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INTRODUCTION

1  The Inditute of Chatered Accountants in England & Wades wedcomes the
opportunity to comment on the consultation document ED 7 Financial Instruments:
Disclosures (‘the ED’) published for comment in July 2004 by the Internaiond
Accounting Standards Board'. The Inditute is the largest accountancy body in
Europe, with more than 126,000 members operating in busness public practice
and within the investor community. The Inditute operates under a Royad Charter,
working in the public interest.

2. We appot the obective of bringing the finandd indruments disdosure
requirements together in a single sandard, but consder that meny of the proposed
disclosures would be onerous, and more rdevant for banks than other enties We
st out our comments beow, deding firg with dggnificat matters  before

commenting on the specific issues raised in the pagper and other matters of detall.

MAJOR POINTS

Basd |1 Disclosures Not Relevant for Non Banks

3. The ED gppeas to be dtempting to be consgent with Basd Il Rlla 3
requirements, for example, in the proposed disclosures of credit qudity. While we
support conggent requirements, it may be difficult for insurers and non financid
savices entities to underdand the requirements, paticulally as the implementation
guidance and illudraive examples ae not detalled and the guidance is drafted in
terms of more rdevance to banks. We do not condder it the job of a financd
reporting Sandard setter to address regulaory reporting requirements. Generd
purpose financid daements are not required to meet the information needs of one
paticular usr group, paticulally when tha user can obtan information in other
ways. Furthermore, it is inappropricte to extend the scope of regulatory disclosure
requirements beyond the regulated sector. This will result in dgnificant additiond
cogs for alarge number of companies without providing useful information.

L ocation of disclosures

4. Hnancd daements ae no less incomplete and potentidly mideading  without
disclosures about risks aisng from asssts ad liddiliies other than financd
indruments.  Risk disclosures are often made in the Management Discusson and
Andyss (MD&A). While we underdand that the IASB’s remit extends only to
financdd daements, and it may be thought gppropriste to dat with financd
indruments in developing dandards about risk disclosures, we quesion whether
such wide-ranging disclosures about financid indruments done should be required
in financid datements a this time. One of the biggest risk areas for many attities,
penson ligdilities is outdde the scope of the ED, for example  Fnancd
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daements could be made unbaanced and potentidly mideading for entities that
have dgnificat risks from non-financid indruments.  The required disclosures
should be reviewed and those tha are more agppropriate for an MD&A discusson
should be deleted.

5. While it will be possble to audit mogt of the required disdosures if they ae
incuded in the financid dSatements, the audit of some of the more narative and
fawad looking disclosures may result in congderable additiond expense for
entities.  We quedion whether, on cost/benefit grounds, it is necessxry to specify
that they ae incduded in the financd datements dther directly or by cross-
reference.  In addition, where entities present a coherent and complete risk
management section outsde the financid datements as pat of ther MD&A, the
aoss referencing could be difficult to understand, particulaly when the more
soecific disclosure requirements of Basd 1l Fillaa 3 are mixed with the ED’s
requirements. This supports  limiting the disdosures required in  financd
daements to those that are necessary for an understanding of the current financid
position and performance.

Differentiation of disclosure by type of financial insrument

6. A onedzefitsdl goproach is not necessxily appropriate for the disclosures
proposed in the ED. The levd of disdosures gppropriate for liged and regulated
entities is not gppropriste for others.  Similarly, many of the risk based disclosures
are ingpproprigte for wholly owned subddiaries  Although the IASB has not in the
past induded exemptions, it would be unacceptable to have a sandard with this
levd of detaled disclosures without some exemptions.  An exemption should be
granted from some of the detaled disclosures for entities that are neither liged nor
regulated, and for wholly owned subddiaries meeting the following criteria risk is
managed on a groupwide bads the disclosures ae provided on a consolidated
bass in publicly avalable group financid Satements and a reference is made in
the subsdiary financid statements to where this information can be found.

7. The ED is made more difficult to understand and apply because it s out
disclosures without reference to the type of financid insrument and insurance
contract involved. For example, maket risk disclosures ae more rdevant and
underdandable in the context of trading instruments and credit risk disclosures are
more rdevant and undersandeble in the context of loans and receivables. If the
required disclosures were talored by IAS 39 financid instrument dassfication, this
would make the standard easer to goply by preparers and may asss users to better
understand the nature of the risks involved.
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Capital disclosures

8. Thex disdosures ae meaningless for companies not subject to regulatory capitd
upervison. For regulated entities, we agree tha some additionad disclosures of
capitd as defined for regulatory purposes are gpproprigte.  However, this should be
limited to a quantification and description of the components of the cgpitd base and
their movements in the year.

9. It is not gopropriate for internd capitd targets to be incduded in the financid
datements as this is forward looking information and would be eguivdet to
publishing budgets in the financd daements  While in theory it might provide
interesting information, the financid datements are not the appropriate place for
such disclosures, if they are to be given. While it might be possble to audit a
capitd target in absolute terms (i.e this is a number st by the regulaor or an
internd budget number), it would be impossble to audit the cdculaion of that
target. 1t should not, therefore, be provided in the financid daements  As noted
aove, a more sendble disclosure which might be incduded in the financd
satements would be of the actud regulatory capitd held and its components.

10. Furthermore, we do not agree that it is gppropriate to disclose compliance with or
breaches of internd or externd capitd requirements and their consequences. We
question the rdevance of disclosng a breach of internd capitd requirements and
note that disclosure of breaches of extend capitd requirements might be
gpecificaly prohibited by the regulator. Nether regulatory targets nor breaches of
these targets are public information a present and nor should they be. Disclosure
of even minor breeches of regulatory targets which have since been remedied might
have a digoroportionate effect upon both capitd makets and policyholder
behaviour.

11. If disclosures of capitd targets are to be provided, these should be provided in the
MD&A or an equivdent daement. The content of the MD&A is normdly st in
company legidation or by securities regulagors.  Financid sarvices supervisors dso
have the power to require certain information to be disdosad in the MD&A.  Any
suggested disclosure of capitd targets would therefore appear to fdl within the
remit of bodies such as the Committee of European Securities Regulators or its
sgter bodies for banking and insurance supervisors, rather than the IASB.

RESPONSES TO SPECIFIC QUESTIONS

Question 1

Disclosures relating to the dgnificance of financial insruments to financial
pogition and performance

The draft IFRS incorporates disclosures at present contained in |AS 32 Financial
Instruments: Disclosure and Presentation so that all disclosures about financial
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instruments are located in one Sandard. It also proposes to add the following
disclosure requirements:

a. financial assets and financial liabilities by classification (see paragraphs 10
and BC13).

b.  information about any allowance account (see paragraphs 17 and BC14).

C) income statement amounts by classfication (see paragraphs 21(a), BC15
and BC16).

d) feeincome and expense (see paragraphs 21(d) and BC17).

Are these proposals appropriate? If not, why not? What alternative disclosures
would you propose?

12. Taken as a whole the proposed disclosures appear reasondble.  Some of the
classfications in paragraph 21 might create difficulties for some of the more
complex trading businesses by being too inflexible,

Question 2

Disclosure of thefair value of collateral and other credit Enhancements

For an entity's exposure to credit risk, the draft IFRS proposes to require
disclosure of the fair value of collateral pledged as security and other credit
enhancements unless impracticable (see paragraphs 39, 40, BC27 and BC28). Is
this proposal appropriate? If not, why not? What, if any, alternative disclosures
would you propose to meet the stated objective?

13.  Wedo not support the proposed disclosures of the fair value of collaterd.

14. Thee disclosures gopear to be based upon Basd |1l disdlosures. While we
recognise tha some andyss might be interesed in informaion regarding the
quaity of assts hdd as security over loans, it will often be difficult, if not
impossble to provide this informetion in a way tha will be meaningful in dlowing
users to assess the loss an entity expects to incur in the event of defaullt. We
therefore question whether it is gppropriate to require these disclosures as part of
the generd purpose financid statementsfor dl types of financid instrument

15. The proposed disclosures are overly ampligic and likdy to be meaningless unless
the disclosures ae provided in far grester detall then is proposed. Thee ae
different levels of security between retal and corporate portfolios  Taking the
exanple of a mortgage book, to propely undesand collaerd, it would be
necessay to bresk down a portfolio by loantovdue ratios and geogrgphicaly,
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given tha propetty price movements often vay by region.  Such ddaled
discdosures might be ovely voluminous and disproportionate to the vdue of
disclosures to users.

16. The vdue of collaerd only becomes rdevant where there are problems in a loan
portfolio.  This will be highlighted by the imparment provisons — Additiond
disclosure of collaerd vdues is duplicative and may therefore be mideeding. It
may dso be mideading to disclose the aggregate far vaue of the assats hed as
security when they dgnificantly exceed the vaue a risk of the undelying loans
The actud vdue of any security will be affected by the qudity o underlying loan.
The presence of collaterd is more important and hence more vauable on a loan
where there is a red risk of default than where the risk of default is low. Aggregae
disclosure of the far vaue of collaerd may therefore creste a fase sense of
security.

17. We see no paticular problems in providing a description of collaterd pledged as
security as proposed in 39(b). The red difficulty lies in the disclosure of their far
vaue “unless imprecticd”. It would often be hugdy codly and of little vaue to
disdose the far vdue of collaed. Taking one of the smpler examples of a
mortgage portfolio, property vadudions are taken when the mortgage is firg teken
out. A typicd mortgage vauaion will not provide a best etimae of the property
vaue but an opinion that the property can be sold on for not less than a particular
vdue.  While vdudions might be adjused usng propaty price indices the
edimated vdue will become less reigble over time. Maintaining rdiable edimates
of the far vaue of collaera over corporate loans with a floating charge would be
even more complex and difficult.

18. A reaed issue is tha the ED assumes that there is a sngle sandard of
enforcegbility of collaterd. This is not true. There can be dgnificant differences
between the ease with which collaterd can be cdled upon. This can have a
sgnificant impact upon the far vaue.

19. We therefore suggest that naraive disdosure on collaterd policy should be
provided. If further information is to be provided, a sengtivity andyds around the
imparment figure would provide more useful information to usars

Question 3
Disclosure of a senditivity analysis

For an entity that has an exposure to market risk arisng from financial
instruments, the draft IFRS proposes to require disclosure of a senditivity analysis
(see paragraphs 43, 44 and BC36-BC39). Is the proposed disclosure of a sengitivity
analysis practicable for all entities? If not, why not and what, if any, alternative
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20.

21.

22.

23.

disclosures of market risk would you propose to meet the stated objective of
enabling users to evaluate the nature and extent of market risk?

A sngtivity andyss might provide useful informaion but would often require
gonificant work to provide For the andyds to be meaningful, it will be necessary
to divide the bdance sheat into different financid instrument types and separate
income statement and equity movements.

The andyss gppears most ussful in the context of a trading type portfolio. It is less
rdevant on hdd to maturity and loan dasses, where the imparment provisons
would provide dmilar information to users.  The Board should congder introducing
different levels of disclosures for different categories of assats and lidbilities.  The
exiding categories may not be the most gopropriate snce much of the available for
sde caegory may be intended to be hed to maturity, but does not meet the drict
criteria for this dasdfication. We would suggest a lower levd of disdlosure should
be required for non-trading assets and liabilities with the andyss based upon an
internal assessment of the most gppropriate disclosure.

The disclosures may difficult from a non-banking, corporate perspective. The
proposed disclosures will pick up only finandd risks. Corporates may be exposed
as ggnificantly to norHinancid risks, such as property prices or the prices of future
commodity transactions. A manufecturer, for example, may have dggnificant
exposure to the price of sted for future transactions. A sengtivity andyss of this
exposure would only be required if this exposure is hedged by derivatives and then
only on the derivative portfalio.

A senstivity analyss only provides good information if it is comprenendve.  One
of the mog ggnificant risks facing many companies is the Sze of the pendon
scheme aurplus or defict. A penson scheme is just one example of a Sgnificant
risk facing companies where a sengtivity analyss is not required. Operation risk is
another.  We would quesion why it should be necessary to provide a sengtivity
andyss for financid ingruments if it is not conddered necessary for other types of
rik. We note that paragraph 116 of IAS 1 Presentation of Financial Statements
requires disclosure of information about key assumptions and sources of
uncertainty where dgnificant. The proposed sengtivity andyss should ether be
made conddent with the requirements of IAS 1116 or be replaced with a cross
reference to that paragraph.

Question 4 — Capital disclosures

The draft IFRS proposes disclosure of information that enables users of an entity’'s
financial statements to evaluate the nature and extent of its capital. This includes a
proposed requirement to disclose qualitative information about the entity's
objectives, policies and processes for managing capital; quantitative data about
what the entity regards as capital; whether during the period it complied with any
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capital targets set by management and any externally imposed capital
requirements; and if it has mt complied, the consequences of such non-compliance
(see paragraphs 46-48 and BC45-BC54).

Is this proposal appropriate? If not, why not? Should it be limited to only externally
imposed capital requirements? What, if any, alternative disclosures would you
propose?

24. The proposed cgpitd requirements do not gppear to have much meening or
relevance for companies tha are not subject to regulatory cepitd supervison. The
financid concept of capitd is defined in the IFRS Glossary as the entity’s net assts
or equity. While some unregulated sectors may have indusry norms, this is not
common. In the EU, the rules on didributable profits are linked for some entities to
net asxts but information about capitd done would not be sufficent to explain the
ertity’s ability to pay dividends Therefore, we question the rationde for requiring
guditaive and quantitative information about capitd for dl companies  For
unregulated companies, the exiging disdosures of the components of equity and
thar movements in the year, as required by IAS 1, should be aufficet. In
addition, IAS 1 requires that management make an assessment of the entity’s ability
to continue as a going concern and disclose any uncertainties that cast doubt on this
adlity. This disdosure should be sufficient to address any concerns about the
quantity or qudity of capitd.

25. For regulaed entities we agree tha some additiond disclosures of capitd as
defined for regulatory purposes are gpproprite.  However, we believe that this
gould be limited to a quatification and desription of the components of the
cepitd base and their movements in the year. While we can accept that the
disclosure of the exigence and leved of entity-specific cgpitd requirements may be
of interest to users because it informs them about the risk assessment of the
regulator, we do not agree that this information is relevant to an undersanding of
the financid podtion and financid peformance of an entity or of sufficent
rdevance to the amount, timing and uncertainty of future cash flows as to be
required to be generdly disclosed. Disclosures that would improve trangparency
and market discipline are within the remit of Basd 11 may not be gppropriate for the
audited generd purpose financid statements.

26. As noted in our mgor points aove, it would be ingppropriate for internd capitd
targets to be disdosad in the financid dtatements since this would be providing a
budget to actud comparison within the financid Statements.  This might, indeed,
encourage boiler plate type disclosures which might not reflect the true targets.  If it
is to be provided, it should be through the MD&A. These distlosures gopear to be
amed a regulaed busnesses with externd capitd requirements, where in many
jurisdictions there are legd bariers to disclosure of regulatory capitd requirements.
The disclosures would add little value for corporates.
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Question 5
Effective date and trangtion

The proposed effective date is for periods beginning on or after 1 January 2007

with earlier adoption encouraged (see paragraphs 49 and BC62-BC67).

Entities adopting IFRSs and the draft IFRS for the first time before 1 January 2006
would be exempt from providing comparative disclosures for the draft IFRS in the
first year of adoption (see Appendix B, paragraph B9).

Are the proposed effective date and transition requirements appropriate? If not,
why not? What alternative would you propose?

27. Thetimetable and trangtion requirements appear reasonable.

Question 6
L ocation of disclosures of risks arisng from financial instruments

The disclosure of risks arising from financial instruments proposed by the draft
IFRS would be part of the financial statements prepared in accordance with
International Financial Reporting Standards (see paragraph BC41). Some believe
that disclosures about risks should not be part of financial statements prepared in
accordance with IFRSs; rather they should be part of the information provided by
management outside the financial statements.

Do you agree that the disclosures proposed by the draft IFRS should be part of the
financial statements? If not, why not?

28. We agree tha some of the disdosures in the ED should be required in financid
datements, but do not agree that it is gppropriate for certain other disclosures to be
incduded in the financd datements For example it would be approprige to
incude our proposed dtenative of a reconcliaion of cgpitd movements for
regulated entities in the financid Statements and the disclosures in paragraphs 10 —
18. Paragraphs 21 — 31 are clearly part of the financid statements.

29. The diclosures in paragraphs 19 — 20 on defaults and breaches and in paragraphs
46 — 48 should not be induded in the financid datements unless they are revant
to an assessment of going concern. It may ingead be appropriate for this type of
information to be induded in the MD&A & pat of the discusson of wha

heppened in the year or may happen in the future.

30. May entities would wish to provide the disdosures in paragraphs 32 — 45 in one
place, perhgps as a coherent and complete Satement of risk.  While it will be
possble to audit dl the required disclosures if they are incduded in the financid
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daements, the audit of some of the more narative and forward looking disclosures
may result in condgderable additiond expense for entities, not to mention regulaory
condraints on auditing forward looking information. We quesion whether, on
cos/benefit grounds, it is necessary to specify that they are induded in the financid
datements ether directly or by crossreference.  In addition, where entities present
a coherent and complete risk management section outsde the financid Satements
as pat of ther MD&A, there could be practicd difficulties with cross referencing,
paticulaly when the more specific disclosure requirements of Basd 1l Rillar 3 are
mixed with the ED’s requirements. The required disclosures should be reviewed
and those that are more gopropriate for an MD&A discusson should be removed
franthe ED.

Question 7
Conseguential amendmentsto IFRS 4 (paragraph B10 of Appendix B)

Paragraph B10 of Appendix B proposes amendments to the risk disclosures in IFRS
4 Insurance Contracts to make them consistent with the requirements proposed in
the draft IFRS The requirements in IFRS 4 were based on disclosure requirements
in IAS 32 that would be amended by the draft IFRS The Board's reasons for
proposing these amendments are set out in paragraphs BC57-BC61.

Do you agree that the risk disclosures in IFRS 4 should be amended to make them
consistent with the requirements proposed in the draft IFRS? If not, why not and
what amendments would you make pending the outcome of phase Il of the Board's
Insurance project?

31. In principle, we condder it gppropriate for the proposed changes to be made and
ubject to the comments below.

32. Paragrgph 39(8) of the ED, combined with Paragraph 39(c) of the revised IFRS 4,
would require the "amount” of risk exposure to be disdosed.  For insurance
contracts, disclosure of absolute amounts will provide usars of the accounts with
theoreticd maximum exposure limits (which for some dasses may be unlimited).
This will provide little in the way of qudity information for users of the accounts
dgnce it ignores the effects of diverdfication, for example, which means tha the
theoreticd maximum exposure might differ  ggnificantly from the maximum
probable loss. The wording on quantitative disclosures is different to that used in
paragreph 35 of the ED for other financid indruments which requires quantitetive
data about the extent to which an entity is exposed to risk. This disclosure is
directly linked to the entity's own bass of measurement of such exposure through
the requirement to use as a bads for the disdosure the information provided
interndly to its key management personnd. We bdieve tha a smilar requirement
should be used for insurance contrects This could be achieved by using the
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wording in paragraph 35 to the ED or by omitting the words "the amount of" fram
the proposed wording in IFRS 4 paragragph 39 (b)(iii).

33. In the proposad new guidance for IFRS 4 contained in IG62A, we presume that the
reference in paragraph 50(a) should be to paragrgph to 42(a) of the ED.  The new
paragraph makes the assartion tha "the maturity date of insurance lidbilities
depends on when the insured event occurs'.  This is not the only factor influencing
thetiming of cash flows. Otherswill include:

whether the insured event occurs or has aready occurred;

whether the insurance contract has apayout if an insured event does not arise;
whether there are amounts payable on the lapse or surrender of the palicy;
ad

the settlement terms of aclam arisng under the insurance contract.

34. Each of thee factors may impact upon the timing of the maturity of the insurance
licdhilies and awy edimae of such timing would involve assumptions of the
ultimate dams settlement.

35. We bdieve that for some classes of insurance contract (and in particular generd
insurance contracts) a disdosure of edimated maurities will not  provide
meaningful information prior to the occurrence of an insured event covered under
the contract (i.e. a maturity andyss of the provison for unearned premiums).
Insurers do not know when dams maturities will hit, dthough they may be ade to
provide an edimate of expected maturitiess We therefore do not beieve that the
information should be provided for the insurance lidbilities represeting the
deferred income for periods of unexpired risk. Disclosure of the expected earnings
pattern for unearned premium might be provide a wuiteble dternative disclosure.
For incurred clams that are unpaid at the baance sheet date there may be a greater
argument for the provison of maturity information.

Question 8

I mplementation Guidance

The draft Implementation Guidance accompanying the draft IFRS suggests possible
ways to apply the risk disclosure requirements in paragraphs 32-45 (see
paragraphs BC19, BC20 and BC42-BC44).

Is the Implementation Guidance sufficient? If not, what additional guidance would
you propose?

36. The implementaion guidance appears inaufficient, paticulaly for non-finencid
svices etities  The implementation guidance does not add much information to
the body of the ED. Further illudrative examples would be hdpful, paticularly on
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how disclosure might be broken down by products and dassfications They would
add to conggtency of disclosures across entities.

Question 9

Differences from the Exposure Draft of Proposed Statement of Financial
Accounting Standards Fair Value Measurements published by the US
Financial Accounting Standards Board (FASB).

The FASB's Proposed Satement of Financial Accounting Sandards Fair Value
Measurements, which is open for public comment at the same time as this Exposure
Draft, proposes guidance on how to measure fair value that would apply broadly to
financial and non-financial assets and liabilities that are measured at fair value in
accordance with other FASB pronouncements. That Exposure Draft proposes
disclosure of information about the use of fair value in measuring assets and
liabilities asfollows:

a. For assets and liabilities that are remeasured at fair value on a recurring (or
ongoing) basis during the period (for example, trading securities)

() the fair value amounts at the end of the period, in total and as a
percentage of total assets and liabilities,

(i) how those fair value amounts were determined (whether based on
quoted prices in active markets or on the results of other valuation
techniques, indicating the extent to which market inputs were used),
and

(iii) the effect of the remeasurements on earnings for the period (unrealised
gains or losses) relating to those assets and liabilities still held at the
reporting date

b. For assts and liabilities that are remeasured at fair value on a non-
recurring (or periodic) basis during the period (for example, impaired
assets), a description of

(i) thereason for remeasurements,

(i) thefair value amounts,

(i) how those fair value amounts were determined (whether based on
quoted prices in active markets or on the results of other valuation
techniques, indicating the extent to which market inputs were used),
and

(iv) the effect of the remeasurements on earnings for the period relating to
those assets and liabilities still held at the reporting date.

TECH 49/04 ED7 Financia Statements/Disclosures 12
ICAEW



37.

39.

Disclosures similar to (a)(ii) above are proposed in paragraph 31 of the draft IFRS
(and are currently required by paragraph 92 of IAS 32) and disclosures similar to

(a)(iii) are proposed in paragraph 21(a).

Do you agree that the requirements in the draft IFRS provide adequate disclosure
of fair value compared with those proposed in the FASB’s Exposure Draft? If not,
why not, and what changes to the draft IFRSwould you propose?

We agree that the requirements in the ED are suffident compared with those

proposed by FASB. In paticular, it seems unnecessary to require disclosure of the
percentage of assets and liahilities that are measured a fair value as a percentage of
tota assts and liabilities when the measurement basis of the assets and liabilities is

dear in the andys's and accounting policies provided.

Question 10
Other comments

Do you have any other comments on the draft IFRS Implementation Guidance and
[lustrative Examples?

Group Exemptions

Where risks ae managed on a group bass disdosures made by individud
companies in the group ae likdy to be incomplele and mideading. It would be
ussful to exdude subsdiaries and parent companies from providing some, if not dl,
disclosures when consolidated disclosures are publicly available.

Disclosures by Class of Financial I nstrument

Paragraph 7 could be usefully expanded to address which types of disclosure ae
likdy to be more rdevant for which dass of finanadd indrument. Following from
this expansion, the disclosure requirements themsdves should be better focussed on
financid instrument types.

The requirements in paragrgph 31 are not cdear.  Prima facie, it seems reasonable
to diginguish between dasses of finencdd assats and financid liabilities where fair
vaues are determined by reference to published prices or rates in an active market
and those where far vaues are edimated usng a vdudion technique (31 (b)).
However, a better diginction would be to dassfy between those ingruments in an
active market and those not, snce this would then be condstent with the far vadue
measurement guidance itsalf. We agree that, where vauation techniques are used,
it may be gpproprite to disdose assumptions underlying the technique (31 (@),
dthough one assumes that this is not necessary where published prices or rates are
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used. It would be hepful to reorder sub-sections (8) and (b) and make it clear that
assumptions are not relevant where market prices or rates are used.

41. The meaning and intention of paragraphs 31(c) and (d) are even less dear. Where a
financid asset is measured usng a vdudion technique that incdludes assumptions
that are not supporteble by observable market prices or raes, in accordance with
IAS 39 paagrgph AG 76 then the bet evidence of its far vdue on initid
recognition is the transaction price rather than the vauation technique. Paragraph
AG 76A of the recent exposure draft amending the trangtion and initid recognition
apects of IAS 39 would limit gains or loses recognised on  subsequent
messurement to changes in a factor that market participants would condgder in
seting a price. Subject to our comments in response to that recent exposure draft,
where the transaction price has been used in the finandd daements and no gan
recognised, then it seems illogicd to require disclosure of dther the far vaue that
has not been recognised or another far vadue determined usng a different
dtenaive assumption.  If paragrgph 31(c) goplies and the vaduation technique
would include an assumption not supported by observeble market prices or rates
then paragraph 31(d) is irrdevant ance no change in far vadue would be recognised
in the profit or loss during the period.

Own Credit Risk & Unit Linked Cortracts

42.  While we agree with the idea behind paragrgph 11 of disdosng the amount of
change in far vaue atributable to changes in own credit risk on a financid liability
desgnated as a far vadue through the income dsatement, we do not beieve this
paragraph achieves this am in dl cases for example where the financid liability is
being desgnated a far vaue because it is contractudly linked to the far vaue of
finendd asts. The detaled guidance in paragrgph 12 is more appropriate for the
implementation guidance section of the dandard. We suggest that the am of
paagraph 11 is more dealy daed and that paragraph 12 is induded in the
implementation guidance as one way of performing the caculaion.

Age Analyssand Pagt Due Loans

43. The ED is undear as to what is meant by the proposed age andysis and we have
doubts over the usefulness of this proposed disclosure.  We question whether, when
financid indruments ae assessed for imparment on a portfolio bads it will be
possble to provide an age andyds of those ingruments that are past due as a the
reporting date but not impared as required by paagraph 40(8).  Smilaly
paragraph 40(b) seems to be merdy asking for a repest of the lig of objective
evidence of imparment as set out in paragrgph 59 of IAS 39. This should be
included in the accounting palicy, rather than in the andyss.
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According to the defined terms, a loan is “past due’ when there is a breach of
contract, ie a falure to make payment when contrectudly due.  The loan will no
longer be past due when the breach is rectified. This seems a matter of fact and not
policy. Therefore we question why paragrgoh 23(f) introduces a requirement to
disclose policy in this area

Collateral Called

45. Where an entity obtains collaterd pledged, it seems pointless to disclose the far
vaue of the assts obtained less cods as per paragraph 41(b) since the expected
cah flows in rdaion to these assts are dready incduded in the imparment
caculation.
IAS 30 Formats

46. We would like to see the formats currently induded in IAS 30 retaned going
foward. We propose that IAS 1 should be amended to indude these formats to
ensure thet they are not lost when IAS 30 is withdrawn.
Suggested Deletionsfrom |AS 30

47. The maturity andyss on assts currently required under 1AS 30 appears to have
disgopeared from the ED (dthough the disclosure would 4ill be required if
ggnificant under paragrgph 35). We wedcome this deetion, dthough note that it is
not entirdy cear whether this was intentiond. If this is intentiond, the disclosure
requirement should be withdravn immediady from IAS 30, snce the ED
duplicates the requirements currently in IAS 32.

48. The disclosures of directors loans currently required under paragrgoh 58 of IAS 30
ae more detalled than the disclosures required for other companies under 1AS 24.
It appears excessive to require grester disclosures in this area for banks than for
other entities and we note that disclosure requirements for directors loans are often
covered by locd laws and regulaions in any case Paragrgph 58 should be
removed immediatdy from I1AS 30.
Master Offsetting Agreements

49. The interaction of paragraph 50 of IAS 32 and paragrgph 39 of the ED is not dear
with respect to master netting agreements.  1AS 32 requires assats and ligbilities
ubject to many of these agreements to be shown gross on the baance sheet and
paragraph 50 refers back to ED 7 for the disclosure of the effect of the agreements
on the entity’s exposure to aedit risk. Paragrgph 81 of 1AS 32 currently dlows for
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50.

the true credit pogtion to be indicated via disdosure.  This provison is not caried
over into the ED. Is it the intention that the disclosure in paragraph 39 of the ED is
of the net exposure even though the amounts are shown gross in the baance sheet
or should the disclosure andyse the amounts shown in the bdance shest? If the
intended disclosure is of the amounts shown in the bdance dhedt, this will not
reflect the credit risk pogition where amaster offsetting agreement isin place.

We have no other comments.

BSC/FRC/ED7/1DC October 2004
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