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Dear Madam,

ED 7 FINANCIAL INSTRUMENTS: DISCLOSURES

Within companies the Treasurer is normally the manager reponsble for transactionsin
financia instruments. Accordingly the Association of Corporate Treasurers (ACT) is pleased
to be able to provide comments on ED 7, and the proposed changes to financid instrument
disclosures. Please note, the ACT usudly comments from the corporate and not the financid
services sector standpoint.

General

In recent years the subject of accounting for financid insruments has received a great ded of
coverage and public debate. This has been beneficid, to the extent that this has led to greater
disclosures and recognition of therisks, and the vauations, of financid instruments that

might otherwise have remained invisible. ED7 is proposing to extend the disclosures both
qualitative and quantitative, but we would question whether there has been any very
widespread view that the current level of disclosure isinadequate. Extrainformation is
potentidly ussful but we question whether it is drictly essentid in this case.

In reviewing the proposdsin ED 7 item by item it is difficult to object in principle to any one
extra requirement, (dthough we do highlight some points of detall below). However taken as
awhole they do add up to asgnificant extraamount of information, which will be
burdensome on preparers and may even serve to muddie and confuse the users of the
accounts as to what are the redlly important facts. Focusing on provison of data and andyss
for financid items at the expense of atention to underlying businessitemsis atrap for

finance personsto guard againg. If al the proposasin ED 7 are adopted we are in danger of
giving excessive prominence to the risks from financia instruments and perhaps deflecting
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attention from the more important performance and risk factorsin the main business of the
reporting entity.

Disclosures on risks and sengtivities come close to turning into a forward looking statement.
Certainly the quditative disclosures on risks from financid instruments and the policieson
capita would fit better in agenera commentary format. This could be akin to the OFR
(Operding and Financid Review) in the UK or the MD&A (Management Discussion and
Andyss) inthe USA. Accordingly we believe the IASB should defer consideration of the
proposasin ED 7 until such time asit is addressing the wider subject of a standard or
guidance for an MD&A. We aso have particular specific concerns as regards sengtivities—
see below.

Responses to specific questions

Question 1 — Disclosuresrelating to the significance of financial instruments

to financial position and performance

The draft IFRS incorporates disclosures at present contained in I1AS 32 Financial
Instruments: Disclosure and Presentation so that al disclosures about financia
instruments are located in one Standard. It also proposes to add the following disclosure
requirements.

(@ financid assets and financid liabilities by dassfication (see paragraphs 10 and BC13).
(b) information about any alowance account (see paragraphs 17 and BC14).

(¢) income statement amounts by classification (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 aternative disclosures

would you propose?

Answer 1

(8 ED 7 proposes that the disclosures about financiad instruments are broken down between
the various categories of financid ingrumentsused in IAS 39. Thisis an extra breakdown,
but seems reasonable, taken alone.

(b) The use of alowance accountsis of more relevance to banks rather than other corporates.
Nonethel ess the proposas seem reasonable, taken aone.

(¢) The sections mentioned repesat existing requirements but using the same breakdown of
cassficationsasin (a) above. We find this acceptableif (a) is adopted.

(d) Thedisclosure of feesis of more relevance to banks and other financia services industry
companies, rather than general corporates. Nonetheless the proposals seem reasonabl e, taken
aone.

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
far vaue of collaterd pledged as security and other credit enhancements unless
impracticable (see paragraphs 39, 40, BC27 and BC28).

Isthis proposal gppropriate? If not, why not? What, if any, dternative disclosures

would you propose to meet the stated objective?



Answer 2

Much of theinformation to be disclosed in relation to credit risk isaimed at banks and the
financial servicesindustry, rather than general corporates. What may be appropriate for a
bank could well be excessive and unnecessary for agenera corporate. For example para 40
(8 requires an aged analysis of financid assetsthat are past their contractua due date. A
corporate may have standard payment terms of 30 days with its trade debtors, yet many pay
later than this and nominal terms are often not the red terms. Isit essentia that areader of
the accounts has an aged analysis? It should be sufficient that the company and its auditors
have given proper consderation to provisions for bad and doubtful debts.

The meteridity overridein IAS 1 may be helpful in caseslikethis, asisthe discretion
provided in para8. Para 8 gives an entity the ability to decide how much detail it provides,
but presumably this does not extend to deciding to give no detall. In this context further
guidance on materidity, detail and relevance would be helpful to most non-financid
corporates.

Question 3 — Disclosure of a senditivity analysis

For an entity that has an exposure to market risk arisng from financid insruments, the draft
IFRS proposes to require disclosure of a sengitivity anays's (see paragraphs 43, 44 and
BC36-BC39).

Isthe proposed disclosure of a sendtivity analyss practicable for dl entities?

If not, why not and what, if any, aternative disclosures of market risk would you propose to
meet the stated objective of enabling users to evaluate the nature and extent of market risk?

Answer 3

We are concerned that the sengitivity andysis replaces the disclosures that were in IAS
32.67-75.

Disclosure of the sengttivity of financid instruments to market risk is potentialy useful to

users of the accounts. However, it isour view that it is better to give information on the raw
data, rather than aworked sengtivity analysis which could be calculated off arbitrary changes
intherisk variables. For example, we believe the existing IAS 32 interest rate risk
information such as amounts of fixed rate financid assets and ligbilities, and maturities

should beretained. Because the various assets and liabilities will be of different maturities,
the time frame of any sengtivity analyssisamgor factor. It is better to give theraw
exposures (as modified by derivatives) and adlow anyone anaysing the company to model
their own risk scenarios.

It is very unwise to seek to understand sengitivity to financid price risk (interest rates,
exchange rates and commodity price risk generdly) in relation to one aspect rather than asa
whole. Commodity prices are not independent of exchange and interest rates, for example.
Traditiondly the focus in the financia accountsis on reporting what has happened and where
the company is a right now, with a management discussion of the future outlook — induding
known and unknown unknowns. Sengtivity analyssisaform of assessment asto the future
and, if gppropriate at dl, would St better in the context of an OFR or MD& A statement
where suitable explanations could be added, if need be.



Question 4 — Capital disclosures

The draft IFRS proposes disclosure of information that enables users of an entity’ sfinancid
satements to eva uate the nature and extent of its capitd. Thisincludes a proposed
requirement to disclose quditative information about the entity’ s objectives, policies and
processes for managing capitd; quantitative data about what the entity regards as capitd;
whether during the period it complied with any capita targets set by management and any
externdly imposed capita requirements; and if it has not complied, the consequences of such
non-compliance (see paragraphs 46-48 and BC45-BC54).

Isthis proposd gppropriate? If not, why not? Should it be limited to only externdly imposed
capita requirements? What, if any, dternative disclosures would you propose?

Answer 4

Paras 46 to 48 are entirely new. One reason given for introducing these rulesis“The level of
an entity’ s cgpitdl and how it manages capitd is an important factor in assessng the risk
profile of an entity and its ability to withstand adverse events.” Asin question 3 above we
accept that this information is potentidly useful but maintain thet this sort of narrative would
be far better considered as part of an overdl risk commentary in an OFR statement or
equivaen.

We accept that the management of afirm’s capitd is afundamental respongibility of
management so that information on polices (para47 () isagood ideaasis disclosure of any
externdly imposed capital requirements. However paras 47 (b) to (€) go on to cover
internally set capitd targets. We consider that compulsory disclosure of such informetion,
which may be commercidly sengtive, is not gopropriate, and in any case management of
capita targets will be just one of many financid targets that management consder — and the
priority given to these various targets will vary fromtimeto time. Many of these targets will
be interdependent, so looking at capita in isolation could be mideading. We further believe
that requiring information to be “based on the information provided interndly to the entity’s
key management personal” is not a good yardstick by which to set standards.

Question 5 — Effective date and transition

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 firgt 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 dternative would you propose?

Answer 5

We appreciate that the start date proposed is set a good way into the future which should
provide time for awider public airing of the overal ams and benefits of this standard.
However as explained earlier the ACT fed s that the standard as awhole should be deferred
and taken as part of awider congderation of an OFR /MD&A style of risk commentary.



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

ingruments

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

Do you agree that the disclosures proposed by the draft IFRS should be part of

the financid statements? If not, why not?

Answer 6

Asdready stated we strongly believe that the sorts of disclosures proposed should form part
of the information provided by management outsde the financia statements. However since
the IASB has no mechanism a present to require additiona materid outside the financia
datements, the idea that information be included in the accompanying materia and be cross
referenced from the financial statements, would be a good solution.

Question 7 — Consequential amendmentsto IFRS 4

(paragraph B10 of Appendix B)

Paragraph B10 of Appendix B proposes amendmentsto the risk disclosuresin IFRS 4

I nsurance Contracts to make them consistent with the requirements proposed in the draft
IFRS. The requirements in IFRS 4 were based on disclosure requirementsin 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 cons stent
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?

Answer 7

No comments

Question 8 — Implementation Guidance

The draft Implementation Guidance accompanying the draft IFRS suggests possible ways to
apply therisk disclosure requirementsin paragraphs 32-45 (see paragraphs BC19, C20 and
BC42-BC44).

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

Answer 8

The guidance appears generdly helpful. We have no suggestions for additiona guidance
other that that already mentioned (see answer 2) in the context of para 8 and the discretion
over what level of detall to provide.



Question 9 — Differences from the Exposur e Draft of Proposed Statement of
Financial Accounting StandardsFair Value Measurements published by the

US Financial Accounting Standar ds Board (FASB).

The FASB’ s Proposed Statement of Financia Accounting Standards Fair Value
Measurements, which is open for public comment at the same time as this Exposure Draft,
proposes guidance on how to measure fair vaue that would apply broadly to financid and
non-financid 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 vaue in measuring assets and liabilities asfollows

(a) For assats and liabilities that are remeasured at fair vaue on arecurring (or ongoing) basis
during the period (for example, trading securities)
(i) thefair value amounts at the end of the period, in totd and as a percentage of tota
assts and lidbilities,
(ii) how those fair value 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) the effect of the remeasurements on earnings for the period (unredised gains or
losses) relating to those assets and liahilities still held at the reporting date.
(b) For assets and liabilities that are remeasured at fair value on anon-recurring (or periodic)
basis during the period (for example, impaired assets), a description of
(i) the reason for remeasurements,
(i) the fair vdue amounts,
(iif) how those fair value amounts were determined (whether based on quoted pricesin
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 lidbilities ill held a the reporting date.
Disclosures smilar to ()(ii) above are proposed in paragraph 31 of the draft IFRS (and are
currently required by paragraph 92 of 1AS 32) and disclosures smilar to (a)(iii) are proposed
in paragraph 21(a).
Do you agree that the requirements in the draft IFRS provide adequate disclosure
of fair vaue compared with those proposed in the FASB'’ s Exposure Draft? If not,
why not, and what changesto the draft IFRS would you propose?

Answer 9

We agree that the requirements of the ED are adequate as compared to the FASB proposals.

Question 10 — Other comments

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

Answer 10

Para30 (d) Fair vaues Wherefar vaueis not disclosed because it can not be measured
religbly, information about the market for the instrument must be provided. Thisisthe same
asinlAS 32. However in addition information is needed on whether and how the entity



intends to digpose of the financid ingruments. This requirement gppears an excessive leve
of detall.

Conversaly 1AS 32 para 90 previously required, if possble, arange of estimates within which
thefar vaueishighly likely to lie, and this has been removed. We bdieve it would be better
to retain this, S0 asto provide an indication of the rdiability of the information.

Para 35 States,

“ Quantitative disclosures.For each risk arising from financid insruments, an entity shall
disclose:

(8 summary quantitative data about the extent to which it is exposed to thet risk as at the
reporting date. This disclosure shall be based on the information provided interndly to the
entity’ s key management personnd (as defined in IAS 24 Related Party Disclosures (as
revised in 2003)), for example the entity’ s board of directors and chief executive officer.”

Basing the requirements on “information provided to management” is not an objective
benchmark with which to set sandards. This paragraph is unnecessary given that paragraph 8
dready provides adiscretion asto the leve of detall and the form in which the information is

displayed.

Paras 36: Extra disclosures are being required if the data provided at the reporting date is
unrepresentative of the entity’ s exposure to risk during the period. Thisis anew requirement
and while apparently reasonable is not confined to making a quditative statement but seems
to require a quantitetive additiona data. Repesting the point made in the generd section
earlier it gppearsthat excessve importance is being dlocated to these disclosures. By
comparison if the period end balance sheet is not representative of the balance sheet during
the year there is no obligation to restae it, so why single out the financid risk disclosures for
special treatment? That the balance sheet asawhole isNot typica throughout the year, and
how it normally changes, should be dedlt with in the OFR or MD&A.  Singling out one sub-
topic is potentialy mideading.

Para37: Thisisanew reguirement so thet if an entity uses severd risk management
methodol ogies disclosures should be based on the most relevant and reliable. Wefully

support this type of approach.

We note that IAS 32 paras 1 to 50 remain unchanged. Nonetheless we would like to take this
opportunity to reopen consideration of para42 of IAS 32 regarding the conditions under
which an entity can offset an asset and liability and show the net. To be able to offset there
must be (a) alegd right of set off and (b) an intent to settle on anet basis. An entity may

have afull right of set off as a credit protection, (on two substantialy equal and opposite
interest rate swaps for example) but for settlement convenience the cash flows are expected to
occur normaly over the remaining life of the contractsi.e. gross. 1t would be hdpful if in

such a case the entity could gtill net off the pogition.  Over timeif net settlement becomes
customary thiswill beless of aproblem — but tax and other authorities often prefer to see
gross payments and the facility should be retained without accounting disadvantage.

The ACT makes its comments from the perspective of non financia-services companies.
However in this example of set off we understand that the ability to offset isimportant for
banks in the caculation of regulatory capital required. The Smple example hereisthe right
to set off positive and negative balances on bank accounts, where legd right of set off exigts,
but where there is no intention to settle net since in the ordinary course of business the bank
ba ances will just continuein exisence.



These comments are on the record and may be freely quoted and made available for public
inspection

We hope these responses are helpful for your deliberations and if you need any further
information or clarifications please contact any of the people listed below.

Y ours fathfully,

Martin O’ Donovan
Technica Officer
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The Association of Corporate Treasurers

The Association of Corporate Treasurers was formed in 1979 to encourage and promote the
study and practice of corporate finance and treasury management and to educate those
involved in thefied. Today, it is an organisation of professionasin corporate finance, risk
and cash management operating internationaly. A professona body and not atrade
association, it has over 3,300 Fellows, Members and Associate Members. With more than
1,200 students in more than 40 countries, its education and examination syllabuses are
recognised as the globa standard setters for treasury education. Members of the Association
work in many fields. The mgority of Fellowswork in large UK public companies,
responsble for the treasury and corporate finance functions.

Contacts:

Richard Raeburn, Chief Executive The Association of Cmporaéil;ﬁaj%ri:

(020 7213 0734; rraeburn@treasurers.co.uk) 10/12 Little Trinity Lane
London EC4V 2DJ

John Grout, Technical Director
(020 7213 0712; jgrout@treasurers.co.uk ) Telephone: 020 7213 0728

Fax: 020 7248 2591

Martin O’ Donovan, Technical Officer Website: http://www.treasurers.org

(020 7213 0715; modonovan@treasurers.co.uk)
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