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Dear Sirs,

Spedific criticd gppraisa of ED 7 is given in reply to the questions rased. The answvers ae
intended to be read conjointly. In generd, many of the proposed disclosures conditute
condderable, undue enhancements of IAS 30 & 32 and entall a great ded of measurement, the
avowed objective of IAS 39 for financid indruments Such messurements require extension to
IAS 39, unforthcoming moddling and gpplication guidance, as wdl, in a number of cases as
proper definitions of terms, for example "capitd” and "rik"; which are in dl events, generd
concepts independent of "financid insruments’'.

In view of the favourable replies to the quedion on the amendment project to IAS 32
(presentation & disclosure) & 39 (recognition and measurement) for consolidating  these
dandards into one dandard on "financid indruments’, the proposd to create three standards is
hardly credible. Nor is the withdrawva of 1AS 30, in view of the paticular activity of Banks and
the needs of users for a specific, dternative presentation to IAS 1 (whet are a Bank's revenue or
finance cods?) of ther financid datements and related disclosures, these needs were aso raised
in connection with the comprehensve income project fidd-test. The Board has chosen to ignore
the requests of its condituents. The equdly credible and previoudy expressed, needs for
Insurance companies, which were dso dealed in the draft datement of accounting principles,
which the Board does not consder "binding” and yet cites patidly to support its viewpoints (cf.
BC45), have ds0 been ignored. These are, of course, the very inditutions making the most use of
financid instruments.

Further, modifications intended by ED 7 to the mod recent phase | "dandard’ on insurance
contracts and financid ingruments with a discretionary participation feature (IFRS 4) go wel
beyond the possble measurements and disclosures, as wdl as the consensus reached on feasble

implementation. To cite only one example ED 7 829 (b), teken together with the withdrawa of
891A that IFRS 4 jud introduced into IAS 32, implicitly assumes that a discretionary festure may

be sgpaated out in a financid indrument — presumably leaving a "guaranteed dement” to be
measured as a"finandid liability".
Some of the disclosure requirements of ED 7, and ther messurement, dso conflict with those

required by IAS 1, which despite being named "Presentation of Financia Statements' is in fact a
generd standard for disclosure requirements. Furthermore, as some of the ED 7 requirements are
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based on generd concepts, such as risks and effects on equity, they would be mideadingly
agoplied to financid indruments done. Accordingly, it is IAS 1 which should be "enhanced" and
not ED 7 which should be created.

Further examples and supporting condgderation are given in the attached answers to the questions,
though some of these gppear prejudged in the Basis for Conclusions.

In dl events in explaining the need for the working group on insurance st up a month ago, on
the 21% October 2004, Sr David Twesdie sid: "As previoudy announced, we have sst up a
working group to examine issues rdating to financid insruments and we ae sdting up another
group to examine the reporting of comprehensve income. Our work in these two areas will
interact with the wak on insurance contracts, and the insurance working group will play an
important role in advisng us on the implications of these interactions”

Whilg some answers in the atached may provide useful input, they illugrate in generd the need
for these working groups to carefully condder disclosures and the related measurement issues.
The ED 7 proposas ae premaure, incomplete, and onerous, furthermore, more likely than not,
they would lead to mideading disclosures in the financid datements. Accordingly, a this stage,
whilg the ideas in ED 7 may conditute a useful sarting point for the further work needed, ED 7
should be withdrawn.

Y ours fathfully,

Nicki L Tillinghest

Page 2 of 25



Question 1 — Disclosures reating to the significance of financial instruments to financial
position and performance

The draft IFRS incorporaes disclosures a present contained in IAS 32 Financial Instruments:
Disclosure and Presentation 0 that dl disdosures about financid ingruments are located in one
Standard. It aso proposes to add the following disdlosure requirements:

(@ financid assats and financid liabilities by classfication (see paragrgphs 10 and BC13).

(b) informetion about any alowance account (see paragraphs 17 and BC14).

(©) income statement amounts by classification (see paragraphs 21(a), BC15 and BC16).

(d) fee income and expense (see paragraphs 21(d) and BC17).

Are these proposas appropriate? If not, why not? What dternative disclosures would you
propose?

Answer's

It would be helpful if ED 7 810 and 821 specified that these disclosures were not required "on the
face of" ether or both of the financid dtatements concerned (cf. IAS 1 868 & IAS §81-82); this
seems to be the intention for the baance sheet cf. ED 7 87. "....Entities shdl provide sufficient
information to permit reconciliation to the relevant items presented in the balance sheet”.

For the income statement, I1AS 30 810, transposed to ED 7 821, has been reied on by banks and
gmilar financid inditutions to provide an dtendive and, given ther extensve and dmog
excdudve use of financd indruments more gopropriate presentation of the income datement
than that provided for in IAS 1, which was never drawn up with these inditutionsin mind.

ED 7 8B3 would modify IAS 1 884 by ddeting the "second lagt sentence’ i.e "For example, a
bank amends the descriptions to aoply the more specific requirements in IAS 30". This deetion is
not appropriate. If a bank's income Satement is now to be dravn up under 1AS 1, it will be
necessary to define what, for example, "revenue' or "finance costs’ means in a bank and how it is
to be messured as wdl as ether amend IAS 1 or, & lesdt, provide adequate implementation
guidance to IAS 1 for such presentation and measurement. It is, however, preferable to dlow
these inditutions to continue presenting thelr income Satements in accordance with ED 7 821
(ex-1AS 30 810), as thiswould not be mideading.

Puttable ingruments are not dways accountable for a far vaue or a amortised cost; an eample
is given for "account vaues' based on the unit vaues of a pool of assets —see under Question 7 —
Consequential amendments to IFRS 4 (paragraph B10 of Appendix B). As indicaed, this
does not comply with the benchmark requirements of IAS 39 etc. How are these to be classfied
and accounted for? Furthermore, some "dassfications' of puttable indruments actudly differ
depending on redemption prohibitions (IFRIC Draft D8 8BC15). How ae dividends payable on
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the "sub-clasdfications' to be accounted for? Some inditutions have no share cepitd and others
no equity a dl (IAS 32 818, illugraive examples 8 and 7). Wha ae the "vdue bass', i.e
amortised cog or far vdue dtaching to such "units' and the gppropriste dassfications of
ataching income and expenss? These messurement issues require solutions in order to
implement the ED 7 disclosure requirements as awhole.

Futher comment: The acquistion and originding oods corresponding to  the  various
classficaions of financa ingruments, would undoubtedly be hdpful to users of the finencid
satements, as some of these codts are effectively charged to income whilst others are not.
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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
vadue of collaerd pledged as security and other credit enhancements unless impracticable (see
paragraphs 39, 40, BC27 and BC28). Is this proposd appropriate? If not, why not? What, if any,
dternative disclosures would you propose to meet the stated objective?

Answver's

The reguirement is a congderable "enhancement” of 1AS 30 853, goat from its extenson beyond
the previous limitation to Banks and gmilar finendd inditutions. This extendon will no doubt
adso cause problems in determining what congtitutes "collaera and other credit enhancements' in
other indudries However, as obtaning or cdculding the information is not precticdly feesble
(and will therefore be consdered “impracticable’), for mogt intents and purposes none of this
will give rise to much creditable further disclosure.

It is not helpful, nor creditable to the needs of a separae "disclosure’ standard, thet dl references
to "netting’ and "medter netting” arrangements have been diminaed on the trangpogtion of 1AS
32 8§76, 80 & 81 to the "disdosure' requirements of ED 7 839. This leaves IAS 32 850 (i.e
"presentation” in 1AS 32 and, on amendment, referring to "paragrgph 39 of IFRS X" i.e ED 7)
with the sole specific reference to disclosure requirements thereof.

More likdy than not, in the improbable event that dl far vaues for "collaerd and other credit
enhancements’ could be obtained, collaed and cdculated, the discdosure would be mideading.
Firdly, where the far vaue of the collaterd pledged exceeds the carying vaue of the specific
collaerdised asts sy, the entity will not be indemnified this full far vaue but only that part
of it covering the loss guaranteed. Secondly, other tems and conditions ataching to
indemnification, diversdy triggered, will aso meke adding up dl far vadues of such collaterd
and other guarantees together mideading. Thirdly, in dl events far vaue does not indude
transaction codts of sde or trandfer from the guarantor, and in those particular circumstances, as
likdy to goply as not on collection of collaterd, far vdue does not reflect the vaue of ether
block or forced sdles.

It is not dear if the requirements for financid ingruments under ED 7 839 & 40 are for both
pledges (and credit enhancements) given to and pledges (and credit enhancements) given by the
entity. IAS 30 § 53 refers to the assets pledged by the bank as security for its liabilities —as, for
dl etities does IAS 32 8% (b) reduplicated under ED 7 8§15. It is not dear why these identica
requirements have been taken up twice in ED 7 (under 815 & 839). This should be made dear, as
should the presumably different objectives for the (different?) disclosures (see beneath for a
relaed matter). Further, the exising disclosures are for the book vaues of ligbilities and pledged
asets though it is not dear, nor is it dear in the reduplications in ED 7, whether the pledged
asets are for financia assets only. This should be made dear. Whether the “fair vadues' of dl
these assts may be provided is, of course, the object of a number of standards. They would,
however, be necessary to achieve the Stated objective.
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What is the "stated objective'? This should obvioudy be darified and stated in the standard.

Disclosures of the far vadues of collaerd as required by ED 7 would, of course, ental a
measurement bias, with respect to an objective relating to the effects of a loss (cf. BC27), where
the on-book collateralisad assets or liahilities are not themselves Sated at fair vaue.

Nether patid nor vadue-bass biased informaion will, of course achieve this "daed' objective,

and its disdosure might wdl be mideading. Quditative disdosure would mogt likdy be less
mideading.

Rdated matter cf. ED 7 815 and ED 7 §39 commented above

Like problems to those commented on dove dso requiring daification, gem from the

duplication (and different objective?) for collaterd (and credit enhancements?) obtained — ED 7
816 and ED 7 841.
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Question 3— Disclosure of a sengtivity analysis

For an entity that has an exposure to market risk aigng from financid indruments the draft
IFRS proposes to require disclosure of a sengtivity andyss (see paragraphs 43, 44 and BC36-
BC39). Is the proposed disclosure of a sengtivity andyss practicable for dl entities? If not, why
not and what, if any, dternative disclosures of market risk would you propose to meet the Stated
objective of enabling users to evauate the nature and extent of market risk?

Answver's

It is not dear why this quedtion is asked, as the answer seems to be prgudged —BC 36 (b): "a
sengtivity andyds can be disdosed for dl types of maket risk and by dl entities and is
relatively easy to understand and cdculate”

May one beg to differ on dl counts?

In generd terms, a sengtivity andyss obvioudy seems like a "good ided'. However, there are a
number of serious drawbacks and open quedtions rdating to the definition of wha sengtivity is
its meaningfulness, whether the various sengtivity andyses required ae not themsdves
"potentidly mideading’ (cf. BC41), the volume of the disdosures required, the corresponding
auditing difficulties and reguirements accompanying induson in the finandd daements the
confidentidity of some andyses prepared by management for ether internd or regulaory
purposes or for both, the bases on which management assesses risks as opposad to those used for
accounting data and purposes, the incluson (required under European law) of risk disclosure in

the management report.....

Some of these items are addressed in answers to Question 6 — Location of disclosures of risks
arisng from financial ingruments, which should be read in conunction with the replies
hereunder, though obvioudy, for the subdanttive reesons done developed here location should

not be in the financid gatements.

1. Risksare afeaure of busness activities, not just financid ingruments

- In other words, the use of finendd indruments to inves in nonfinancid assats -a
predominant fegture outsde of banks and other Smilar financid inditutions- or the use of
finendd indruments to support non-financdd liddlites —such as aise with insurance
contractss obvioudy means tha ay sendtivity andyss based purdy on  financd
indrumentsisincorrect in principle and most likely mideading in practice.
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2. Market risk is not ameaningful notion in the absence of market or fair vaues

- In other words, where assets and liabilities are not dl a (markedto-modd) market vaue, a
sengtivity andyss of maket risk is meaningless. This is paticularly important in view of
the vaious options or imposshiliies for other then far vdues under IASB dandards
induding banks and insurance entities.

- In paticular, this means tha aty sendtivity andyss requires not only a modd for
"sengtivity” per se, but dso a derivaive modd to rdae the bookkesping "effects’ on fair
vadues back to the accounts. This is paticulaly onerous when the market vadue modd
output has to be recdculated to show the bookkeeping effects of the accounting options
practised or envisaged in the projected circumgtances, i.e. any effects on "profit and loss and,
...equity” —-ED 7 842@). And it is an important source of potentid error and distortion with
a knock-on effect on the cdculation of "sengtivity” - see 3 below.

3. Different categories of risk ae diginguished for convenience of reference market risk,
credit risk, liquidity risk .....

- In other words, these caegories are inadequate descriptors for the forma requirements of
ay moddled "rik" output that they would purportedly disdose It follows that the
ggnificance of any one "type of rik" output would aways be serioudy quesioneble and
mogt likely mideading.

- It is generdly understood that market risks may aise through the occurrence of liquidity
risks on the market. Conversdy, if an entity has illiquid assts this would compound its
market risk. Also, market risks may aise through widening credit spreads. In fact, market
vadues for dl finandd ingruments except reputably government bonds, are affected by
actud or perceived changes in credit qudity. Exchange raes are dso affected by changes in
country default risk. Conversdy, if an entity's own credit standing suffers, this would
compound its market risk. Maket risk obvioudy dso indudes renvestment rik, eg. the
risk that lower yidds will arise on reinvesting repayments of the returns and the prindple of
exiging invesments This risk arises with or without "prepayment risk” which, furthermore,
together with "resdud vadue rik" is independently defined in ED 7 without any other
reference thereto (ED 7 1G43 "suggests' these are "other types of market risk™).

- Let us amply take interest rate risk as further illudraion. Interest rate "rik”, which is ds0
conveniently consdered a "type of maket rik" (i.e a modd output) as wdl as a risk
vaidble (e a modd input), is itsdf comprised of: bads rik, mismach risk, option risk,
yied curve rik... (i.e. respectivdly: soread risk —the risk that interest rate changes do not
affect dmilar indruments equdly, gep risks —the risk of mismaching effects of interest
change on assts compared to lidbiliies and the liquidity mismatch risk in further funding,
advere cash flow timing risk —usudly associaed with the exercise of ealy repayment
options, twig rik — the risk that interest rate changes do not affect the same instruments
equdly for each avalable term, ... ). In terms of the interest rate (i.e. the modd input), and
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in the context of messurements a far vadue, of course, the corresponding injective risk
vaidbles ae basc interest rae, credit risk premium, liquidity risk premium, any other
premium or discount for risks of adverse or favourable variability in expected cash flows

- In other words, the convenient categorisations of risk do not correspond to the formd
requirements of any meaningful sensitivity andyses

= "for each type of maket risk a the reporting date, showing the effect of
reasonably possble changes in the rdevant risk varigble (such as interest rates or
exchange rates) on profit and loss and, when changes in far vaue are recognised
in equity, on equity’ — ED 7 843(a).

- In paticular, sengtivity andyses condructed in this way, as if the risk varigbles were
independent (ED 7 844 actudly indicates that “interest rates and exchange rates typicdly
vay with each othe™!) and as if the modd outputs were uncorrdlated or did not require
corrdation, is highly likdy to be meaningless in economic terms In paticular, any effects
on "profit and loss and, .....equity" which could be cdculated —which dso means moddling
the market vdue modd output to recdculate the bookkeeping effects of accounting options
practised or envisaged in the projected circumstances (see 2 above)- would ether overdate
or underdate "sengtivity" to any "rdevant risk vaiable'. Accordingly, such outputs would
amog cartainly be mideading.

- Further, even if a meaningful modd could be condructed, the outputs would in generd be
hignly and 'nontinearly’ sendtive to “"reasonably possble changes in the rdevant risk
vaidbld' —ED 7 843(a)- whaever this might mean and whatever confidence levd is
supposed to atach to "reasonably possible’; not only for input, but aso for outputs.

- Such moddling and rdaed disdosures would dso require an inordinete volume  of

explanaion and auditing — see dso answers to Question 6 — Location of disclosures of
risksarigng from financial instruments

4. Management risk (sengtivity) assessments are not necessarily accounting based.
- The implications of this have been dealed in the answers to Question 4 — Capital

disclosur es, which dso enlarge on some aspects of the above observations,

Other (rdated) matters

As Quedion 3 does not refer to the rdaed question of "liquidity risks’, these are commented on
under Question 10 — Other comments.

Page 9 of 25



Question 4— Capital disclosures

The draft IFRS proposes disclosure of information that enables usars of an entity’s financid
datements to evaduae the naure and extent of its capitd. This includes a proposed requirement
to didose quditaive information about the entity’s objectives policdes and processes for
managing capitd; quantitative data about what the entity regards as capitd; whether during the
period it complied with any capitd targets st by management and any externdly imposed capitd
requirements, and if it has not complied, the consequences of such non-compliance (see
paragraphs 46-48 and BCA5-BCH4). Is this proposa gppropriate? If not, why not? Should it be
limited to only externdly imposed capitd requirements? What, if any, dtenaive disdosures

would you propose?

Answer's

This proposd is not agopropriate. By any definition, capita is nether an atribute of, nor a
conception limited to, financid indruments, requirements for any disclosures thereto must be of a
generd nature and have no placein ED 7.

What is "cgoitd"? The Framework refers to various concepts, the sdection of which "should be
based on the needs of the usars of its financid Statements’ including the "productive capacity of
the enterprise’. The latter might be of some concern in a group manufacturing and sdling motor
cas the example given in ED7 IG IEL, which in fact reaes entirdy to dividend payments and
debt maintenance, not to capital management, under any concept.

Further, the IASB gandards do not define "capita”. If another concept ¢ capitd, indicated in the
Framework, is "synonymous with the net assets or equity of the enterprise’ then the term Equity
should be used. If not, the teem must be properly defined. Obvioudy Equity, i.e net assets even
of a group manufecturing and <dling motor cars is not made up uniqudy of finencid
indruments.

For Banks, the Basd committee has the question of the definition of cgpitd on its agenda. The
current definition relates to the regulatory capitd of a banking group and does not correspand to
Equity under IASB dandards. This dso reguires deconsolidation of “cgpitd" relaiing to insurance
ubgdiaries, for example.

It is dso noteworthy that some "share capitd” may be conddered as a debt under IASB dandards
(cf. 1AS 32 "puttable instruments') despite any "resdud interex” pertaining. Further, there are
"mezzaning' clasdficaions or  draght-foward  provisons in undelying company  accounts
which may highly digort any rdationship between "cgpitd" and Equity. Other didortions are
differing vauaion bases used for assets lidbilities, hedging, imparments and future losses, as
wdl asrisk evauaion methodology.

For insurance companies, obvious further examples ae the differences that arise between
'disclosed surplus and 'redigtic surplus (as these terms are understood by actuaries), the effects
of new busnes dran, rensurance acocounting, “"shadow accounting, accounting  for
"equdisation and catastrophe provisons', and the messurement of provisons in generd. Apat
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from the manifex and avowed inadequacy of the phase | sandard (IFRS 4), reference to the
DSOP (BC45) seems additiondly ingppropriate, as the Board has dready indicated that it will
not be bound by the previous work on insurance, and has recently found t necessary to set up an
international working group on the subject.

Any "economic' or "management-based” agpproach to "cgpitd" could therefore require a
complete restaement of the financid daements Furthermore, the gpecific activities of
subddiaries require different “"capitd” management. The volume done required for such
disdlosures would be prohibitive in most consolidetions. Furthermore, the information concerned
would often be confidentid and adso require far more expetise "to evauate the entity's capita”
—ED 7 846 then that possessed by most usars Findly, the expert usr would and will il want
to have discussons and didogue with management and see the results of usng other vauation
bases and models to enable them to evauate the entity's capital.

If, BC 46, "rik profiles’ and "unexpectedly adverse events' are the objective, then the reaed
meatters under Question 3 — Disclosure of a sendtivity analysis need to be addressed. If, BC 46,
"the entity's ability to pay dividends' is the objective — as indeed the example given in ED7 1G
IE1 suggess — then this needs to be addressed. For example it is remarkable that the only
resrictions on "reserves' requiring disclosure are the revauation resarves arisng under 1AS 16 -
877(f) and IAS 38 -8124(b). Obvioudy, unredised profits on assets are not necessarily "available
for didribution” and unredised losses may not reduce wha is “"avalable for didribution”.
However, in discussing Performance Reporting: “the Board noted that didributable profits are not
an accounting issue but a legd issue of countries concarned’. The same, or very dmilar, point is
made here in respect to "cgpitd adequacy”, which is not an "accounting issue' and is not based
on the "accounting” principles or data required for the financia Satements.

Interndly “imposad cepitd requirements’ may not ether, of course, be found in the accounts at
dl, which further adds to the difficulties dready mentioned. This is because both the principles
and data for "management objectives’ are not actudly based on those used for accounting. This
ds0 concerns auditing. The quegtion of "noncompliance’, actudly described as "breach” under
BC, is a moot point. This would obvioudy give rise to serious difficulties within entities and
with auditors. It seems obvious that entities not desrous of exposng themsdves to reporting
themsdves in "breech” would therefore st interndly “"desirable' targets, the falure to meet
which would be specified as "not condituting a breach”. This is not particulaly recommendable
— from the point of view of "mord suason” done —cf.BC52 (d). Quite obvioudy, where good
sene and shareholder interest dictate setting targets, i.e. future Strategies and objectives, then this
will form the object of "discusson® (cf.BC48), and performance may be discussed and disclosed
in the information provided by management outside the financid satements.

With respect to reporting breaches of "externdly imposed capitd requirements’, it seems equdly
likdy that regulators will have difficulty confirming "bresches' for discosure purposes to the
entity and auditors for dl the reesons set out in BC52. Furthermore, regulators examine entities
underlying accounts and additiond, copious regulatory returns, teking time wdl beyond thet
required for publishing financdd datements. In addition, ther views ae judgementd and a
"breach” is not the consequence of a Imple 'mahematicd equation’. It is highly unlikey that
regulators would wish to play the role tha the IASB assgns. If, however, a regulaory authority
should notify a "breach” a@ some dage, then this would obvioudy dready require disclosure if the
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effect was likey to be dgnificant. Auditors, as primary expert usars of financid datements, are,
of course, wdl goprised of such matters and pay caeful atention to dgnificant disclosures
required.

Further, if regulaiory "capitd requirements’ ae not required disclosure, “breeches' thereof will
not necessrily be easy to explain. Indeed, the example given in ED7 IG IEL1 dreedy begs a
rlated question as it amply daes "Group A is not subject to an extendly imposed capitd
requirement”.  If it, or presumably its ‘financid' subsdiary as pat of "Group A", were "subject”,
and the fact requires specific disclosure, then most usars of the financid datements would
obvioudy require further information. Nor is it redidic to suppose tha "interndly imposad
capitd requirements’ would not require respecting regulatory requirements.  Indeed, virtudly any
"target” that management sats in both Banks and Insurance companies would indude such
requirements. Clearly then, the Board's decison "not to require disclosure of externdly imposed
capita requirements’ (BC53) is specious.

To condude, disclosng information in the financid daements tha enables usars to evauate the
entity's "capitd” (whatever this might be) is an impossbly onerous task, if not smply an
imposshle task. Such disclosure is a quedion for management reporting —see dso answers to
Question 6— Location of disclosures of risksarising from financial instruments.
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Question 5— Effective date and transtion

The proposed effective date is for periods beginning on or ater 1 January 2007 with earlier
adoption encouraged (see paragraphs 49 and BC62-BC67). Entities adopting IFRSs and the draft
IFRS for the firg time before 1 Januay 2006 would be exempt from providing compardive
disclosures for the draft IFRS in the first year of adoption (see Appendix B, paragrgph B9).

Are the proposed effective date and transtion requirements gppropriate? If not, why not? What
dternative would you propose?

Answers

In the absence of agppropriate clarifications of the proposds and guidance, induding measurement
guidance--see other answers—setting an effective date is premature.

Trandtion requirements and comparaives

Ealy application in 2005 does not require prior year redtatements, sendtivity andyses, capitd
adequecy, etc. Ealy gpplication in 2006 does require dl of these for the prior year (2005).
Application in 2007 requires dl of these for 2006. This is highly progressvey punitive and

ingppropriete.

Of course-cf. BC63 (b)--etities adopting IFRS from 2005 will want to aoply ED 7 for 2005.
The quegtion of whether this conditutes condructive abuse of the socdled gable plaform for
2005 goat, those entities not adopting ED 7 for 2005 will obvioudy have some srious problem
with doing s0, as "mogs of the proposed requirements are rdatively essy to comply with" (sic)—
cf. BC66.

Such an entity might wel gill want to apply ED 7 as early as possble, eg. from the firs quarter
of 2006. But, as we sad, this entity has had a serious problem, such as--cf. BC65(c)--having to
reorganise the whole of the risk management throughout the group in 2005 to provide the
condgency required by an accounting dandard. Whatever, it must be dear tha in no
cdrcumdances can the entity provide the prior year restatements that early application in 2006
would require under ED 7.

Should an entity be punished by having to continue preparing throughout 2006 the less "esder to
prepare’--BC63(a)--disclosures, as wel as the new information for the compaatives to 2007?
Should an ettity be prevented from gpplying the more "rdevant dandard’--BC65 (a)--as soon as
possble? Are the usas of the financdd daements to be deprived throughout 2006 of this
"necessry information’--BC41--, the lack of which might be "potentidly mideading’ ? If “"the
proposed disdosures will be more useful if they are accompanied by comparatives'--BC66--,
does the reduction in usefulness, dtributable to the lack of compardives for 2005, outweigh the
rdevance, the necessty and the otherwise "potentidly mideading” aosence of this information in
2006?
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There ae two principles here 2005 should in no crcumdances of adoption, early or on the
effective dae, require retaements, ec.; and ealy gpplicaion in 2006 cannot be punitivey
encouraged.

Further, with respect to disclosures requiring at date assumptions relating to futurities, such as
sengtivity andyses, capitd adequecy targets, and possibly collaterd effects, what exactly does
prior period restatement entall and mean?
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Question 6— Location of disclosures of risksarising from financial insruments

The disdosure of risks aisng from financid insdruments proposed by the draft IFRS would be
pat of the financdad daements prepared in accordance with International Fnancid Reporting
Sandards (see paragrgph BCAL). Some beieve that disclosures about risks should not be part of
financid datements prepared in accordance with IFRSs rather they should be pat of the
information provided by management outsde the financid daements Do you agree that the
disclosures proposed by the draft IFRS should be pat of the financid datements? If not, why
not?

Answers

The proposad disdosures should not be pat of the financid daements for the subgtantive
reasons given in answersto Question 3 — Disclosur e of a sensitivity analysis.

The datement in BC41 that "IAS 32 previoudy required smilar disclosures to be pat of the
financid datements’ is mideading. Notably, ED 7 8 32 requires enabling users to evaluate the
nature and extent of risks during and as at the end of the reporting period whilgt I1AS 32 852
indicated that the purpose of the disclosure required was to "provide information to enhance
underganding”. This is quite different. For another example, there is no requirement for a series
of sengtivity andyses by type of market risk (ED 7 843-46). The disclosure requirements in IAS
32 867-74 ae lagdy narative and factud. The posshility of providing the effects of a smple
hypothetical change in interest rates is mooted in IAS 32 875. "in some drcumdances', i.e a
least where the reporting entity thought this was feasible and not itsdf mideading.

Management reporting and audit requirements

Whatever the requirements for disdosures in financid dSatements, risks--whether deriving from
financd indruments or not--are required disclosure in the management report for European
entities, whether consolideted or not.  Auditors are required to review these reports and, one may
hope in dl events will note any financid ingrument or other risks which would be required to
complete the financia statements, and not midead their users.

The daement in BC41 that there "is no other mechanism for ensuring that the necessary
informetion is provided, other than induding the disdosures in the finendd Satements' is quite
goat from the prgudicdd use of "necessay”, disngenuous The IASB is examining
"Management Discusson and Andyss' and should complete its work in due course without
creating new and onerous "necessties’ because it has faled to do s0 a this time The same
aoplies to its work on financid ingruments with discretionary participation festures — see d<0
answers to Question 7 — Consequential amendments to IFRS 4 (paragraph B10 of Appendix
B).
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There is of course no reason to bdieve that the risk disclosures, which the Board recognises
anyway as being dependent on each entity's assessment of the relevant economic parameters (cf.
BC38), would be inferior or less comparable under European law. In paticular, for Banks one
would expect agppropriate cognisance of the Basd process induding operationd risk (cf. BCA40).
It is dso noteworthy that the European requirements, like those of Basd, recognise the existence
of gpecific activity risk profiles for entities (banks, insurance companies, etc.) within the group,
while the |ASB recognises only the reporting entity.

Furthermore, nothing stops the Board requiring risk information in the financid Statements where
entities do not (have to) provide it in the management report. This would be far less merous and
much more reasonable whilst permitting the IASB to complete its work properly in due course.

Incomplete and potentidly mideading financid satements and audit requirements.

The datement in BCAL that “finencid gSatements would be incomplete and potentidly mideading
without disdosures aout risks from financid indruments’ is open to question, goat from
begging the quedion for risks not deiving from financdd indruments per se. In those actua
crcumgances in which there might be the need to disclose some specific risk, without which the
finandd datements would be incomplete or mideeding, the implication is that both management
and auditors would ignore the requirements to present atrue and fair view.

On bdance, this is probably a generd risk, whatever disclosures are made. In particular, if those
management andyses performed by management which are otherwise supposed to be disclosed
under ED 7 do not evidence such a specific risk in these circumdatances, then it is not to ke
supposed that ther publication will do so, éther.

Given the unrdiability of the quantitative disclosures sought, it is & leest equdly argueble and in
fact more than probable, that they will be mideading for the substantive reasons dreedy noted. At
this juncture, it must therefore be preferable to retain the exising disclosure requirements of 1AS
32. This will enable management and auditors to concentrate on any mgor risk-rdaed issues and
avoid onerous, voluminous and potentidly meaningless work, cods and disclosures (which
would aso be duplicative with management reporting, a least in Europe see above) in seeking to
comply with requirements that are questiongble.
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Question 7 — Consequential amendmentsto IFRS 4 (paragraph B10 of Appendix B)

Paragrgph B10 of Appendix B proposes amendments to the risk disdosures in IFRS 4 Insurance
Contracts to meke them conggent with the requirements proposed in the draft IFRS. The
requirements in IFRS 4 were based on disclosure requirements in 1AS 32 that would be amended
by the draft IFRS. The Board's reasons for proposng these amendments are st out in paragraphs
BC57-BC61. Do you agree that the risk disclosures in IFRS 4 should be amended to make them
conggent with the requirements proposed in the draft IFRS? If not, why not and wha
amendments would you make pending the outcome of phase |1 of the Board' s Insurance project?

The proposds for amending IFRS 4 are ingppropriate for dl of the reasons st out in BC59 a the
leest. The proposds made effectivdly extend the implementation requirements for insurers, who
will obvioudy have to take them into congderation for 2006 a the latest, even if they could in
theory defer the applications to 1% January 2007 thereby incurring restatement recuirements. See
adso obsarvaions on trangtion requirements and comparaives given under Question 5 —
Effective date and trangtion.

The proposads require extensve further review of exising accounting sysems, data bases and
rik management for the "disclosure® requirements, which in fact entals a great ded of
measurement. There are no agreed bases and modds for such measurements, for both insurance
contracts and contracts with discretionary participation festures. Furthermore, there are no sable
bases for measuring impacts on income and equity, given the IFRS 4 requirements for the
continuance of insurers current accounting models, as may be patidly adgpted from time to time
under exemptions to IAS 8. The proposds conditute a condructive, subgtantid and further
“interim®  modification of insurers implementation requirements, and run  counter to the
commitments made to avoid potentidly onerous and temporay sysem cods for insurers, as well
as to the consensus that requirements for insurers, whose activity is predominantly related to risk,
are not to be further dedt with on a piecemed bass but must be properly researched, understood
and measured (Phase 11).

In addition, as for "financid instruments'-see obsarvations made in answers to Question 3 —
Disclosure of a sendtivity analysis--the risk disdosures gopear to be bassd on continuing
misunderstandings of the possbiliies of messuring divers financid risks, dter separating out
discretionary  paticipation features, discretdy, as wdl as insurance risks separately; of the
posshiliies of separating out interactive risk-factors and of the messurements required by "unit
of account”, including "contract-books' and “paticpating assts' involving naturd “"hedging’, as
wel as the devdopment of messurement modds to diminate "mismatching’. Implementing the
proposed measures requires extensve guidance, the more paticularly as there is no "market" for
these contracts.

This is equdly true for contracts with discretionary participation features, despite the fact that
they depend not only on the bases of lidoility messurements used but equdly on asset
measurements. In paticular, ED 7 829 (b) implicitly assumes that such features may be separaed
out in finendd indruments, presumably leaving the so-cdled "guaranteed dement” to be
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meesured as a financid liability. This goes far beyond the requirements of IFRS 4 itdf: 835(b)
and its introduction of 891A into IAS 32, which ED 7 proposes to cancd. Even for disdlosure
purposes, 891A clearly does not require the separation of the discretionary participation festure,
asthisisin fact not posshble.

Not only "market risks' but dso "liquidity risks' (an import from IAS 30 for Banks) for both
these contract "types', much "enhanced®, are brought into the disclosure reguirements of IFRS 4
by ED 7. It is, however, not a dl cear wha these risks are or how they may be evauated for
such contracts, and the more S0 in view of the impodtion of a "depogdt floor" (which is even for
Banks, the subject of much dispute with respect to risk and hedging). See dso observations on
Maturity andyss and Liquidity risks under Question 10 — Other comments.

As a smple example, a very basc product for insurers, which may be an insurance contract or
not, depending on the accessory guarantees, is that denominated in the unit values of a pool of
assets — the "account vaue'. This liadlity messurement, for a financid indrument, may
apparently be regarded by insurers as "dther the far vaue or the amortised cos” (IFRS 4 1G
Example 2.15), as the Board has not been able to determine how the basic concepts of 1AS 39
aoply. The conceptud difficulty is ever greater for contracts commonly catering to policyholders
invetment preferences and enabling underlying asst backing to be redigributed on an ongoing
bass beween such pools and other fund investments involving contrectud rights induding
discretionary paticipation festures. In the light of this specific falure, of which the need of phase
| for insurers accounting is a generd demondration, how ae the much "enhanced" reguirements
in ED 7 —basad on the unjudified hypothess that the recognition and measurement principles of
IAS 39 itdf pertan — to be goplied? For example, how is *Effective interest” to be cdculated, let
done disdosed-ED 7 821(c)--and how is the sengtivity of the ligbility a& "amortised cost” to be
caculated? If "regarded as far vaue', what is the benchmark interest rate™~-ED 7 §11--and how
isthe"credit risk" to be caculated?

Taking "credit risk” done IAS 32 AG4A0 hes not been amply "ddeted’ from this gpplication
guidance (ED 7 8B2), but actudly incorporated into the enhanced "Disclosure sandard” (ED 7
812) — with the notable removd, after "benchmark interest rate’, of the explanaiory term, “(eg.
LIBOR)". This paragrgph, which is in dl events a measurement requirement, obvioudy rdates to
the issue of a "dasscd" finendd indrument with an obsavable "market price’ ad was
concelved in that context. Insurance companies do not issue such ingruments to policyholders,
the deletion of "(eg. LIBOR)" is mideading, the teem "benchmark interest rate" now requires
definition, and the measurement and consequentia gpplication of such raes for ingruments with
no "observed market price’ require adgpted, and no doubt extensve goplication guidance —
particularly for dl contracts issued by insurers.

The difficulties encountered and ongoing research required by the Board in ill seeking to
provide a practicable and economicaly based modd for insurers accounting should be sufficient
evidence that modds for evdudions of multivariate risks and their sengtivities of which the
accounting modd would Imply represent the "mogt probable outcome’, is a somewhat larger
undertaking. It can only be recommend that the Board indude these requirements, which are
measurement requirements, in their ongoing research and as a topic for the working group set up
on the 219 September 2004 and, & this stage, neither prdudice nor destabilise the dready
onerous and digparate requirements of IFRS 4 —unlessit can smplify them.
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Related matter : evaluation of insurance contract cash flows

The risk disclosures commented on above rdae principdly to the measuremerts required “as if"
ED 7 832-45 could gpoply to insurance contrects (and financid indruments with a discretionary
participation feature) — in accordance with the proposed revison st out in ED 7 8B10 to IFRS 4
839(c) and for financid indruments with a discretionary participation festure, directly in
accordance with ED 7 832-45. They dso goply to the impossble requirement for sengtivity
andlyses for insurance contracts, in accordance with the proposed revison st out in ED 7 8B10
to IFRS4 839 (b).

The paticular relaed meatter dedt with here is the ED 7 8B10 revison to IFRS 4 838,
compliance with which is the object of dl the revidons to the supporting IFRS 839 and its

Subparagraphs.

Amount, timing and uncertainty of cash Nature and extent of risk arising from
flows financial instruments
(ED 7 revisions to IFRS 4) (ED 7)

Paragraphs 38 and 39 are amended as follows:

38 An insurer shall disclose information that kekps | 32 An entity shall disclose information that enables
enables users of _its financial statements tg | users of its financial statements to evaluate the
gaderstand gvaluate the amount, timing and | nature and extent of risks arising from financial
uncertainty of future cash flows from insurance | instruments to which the entity was exposed during
contracts. the period and at the reporting date.

Whilg the dréfting in the proposed revisons to IFRS 4 is remarkably consgent with that in ED
7, the quegtion of whether usars can be enabled to evaluate the "amount, timing and uncertainty
of future cash flows' is subgantidly different from that reating to the "naure and extent of
rsks'.

Surdy, it must be obvious that the volumes of data required, some of it extending over twenty or
more years, some of it by books of contracts for amilar risks some of it by risk for books of
contracts, dl of it assorted with probabilities reating to expected loss frequencies and severities,
associated reinsurance mitigations, risk margin  factors, new busness drans (which dso have
effects on asset-lisbility management, eg. disnvesment projections), ard 0 on ad 0 forth,
could not possbly be disdosd in the finandd datements And in any event, dl this could only
be "evduaed' by an expet user such as an actuary and, even then, not without condderable
difficulty and contact with the insurer.

Furthermore, as dready recadled above and esewhere (see dso obsarvations under Question 10 —
Other comments. Maturity analyss and Liquidity risks), there is no established basis for this
informetion or its use in moddling insurance ligbllities with or without discretionary
participation features.
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Question 8 — Implementation Guidance

The draft Implementation Guidance accompanying the draft IFRS suggess possble ways to
aoply the rik disdosure requirements in paragraphs 32-45 (see paragraphs BC19, BC20 and
BC42-BC44).

Isthe Implementation Guidance sufficient? If not, what additiona guidance would you propose?

Answver's

The risk disclosure requirements have been extendgvely commented on in the answers to the
goecific quetions raised and dso under Question 10 — Other comments. The disclosures
required have been oconddered ingppropriate, impracticable and, on the whole mideading.
Further comment, under Question 10 for example, suggess feasble disclosures, not proposad in
ED 7 and rdaing to some highly informative aspects of the effect of risk on the financd
datements, possbly (to be) regaded as necessay by the FASB (findisation of its own)
proposdls.

As the foregoing suggeds, the Implementation Guidance can only be regarded as insufficient.
Further, in the absence of gppropriate darifications of the proposas, which dso require the
devdlopment of dear principles and methods of messurement, as well as the atention of the

IASB working groups, it is not feesble to propose the consequent changes required to the
Implementation Guidance.
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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 Statement of Financid Accounting Standards Fair Value Measurements
which is open for public comment a the same time as this Exposure Draft, proposes guidance on
how to messure far vdue tha would apply broadly to financid and nonfinancid assats and
ligbilities that are messured a far vaue in accordance with other FASB pronouncements. That
Exposure Draft proposes disclosure of information aout the use of far vaue in measuring assets
and ligbilities asfollows

(@ Forasstsand liailities that are remeasured at fair vaue on arecurring (or ongoing) basis
during the period (for example, trading securities)

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

(i)  how those far vdue amounts were determined (whether based on quoted pricesin active
markets or on the results of other vauation techniques, indicating the extent to which
market inputs were used), and

(iii)  theeffect of the remeasurements on earnings for the period (unrealised gains or losses)
relating to those assets and liabilities il held a the reporting dete.

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

() the reason for remeasurements,

(i) the fair vadue amounts,

(i)  how thosefair vaue amounts were determined (whether based on quoted pricesin active
markets or on the results of ather vauation techniques, indicating the extent to which
market inputs were used), and

(iv)  theeffect of the remeasurements on earnings for the period relaing to those assets and
lidhilities il held a the reporting dete.

Diclosures smilar 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 smilar to (g)(iii) are proposed in
paragraph 21(a).
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Do you agree that the requirements in the draft IFRS provide adequate disclosure of far vaue
compared with those proposed in the FASB’'s Exposure Draft? If not, why not, and wha changes
to the draft IFRS would you propose?

Answvers

ED 7 does not require disclosures enabling users of financiad statements to appreciate the effects
on profit and loss, and equity where concerned, of the uses made of fair vdue— as suggested by
the proposed FASB disclosuresindicated.

In particular, as far vaues are based on the net present values of expected future cash flows, the
income (and equity) effects expected in any future period are as cdculable as the far vadue a the
beginning of the period, eg. the previous year-end for the current year's income (and equity
movement) being reported on in the finandad dSatements In order for users of the financd
datements to gppreciate the uses of far vaue, disclosures of these effects and their comparison
with the actud movements in income (and equity) are required, highly informative, and dso a
mater of record. This is paticulaly important as the drawbacks reding to hypotheticd
"sengtivity andyses' do not goply- see obsarvations on this subject under Question 3 —
Disclosure of a sendtivity analyss. Incidentdly, it is worth noting that actuaries caculaing
insurance liabilities on a prospective bass are generdly required to andyse differences (cf.
effects on income and equity) tha have actudly aisen, under various andyticad but apposte
'headings, over agiven period.

A smple exanple to illudrate the necessyry disdosure as consequently envissged, say, for
trading securities-cf. item (8) in the question—may beilludrated asfollows:

Exaple
1. Period being reported on in the financid datements. year N. Holdings of trade securities a
year-end N-1. far vaue (market) of 10,000 MU. Market rate for year N : 4%; i.e. expected
effect on incomefor year N: 400 MU
2. Income recorded in year N is based on the following facts

- Dividends receved for 300 MU and immediate post-div. sde of 50% of the holding on
30/6/N for 3,000 MU
- Regdud (i.e. 50% remaining) holdings at fair vaue (market) of 7,000 MU on 31/12/N

Disclosures under ED 7:

As hdf the holdings were sold hdf way through the yeer, the appropriate return may be thought
to be threequaters of 4%, i.e 3% or 300 MU, equdling the dividend. This may be recorded

separady from net gains or losses under ED 7 821(b).
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The firg 50% of the holdings sold shows a book loss of 2000 MU (i.e 3,000 less hdf of 10,000).
The remaining 50% records a gain of 2000 MU (i.e 7,000 less ‘the other' hdf of 10,000). The net
gain or loss recorded under ED 7 821(a) will be zero.

Quite obvioudy, the disdosure required by ED 7 is inedequate for, if not actudly mideading to,
users of the financid daements, both for undergtanding the financad <Statements being reported
on, and for evduaing "the nature and extent of risks ....exposed during the period and a the
reporting date’--ED 7 1(a). Indeed, there is an undistlosed key source of sgnificant risk likely to
cause "a materid adjugment to the carying amounts of assets and ligbilities within the next
finencd yea" HAS 1 IN3(e). For example if the same—presumably naturd-voldility in the
far vdue modd repeets identicdly in the hdf-year N+1, and the company then sdls the same
number of securities, a loss of 2,000 MU will occur. This voldility, as it has occurred, is a matter
of record and should be disclosed in the notes accompanying the financid datements. In generd,
informetion should be provided explaning the variances noted, under gppropriste 'headings by
type of vaiance, and thee explandions should indicate whether such variances are reasonably
atributable to the far vadue modd employed and would be likely to reoccur, or whether they are
at least partidly tributable to other, "unnaturd™ factors.

There is, of course, as much judification for incduding far vaues based on obsarvable market
prices, as those based on other models, as the FASB miakes clear.

ED 7 831 (@ provides a darting point for the appropriate ‘headings required for this disclosure,
As the aove example shows, ED 7 831 (¢) and (d) are mideading. It is neither because far
vaues are basad on a vdudion technique nor because of changes in a vaduaion assumption that
there ae not sgnificant "changes in far vaues', and ongoing implications intrinsc to this
measurement method. Clearly, it is paticulaly these effects on income (and equity), as they
gengdly aise, whether or not assumptions have been changed, which should be disdosed to
users of the financia statements.
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Question 10 — Other comments

Do you have any other comments on the draft IFRS, Implementation Guidance and Illudrative
Examples?

Answvers

Some "other comments’ have been induded in answes to the quedions if the problem is
conddered directly related, for example on collatera for ED 7 815 and 841 see under Question 2
— Disclosure of the fair value of collateral and other credit enhancements.

Maturity analysgsand Liquidity risks

It is generdly undergood that liquidity risk is the risk that insufficdent cash will be avalable from
other asts or liabilities to meat cash requirements Liquidity risk obvioudy indudes the risk,
dropped from the definition in ED 7, that may "result from an ingbility to sl a finendd-sic asset
quickly a dose to its far vaue' — IAS 32 852(c). An entity incurs liquidity risk when its credit
rating fals and as a result of market risk in markets on which it depends and of credit risk in
market places in, or entities with, which it deds. For further comments on risk interdependence
and related factors see answers to Question 3 — Disclosure of a sensitivity analysis.

"The rik that an entity will encounter difficulty in meeting commitments associaed with
finendd lidblities’--the "new" definition of liquidity risk in ED T7--is therefore mideading.
Obvioudy, this mugt indude risks due to difficulties in meeting such commitments because of an
inability to liquidate assets or obtain replacement funding.

Liquidity, unlike other "risk factor" effects on "profit and loss and, ....equity", is of course
independent of bookkeegping rules. The cash is dther avalable or it is not. The bookkegping rules
merdy dlow the effects of liquidity on the various lines of the baance sheet to be cdculated if
they are to be diglayed a book vaues IAS 1 requires what is effectively a 'maturity schedule in
requiring disclosure of baance sheet amounts that are expected to be recovered or setled within
or beyond tweve months (IAS 1 852). Banks and other financid inditutions are reguired to
present an explict maturity schedule for al baance sheet items (IAS 30 830). The later
requirement has been reduced to presenting a maturity schedule for ligbilities under financid
ingruments. Thisis as mideading, and for the same reasons, asthe "new" definition.

IAS 1 852 refers to al assets and ligbilities (not just financid). This is gppropriate for the reasons
dready indicated in the answersto Question 3 — Disclosur e of a sengitivity analyss.

Furthermore 1AS 1 852 refers to the expected recovery or settlement of assets and liabilities. This
is gopropriate. IAS 30 and ED 7 refer to contractud maturity dates. This is conflicting and
ingopropriate in prindple  The same applies to the bookkesping rule rdding to financd
lidbilities thet an entity can be required to repay on demand (cf. ED 7 IG25). This dso conflicts
with reasonably expectable cash-flows, which ae dso dependent on risk vaidbles, some of
which might act to the advantage of exising "depostors' or "policyholders' (this is a somewhat
different point to the rules-based problems arisng from "macrahedging”).
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As with sengtivity andyses for maket risks, a liquidity risk andyss does, of course require
udng "far-vaues' appropriatdy. These ae however, required to be cdculated for disclosure
purposes. It is to be hoped that phase Il on insurance contracts and financid instruments with a
discretionary  participaion fegture will soon shed some light on the laiter, but ED 7 dready
wrongly assumes that insurers can evduae future cash flows to caculate ligbilities arisng under
these contracts (cf. IFRS 4 816 or 8§17). The problem with the assumption is not knowing what
comprises the ligbility and how it should be cdculated (cf. Shadow Accounting IFRS 4 830 and
IFRS 4 BC101) — see dso answers to Question 7 — Consequential amendments to IFRS 4
(paragraph B10 of Appendix B).

The further advantages of disdlosng liquidity on the bads of a maturity schedule is that the users
of financid datements will readily underdand this use of the bdance shest and that it
corresponds to the IASB conceptud principle of equity expressed as the difference between
asts and liadilities (in fine there is no difference between movements in retained earnings and in

equity).

Liquidity risk aso captures the effects of dl rik variables, unlike senstivity andyses Work on
this quedion should be in the remit of the working groups set up by the IASB and should give
rise to a conceptudly consstent revison of IAS 1.

Pending the results of this work, for the reasons given above, further objections to ED 7 have
been raised:

. The"new" définition of liquidity risk is mideeding.
- Requiring amaturity schedule of financid ligbilities doneis mideading.

- Holding that finendd indruments done delemine liquidity risk is unfounded and
mideading.

- A requirement based on contractud maturity datesis mideading and inappropriate.
- These requirements conflict with the requirement under IAS 1.
- The dipulations for the maturity daing of financid lidbilities repayable on demand ae

equaly mideading, ingppropriate and conflicting. This is dways the case. A spedific cae is
when it isto the advantage of "depogitors’ or "palicyholders' not to demand repayment.

These objections complement those raised in answers to the preceding questions and further
support the conclusion reached in the covering letter.
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