: Bob, we have it in footnote 70, page
40.

CHAIRMAN POZEN: Footnote 70, page 40. Thank you.

MS. GRIGGS: Bob, I had a comment on the first
bullet of that recommendation. 1 think that is an extremely
important recommendation, particularly as we move to the XBRL
format. 1 guess | would like to sort of add a reference to
the fact that the format of disclosure becomes even more
critical in an XBRL world because XBRL suggests a degree of
precision to numbers that will be lost if we can"t improve
the disclosure.

MS. BIES: Good point. 1 think we agree that needs
to change. Good point.

CHAIRMAN POZEN: We will find an appropriate place
to add that thought, the format of disclosure in relationship

to XBRL. Good point.
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Any other comments or suggestions?

[No response.]

CHAIRMAN POZEN: Then I think we can move onto --
that is 1.2 and 1.3.

MS. GRIGGS: Bob, 1 thought that was just the first
bullet.

CHAIRMAN POZEN: Excuse me. Now we move to 1.3.

MS. GRIGGS: I have a comment on the second bullet.
I would like this second bullet to be revised to delete the
reference to litigation and regulatory developments. It
sounds like perhaps we are weighing in on the FASB"s proposal
to expand the disclosure requirements in FAS-5.

I can tell you that the Bar is extremely concerned
about that proposal because we are concerned that the
additional quantitative disclosures that would be required
would adversely affect the attorney/client privilege, and
would change the dynamics of the litigation system in our
country.

I don"t think we want to get into that, but rather
just delete those words.

CHAIRMAN POZEN: Just to be clear, you are
suggesting at the top of page 36 that we just end that at
"'recorded?"’

MS. GRIGGS: Right.

CHAIRMAN POZEN: I don"t know. Susan?
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MS. BIES: We are fine.

CHAIRMAN POZEN: We are trying to look at 1.2 and
1.3 in totality. |If there are other questions on those
disclosure related recommendations, now is the time.

MR. HERZ: It kind of gets to Susan"s opening
remarks. The way we see it is this requires not just us to
do something but it requires us working with the SEC. We
have in this country, in my view, a kind of vulcanized
approach to disclosure, and that may be what the SEC"s
project in part is getting at.

Us just providing a disclosure framework for the
financial statements | don"t think is going to achieve your
overall objective for corporate disclosure, and considering
the overlap with the SEC stuff and the contradictions and
where the boundaries are, you know, what goes in and out of
financial"s, what goes in other places.

It has been, to use the word again, a little bit
vulcanized over the years perhaps because of the different
legal requirements. Those have been constraints on the
process of disclosure.

I think that needs to be looked at more
holistically.

CHAIRMAN POZEN: 1 think we tried to capture some

of that in establishing a process of coordination of FASB and

SEC.
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MR. HERZ: Yes. 1 think if you take 1.2 and then
1.3 sequentially, it kind of says FASB, you develop a
disclosure framework and then also by the way, SEC, could you
update and clean up your stuff. | think It is a broader
effort than that to get to where 1 understood Susan was
saying.

MS. BIES: It wasn"t our intent. 1 agree with
Bob®"s comments. We thought we could maybe start 1.2 a little
differently and say something like ""The SEC should work with
the FASB to develop a disclosure framework to integrate
existing SEC and FASB disclosure requirements.” We have both
of them working independently but also coordinating.

CHAIRMAN POZEN: Okay. Anything else on 1.2 or
1.3?

[No response.]

CHAIRMAN POZEN: 1 have the following three changes
there. We will add something about the format disclosure in
relation to XBRL. We will make the changes in 1.2 that Susan
Just suggested. On page 36, we will delete the "such as"
clause of 1.3.

MR. GOLDEN: And 21st Century project.

CHAIRMAN POZEN: And the 21st Century project, as
Russ just pointed out, is already in footnote 70, page 40.
Some of us have not quite memorized all the footnotes here

yet. Russ is on top of us on that one.
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Moving now to 1.4 and 1.5 on page 41. Susan?

MS. BIES: The rest of this now gets into more
specific kind of issues as opposed to the broad brush which
the Tirst ones were.

The first one is bright lines. We were concerned
that the presence of bright lines leads on the one hand to a
lot of sort of on and off switches and doesn®t show the
proportionate kind of exposure you can have when situations
change dramatically like we have just had.

I know sometimes people think bright lines are
useful in simplifying preparation, but as we looked at this
issue more broadly, we came out that we felt bright lines
should be even more of an exception than they are. The goal
should be not to have bright lines, to write a standard that
would be clear enough to implement without the use of bright
lines.

That is basically what recommendations 1.4 and 1.5
are designed to say. We clearly understand in
recommendation 1.5 that education is very important here,
especially as we get into more sophisticated instruments,
both on the part of preparers and auditors and users.

As part of emphasis here, we added the need for
education as we move forward in some of these complex areas
where bright lines have historically been used.

CHAIRMAN POZEN: 1 think also we did get quite a
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few comments on this and we massaged some of the language.

MS. BIES: Right.

CHAIRMAN POZEN: Are there comments or suggestions
on 1.4 and 1.57?

[No response.]

CHAIRMAN POZEN: Let"s move onto page 47, industry
specific guidance.

MS. BIES: The goal here is to say over the years,
because we have had multiple standard setters, we have had
industry protocols sort of developed which are not consistent
for the same activity. Going forward, what we would like to
do is to say if it iIs the same activity, then there should be
the same accounting for it, no matter what the industry 1is.

This again is part of what the subcommittee felt
strongly about, if you focus on the activities as opposed to
the title of a company or its major business lines, we could
eliminate a lot of iInconsistent accounting around industries.

What we would like to do here is basically say that
should be looked at as part of a clean up of a lot of the old
standards.

The one thing we like is that the 1ASB does not
have a lot of historic standards. They have a lot less
industry specific accounting, and we would hope that we move
more toward the IASB in that way and not keep the framework

that we have inherited over the years.
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MR. SIDWELL: Just one question. We had used the
words "business activity" in 1.1. We are intending its usage
in this recommendation to be exactly the same as you had
intended in 1.17

MS. BIES: I think we were trying to finesse that a
little, David, just from the point of view that we don"t know
where the FASB project is going to come up, so the activities
of operating and investing, we think, need to be clarified.
We didn"t try to do that.

I think to give you an example of what we are
talking about here, it isn"t clear why oil and gas
exploration should have separate accounting from other
extractive industries. Why couldn"t it be one accounting
framework for all extractive natural resources industries.

We didn"t try to finesse that, but that is the idea
we are trying to get at, look at the activity, not titles of
assets or titles of companies.

CHAIRMAN POZEN: Any other questions on that? |1
think we can move pretty quickly along here with 1.7. Why
don"t we just do 1.7 and then we can also -- | don"t know
whether you want to do 1.7 and 1.8 and 1.9 together, Susan.
How do you want to do that?

MS. BIES: We can do that. 1 think these are more
narrowly defined kind of topics. We can take them iIn any

order. 1 don"t know if they need any real comments from us.
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CHAIRMAN POZEN: Are there any comments or
suggestions on these? Denny?

MR. BERESFORD: I have one very minor editorial,
but it might be viewed by some people as more substantive.

On page 52, footnote 95, it talks about
complexities of hedge accounting. At the very end it says
"We are also aware of the FASB"s derivatives project in this
area and are generally supportive of its progress.”

I don"t see the need for us to include those last
several words, similar to the comment that was made before
about the litigation issue on the exposure draft. It seems
to me we haven"t as a committee looked at that in any detail.
I know there are some controversial issues involved in it,
and 1 would just propose that we end with "area."

CHAIRMAN POZEN: Any objection to that?

MS. BIES: No.

CHAIRMAN POZEN: What page is that?

MS. BIES: 52.

CHAIRMAN POZEN: Footnote 95.

MS. GRIGGS: Sue, 1 just had a question. Would
this proposal be understood as meaning that we would be
opposed to the choice in FAS-159? |1 guess I wouldn™t want to
come out saying I"m opposed to FAS-159 as long as 133 works
the way it does.

FAS-159 gives companies the options of using fair
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value in certain circumstances. Many companies have used
that, back in the days when a lot of banks had problems with
their hedge accounting and whether they appropriately
complied with hedge accounting requirements.

What many of them have done is chosen to use 159 so
their swaps and their instruments are both at fair value.

I wouldn®"t want to eliminate that option.

MS. BIES: No. I think what we would say is if we
had fixed the hedging criteria and modernized it in 133, we
wouldn®t need 159. That would be the redundancy that we
would like to get away with.

MR. HERZ: The way I read the recommendation of the
subcommittee is that they are recommending that the FASB not
take on new projects that allow for optionality, so 159 would
be okay, but maybe phase two of 159 would not be something
the Board should focus their resources on.

Also, there is the "except in rare circumstances,"
so because of the stated objective that you articulated
related to 159, maybe in the Board"s view that would be a
reason to do something like that. That is the way I
interpreted the recommendation.

MS. BIES: I do think we would say we would like to
fix 133. IFf the ineffectiveness goes through earnings and
you get the noise and the volatility, if you"re saying it"s a

hedge, then you are recognizing you are going to take that
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ineffectiveness through earnings all the time. Isn"t that
stronger and the framework more robust than the 133 criteria
which really hasn®"t been effective for risk management
programs for a couple of decades.

CHAIRMAN POZEN: Are we okay without changing the
language then?

MS. GRIGGS: Yes.

CHAIRMAN POZEN: Were there other questions on 1.7,
1.8 or 1.9?

[No response.]

VOTE

CHAIRMAN POZEN: With that footnote change on page
52, 1 think we are pretty much through chapter one. | would
like to see if we can have a vote of the committee as to all
these changes.

All those in favor, please say aye.

[Chorus of ayes.]

CHAIRMAN POZEN: Anyone opposed?

[No response.]

CHAIRMAN POZEN: Thank you very much.

MS. BIES: Bob, 1 just would like to take a moment
to thank Adam and Nili for the tremendous asset and resources
they were to our subcommittee. We went back and forth over a
lot of these issues and made them produce a lot of examples

for us. 1 just want to thank them so much for their help.
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CHAIRMAN POZEN: I would echo that. David, if you
are prepared, we will go to chapter two.

MR. SIDWELL: I am. We are. We were a team.

CHAIRMAN POZEN: Why don"t you take it away?

SUBCOMMITTEE 2 - STANDARDS SETTING PROCESS

MR. SIDWELL: Let me start with just one overall
remark, which 1 think we as a subcommittee really benefitted
from the attendance at pretty much all of our meetings. We
had a lot of meetings of John and Con and Jim Kroeker,
Shelley, Wayne, Mark Olson, Bob Herz, and a number of the
Board members and staff, Russ included.

I think we took to heart your observation that we
needed to come up with recommendations that reflected
something that was practical and doable, and we took that
also to mean something that the people we were making these
recommendations to were willing to take on.

1 think at this point we have support for these

recommendations. We have based our recommendations into five

buckets. You can see these on page 59, around firstly how do

we increase the level of investor perspectives iIn standard
setting, what are some things we might do to enhance
governance and oversight. How might we improve the standard
setting process. How may we clarify the role of
interpretive implementation guidance and then finally what

about the design of standards going forward.
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The first of these areas is one that we spent a lot
of time debating. | think the discussion that we have had
with this full committee in addition to the meeting that we
had in Chicago, 1 think the substance of what we have tried
to do here hasn®t changed. 1 think the words around it have.

We believed that it is very important as we heard
from the discussion that we had earlier that the user
perspective, the investor perspective, be given preeminence,
that we spent a lot of time discussing exactly what does that
mean .

We had some comments from the letters which 1 think
show some of the active dialogue between those people who
believe that the investor should be given preeminence and
those commentators who believed that getting a balance of
views between preparers, academics, auditors, as well as
users are important.

In considering that feedback, we still believed it
is appropriate that the investor perspective be given that
preeminence. They are the primary consumer of the financial
statements. We believe it Is important to give them that
preeminence.

One of the areas that we focused a lot on, and 1
think you see this in recommendation 2.1, is It can be
sometimes difficult to get that involvement. Bob and the

team spent a huge amount of time trying to increase the level
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of participation and 1 think we received good feedback from
many of the investors that we had communication with, that
there has been a lot of progress.

We still think there are a number of steps that we
can take to do that, whether it is more representation of
investors on the FAF, whether it"s more representation,
however difficult to get, at the board level, at the staff
level, and then also making more focused use to the extent
possible of the various investor groups that are already in
place.

Those are really the principal ingredients in this
first recommendation 2.1.

CHAIRMAN POZEN: Are there any questions or
comments on that? Ed?

MR. McCLAMMY: Around the term of "investor
preeminence," 1"ve seen that now for a while and | was very
comfortable with it. Over the last couple of meetings, and
in particular, we have had some debate over some of the
items, | think it"s being given more prominence than may have
been intended.

I think it is starting to come across as if a user
group says | want this, that no matter what, we should
provide it. Forget the difficulty in the auditability and
the other factors. It"s almost like they have been relegated

extremely far down the spectrum and just saying if the user
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wants it, we should give it to them.

I think it"s being interpreted certainly
differently than 1 first thought it was meant. |1 thought it
was we were trying to give the iInvestor perspective
significant weight, and certainly more than it currently has,
but my concern is it is going to be used to say here"s the
argument and the whole reason behind the argument is users
want it, so let"s give it to them.

MR. EVANS: Ed, as you articulated it, 1 think we
were not intending to go that far. However, 1 think there is
a recognition that the investors, as we define investors
here, is the customer of financial statements.

Financial statements are a means of management
communicating with the investor about the activities of the
business and the idea is to put the investor in the same
position as management in terms of understanding the affairs.

To the extent there is some piece of information
that investors desire in financial statements, it certainly
should be debated, given serious consideration, because of
their preeminent role as the customer of financial
statements.

It doesn"t mean we should throw all obstacles and
legalities and issues out of the way, but the fact that
investors are interested in it is by itself a reason to give

it serious consideration.
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CHAIRMAN POZEN: I guess we have tried to have
balance here. 1"m not sure that the interpretation, Ed, that
you"re giving it is quite there.

MR. McCLAMMY: Again, Bob, I wasn®"t giving it that.
I"m just saying over the last couple of sessions and some
feedback on particular issues, it seems to be starting to be
used in that way. That is my concern, that after this
committee is gone, there is one term that is heard and
probably takes it too far, and 1 think it"s that term that we
are going to hear back over time.

MS. GRIGGS: Maybe there is room for a footnote to
say obviously there has to be a balancing of practicalities
and relevance of information while meeting users’ needs for
information.

MR. SIDWELL: I think you actually see it, if I may
point you to the first paragraph on page 61 dealing with
background, where 1 think we are trying to get this balance
idea across.

I think we are serious that we want everyone who
comes to the table to have a mindset of who the customer 1is.
I think that is as important as anything. We had a huge
debate between user and investor, and 1 think that
terminology in and of itself has proven a little bit
difficult.

MR. McCLAMMY: 1 agree. Don"t take me wrong. I™m
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Just concerned it has gone too far. | would agree with
Linda"s suggestion. 1 think sometimes the background
discussion, give us a sense of various people®s views, it is
not saying we recognize any of those views.

I would be comfortable if we had a footnote along
the lines that Linda mentioned that was a footnote to the
proposal itself.

CHAIRMAN POZEN: Jeff?

MR. DIERMEIER: 1 think this is an excellent
section. 1 love the push a little bit back to the FASB to
see if you can source investors. | have been trying to do
that myself. 1 know the difficulty involved.

In terms of a footnote, maybe we can work this, my
take on this is a little different. 1 have noticed some of
the comments that seem to describe what you do.

I view the investor as sitting in the role of an
owner. Owners do not want their companies engaging in
frivolous activities, wasting time and doing things that are
silly. From that standpoint, I"m not sure 1"d use the word
"frivolous™ because 1"d have about 100,000 people crawling up
my back, but the fact of the matter is the investor view does
not want to waste management"s time engaging in activities
that takes them away from running the business.

Maybe we can reinforce that somewhere and maybe

that would cover your point.
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CHAIRMAN POZEN: Let"s see if we can work out an
appropriate footnote. 1"m not sure between the two views
that 1 exactly see the wording right now. Maybe Linda will
give us a little help on that, somewhere in relationship to
page 61 we can add a footnote there.

MR. SIDWELL: On page 63, the bottom --

MS. GRIGGS: David, can I ask a question First?

MR. SIDWELL: Sure.

MS. GRIGGS: 1 notice that you define on page 62
the kind of investor that you believe should be recommended
for membership on the board. It"s an investor whose primary
professional experience is as an investor and is also well
versed in the conceptual foundations of accounting.

Is that the definition that you intend for investor
in the rest of the recommendation or is that only for the
board member?

MR. SIDWELL: This was primarily for the board
member. We actually had a huge debate on this point in the
sense that | think we were trying to get what is somebody"s
primary background. Where do they really spend their time.

We were very concerned that it would be very easy
to have somebody who had been a preparer for 20 years and
they are now one year in the role of working for a fund, not
as an investor but as some type of other role. We didn"t

want that to be the characterization of the type of person.
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CHAIRMAN POZEN: I don"t think we are using -- that
is a very specialized definition, and it is not the general
definition of an investor.

MR. EVANS: That was simply a definition of the
type of investor we would want to put up for the FASB Board.
They would need special accounting knowledge that most
investors who are the customers of financials wouldn®t
necessarily have.

There is a definition of investor in one of the
footnotes here which is much broader.

MS. GRIGGS: Right, it is. 1 just wanted to make
sure.

CHAIRMAN POZEN: This also says ideally. Should we
move to 2.2 now?

MR. SIDWELL: We would like volunteers for board
members.

MR. HERZ: From investor organizations, we have
tried, not very successfully. You have to give people
training, CFA training, all that kind of stuff.

CHAIRMAN POZEN: I1"m sure once this report comes
out, you will just be Fflooded with people who will want to do
this.

MR. HERZ: Given the state of the market, we might
be just fine.

MR. SIDWELL: 2.2 starts at the bottom of page 63.
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Again, just to provide you a little bit of a context for
this, our First work on this was back in the winter, the same
time that the FAF was coming out with a number of
recommendations. We were broadly supportive of those
recommendations.

There were a couple of areas where we felt there
could be enhancements. One was in the area of just
explicitly putting into the mission statement of the FASB an
additional goal that that should be a goal of minimizing
avoidable complexity and again the choice of words there was

"avoidable™ linked with "complexity," recognizing that
complex things sometimes need complex solutions.

The second aspect, obviously, as we think about the
process of setting standards, many of these projects last a
long period of time, as the FAF has stated that it is going
to increase its level of governance over the FASB, we believe
that should include introducing performance measures over
many of the processes.

We think this is actually very important because
one of the pieces of feedback that we have received is are
our recommendations going to slow down the process. We
actually don"t think they should, and obviously one way of
assuring they don"t is through having well designed
performance metrics to make sure that the process is working

effectively in compliance with the objectives that the FASB
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That is the body of 2.2.

CHAIRMAN POZEN: Do we have any questions or
comments or suggestions on 2.27?

[No response.]

CHAIRMAN POZEN: Let"s move onto 2.3.

MR. SIDWELL: 2.3., which is at the bottom of page
65, we had a lot of discussion in this area. These are
really the process improvements around actually how the
process itself works.

Let me deal with the least controversial of these,
which is we have a recommendation here which is that the FASB
continue its efforts around ensuring the consistency and
transparency of what we are terming "field work,"™ which
includes things like cost/benefit analysis, field visits,
field testing.

I think we received a lot of positive comments
through the letter process and through the various meetings
we have, that there has been an improvement in these areas,
but obviously these are things that can continue to be
enhanced over time.

The area where we probably have had the most debate
and have actually changed the name, not as subterfuge, but to
make it clear about what the goal is, if you remember, we had

a lengthy discussion about something called the "‘agenda
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committee." We have now changed that to be more
comprehensive, into something called the "financial reporting
forum.” We talked a little bit about this at the beginning
of the meeting.

We think there is a huge opportunity to create an
active dialogue, to formalize, if you like, many of the
informal discussions that go on between many participants in
the financial reporting system, not just the FASB. 1 think
it is important to see this broadly, where there can be a
real discussion about what are the issues that are current.
How should those issues be resolved. Let"s have an active
dialogue. Let"s also think through the priorities that the
FASB is dealing with and give advice to Bob on those
priorities.

We think this is very complimentary to the changes
that the FAF introduced, to make the agenda more under the
control of the FASB chairman. We think this creates a good
ability to have an active discussion amongst what I call the
principals in the financial reporting system, whether it"s
members of the SEC, whether it"s Mark and the PCAOB, users,
investors. We think this plays an important role.

We did receive a fair amount of commentary on this.
One of the elements of the commentary was -