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GROUP DEVELOPMENT AND FINANCE

3, rue Louisle Grand
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CL 51
Paris, 22 October 2004
Sir David Tweedie
Internationa Accounting Standards Board
30 Cannon Street

London EC4M 6XH
United Kingdom

Re: Exposure Draft ED 7 *Financid Instruments:. Disclosures

Dear Srr David,

We are pleased to provide our comments on the above exposure draft which reflect joint
deliberation between oursalves and Société Genérde.

We support the issuance of a new Standard that contains dl disclosure requirements in relation
to financid ingtruments of any entity.

We noted that many risks disclosures required by the ED are smilar to the ones required for
banks by Fillar 111 of the Basdl Accord.

However, we are concerned that as far as risks are concerned the ED cdls for additiona
information which is not required in Rllar 1l (eg. far vaue of collaerd received, past due
loans...).

Additiondly, we note that the Basd Accord is only agpplicable for year end 2007 financia
gatements — implementation requires indeed for banks further IT developments - whereas the
proposed effective date of the ED is for periods beginning on or after 1 January 2007 with
earlier adoption encouraged. We are concerned that, as far as risks are concerned, because of
the ED, banks must provide information required by the Basd Accord before the 2007 year
end deadline. Therefore we would suggest that for risk disclosures the effective date of the ED
isidentica to the Basdl Accord' s effective date and that in the mean time |AS 32 applies.

Findly, while we agree that information on risks and capitd may be rdevant for users, we
believe that it is not appropriate for IFRS to require this type of disclosure in the notes to the
financid datements We bedieve that risk and capitd disclosures should be located in the
information provided by the management.



In the attached Appendix we have noted our concerns as to some aspects of the proposed
approach and our responses to the gpecific matters on which comment was requested.

We appreciate the opportunity to provide our comments. If you have any questions concerning

our comments, please contact me in Paris at (00) 33-1 43 16 82 89.

Sncerdy,

Gerard GIL
Group Chief Accountant
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Appendix
Comments of BNP Paribas on
ED 7 Financial I nstruments. Disclosures

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

The draft IFRS incorporates disclosures at present contained in 1AS 32 Financid Ingruments
Disclosure and Presentation so that all disclosures about financial instruments are located in
one Standard. It also proposes to add the following disclosure requirements:

a) financial assetsand financial liabilities by classification

b) information about any allowance account

C) income statement amounts by classification

d) feeincome and expense.
Are these proposals appropriate? If not, why not, what alternative disclosure would you
propose?

We support the proposa to locate dl of the disclosure requirements of 1AS 32 in one standard
together with additiona new disclosure requirements.

We bedieve it is appropriate to require the disclosures of financid assets and financia
ligilities by dassficaion. We undersand that this dassfication and the level of dealls
required in paragraph 10 can be ether provided for on the face of the balance sheet or in the
notes.

We bdieve that the requirement to disclose a reconciliation of any dlowance accounts is
appropriate. However we note that entities that do not use allowance accounts and that reduce
directly the carrying amount of the impaired assst are not subject to this requirement: ED7-22

only gpplies.

We believe it is appropriate to require the income statement amounts to be shown by ther
classfication. However we would encourage the Board to clarify the notion of net gains and
losses. We fed that paragraph 21 b) is particularly mideading as it could be concluded that net
gans and loses on assgliabiliies measured a amortized cost include interest
income/expense on these financid indruments. Additiondly, we bdieve it is uncler whether
net gans and loses on these financdd indruments desgnate only gains and losses aising
from:

- Derecognition of the instruments and /or;

- Changes in the carrying amount due to imparment or reversa of impairment or forex

effects.

It isaso unclear where the impact of the hedging derivatives should be shown.

We believe the disclosure of fee income/expense is appropriate.

Question 2 —Disclosure of fair 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. Is
this proposal appropriate? If not, why not? What, if any, alternative disclosures would you
propose to meet the stated objective?



We agree that ED7 should enable the reader of financia statements to obtain an understanding
of the credit risk of the busness of an entity and of the methods of credit enhancement.
However, we do not believe that this proposa helps meeting this objective.

Fair Vdue of collatera

- We bdieve that the far vaue of collaerd is a meaningless figure to the extent it is not
compared with the loan it does collaterdize. It can dso be mideading: an entity could have
loans that are over-collaterdized. Because of the Far vaue disclosures requirements, the fair
vaue of these collateras would be aggregated with insufficient collaterds held on other loans.
Readers of financid dsatements could inappropriately conclude that the bank is properly
guaranteed againgt credit risk or even has no credit risk. Consequently, we believe that
disclosures currently required by paragragph 39 b) would not help in understanding the red
credit risk of the entity.

- Additiondly, the reader of the financid <tatements could ingppropriately conclude that
collateralized loans dways represent a lower risk than non-collaterdized loans, which is not
necessxily the case; it depends on the nature of the lending activity and the credit worthiness
of borrowers.

As a consequence we bdieve that information on Far Vaue of collatera should not be
required in paragraphs 39 b) and 40 c).

Other issues rdated to collatera pledged

We note that paragraph BC28 states that the Board agreed not to require the disclosure of fair
vadue of collatera pledged where this is impracticable.  While paragraph 39(b) contains an
impracticability clause, paragraph 16 does not. We bdieve this should be darified and
homogenized.

We note that the requirement in paragraph 15 requires disclosure of financid assets pledged as
collaterd, but then goes on to require the disclosure of ‘terms and conditions relating to assets
pledged as collateral’. We believe the sandard should say ‘terms and conditions relating to
financial assets pledged as collateral’.

Past due notion and ageing baance

According to Rillar 111 of the Basd Accord:
0 Information about past due financid assats are disclosed only if available; and
o Distosureof the ageing of past due loans is encouraged.

Additiondly , we note that the past due notion as defined in the ED (one payment failure) does
not correspond to the default definition under Basd Il and consequently, we believe the past
due nation as defined in the ED would not be a useful criterion for banks. for example a loan
can be past due because of technica impediments only.

Therefore, we believe that there should be some cost-benefit trade off to requiring the
information. We bdieve that information on past due financid assets as defined in the ED and
ageing baances should be disclosed only if available and consequently:
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- paragraph 39c¢) should be drafted as follows. ‘information about the credit quality of
financial assets with credit risk that are not impaired; information about the credit
guality of financial assets with credit risk that are not past due nor impaired, if
available’;

- and paragraph 40a) should be read as follows ‘an analysis of the age of financial
assets that are past due at the reporting date but not impaired, if available’

Collatera and other credit enhancements obtained

We undergand that information required by paragraph 41 is disclosed only if the assats
obtained by taking control of collaerd pledged as security or cdling on other credit
enhancements are till on the balance sheet &t the closing date.

Location of disclosures on credit risk
See Q6

Question 3 —Disclosure of a senditivity analysis

For an entity that has exposure to market risk arising from financial instruments, the draft
IFRS proposes to require disclosure of a sensitivity analysis. Is the proposed disclosure of a
sensitivity analysis practicable for all entities? If not, why not and what, if any, alternative
disclosures of market risk would you propose of enabling users to evaluate the nature an
extent of market risk?

We agree with the requirement to disclose a sengtivity anadysis for market risk in reaion to
finencd indruments Additiondly, we bedieve tha in practice disclosures should be
commensurate with the class of asset or the type of busness (eg. trading vs. banking book)
and we consider that requirements should not go beyond the Basal Accord' s requirements.

Additionaly, we disagree with the fact that disclosures of sengtivity andyss should be pat of
the financid statements. See Q6.

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 objective, policies and
processes for managing capital; quantitative data about what the entity regards as capital;
whether during the period it complied with any capital targets set by management and any
externally imposed capital requirements; and if it has not complied, the consequences of such
non-compliance.

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?
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We agree that information on capitdl may be rdevant for users. However, we bdieve that it
should be limited to externdly capital requirements. Information on cepitd targets set by
management and breaches of cepitd limits, ether set by manegement or the externdly
imposed requirements, would in many cases be confidentid information. Furthermore, we
believe that the proposed requirements go beyond what is currently required by Rllar [11 of the
Basd Accord. On this maiter, we condder that IFRSS disclosure requirements should not go
beyond information required by prudentia regulators.

As far as breaches of capitd limits are concerned, we fed regulators would not wish to see
them communicated. Also we note that disclosure of a breach during the course of the year
(which can occur for technica reasons only) and that has since been corrected would be of
limited value.

We bdlieve that this is a matter best addressed on a jurisdictional basis by regulators, who are
better able to develop requirements condgtent with their own frameworks (those frameworks
Incorporating the requirements of IFRS) that meet the needs of users.

Additionaly, we fed that at this point in time, that it is not gppropriate for IFRS to require
capital disclosure in the notes to the financid Statements (see Q6). We are concerned that
there is no widespread established framework for determining capita requirements. Moreover,
as quditative information about the entity’s objective, policies and processes for managing
capita and any quantitative data depend from assumptions made and used by the management,
we fed that it is much more rdevant to disclose such information in the MD&A.

Question 5 — Effective date and transtion

The proposed effective date is for periods beginning on or after 1 January 2007 with earlier
adoption encouraged. 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 IFRSin
the first year of adoption. Are the proposed effective date and transition requirements
appropriate? If not, why not? What alter native would you propose?

We believe the effective date is gppropriate except for risk disclosure requirements that are
common with those provided for by Rillar Il of the Basd Accord, which are only applicable
for year end financid Statements (see our comments on Q2). Basd Accord's implementation
will reguire further dgnificant IT developments for banks. Therefore, we would suggest that
disclosures on risks required by ED7 apply for 2007 year end's financia statements only and
that in the mean time |AS 32’ s requirements in respect of financid risks are gpplied.

Additiondly, we would kindly urge the Board to findize this sandard a the very beginning of
2005 in order for condituents to prepare and anticipate the adoption of this standard, except
for disclosures on risks (see above). This would dlow them to not apply IAS 30 and IAS 32
that are only temporary standards. We dso noted that entities that would adopt IFRS and this
draft IFRS for the firg time before 1/1/2006 would be exempt from providing comparative
disclosuresfor the draft IFRS in the first year of adoption.
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Question 6 — L ocation of disclosures of risksarisng from financial instruments

The disclosure of risks arising from financial instruments proposed by the draft IFRSwould be
part of the financial statements prepared in accordance with International Financial
Reporting Standards. Some believe that disclosures about risks should not be part of the
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?

We disagree with the fact that the disclosures about risks and capitd (should requirements on
disclosure of capitd be mantaned in ED7) should be pat of the financid datements
especidly paragraphs 19 and 20 and 32 to 48. We are concerned tha the information
requirements embedded in these paragraphs could not be eadly audited because of ther
nature, we believe that such information should be located in the MD&A.

Question 7 — Consequential Amendmentsto IFRS 4

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. 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?

We agree that IFRS 4 should be amended to reflect the new disclosures required in respect of
financid insruments

Question 8 — Implementation Guidance

The draft Implementation Guidance accompanying the draft IFRS suggests possible ways to
apply the risk disclosure requirements in paragraphs 32 — 45. Is the Implementation
Guidance sufficient? If not, what additional guidance would you propose?

We do not have additiona guidance to propose.

Question 9 — Difference from the Exposure Draft of proposed Statement of Financial
Accounting Standards Fair Value Measurements published by the US Financial
Accounting Standar ds Board.

The FASB's Proposed Satement of Financial Accounting Standards Far Vadue
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
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FASB pronouncements. That Exposure Draft proposes disclosure of information about the use
of fair value in measuring assets and liabilities as follows
a) For assets and liabilities that are remeasured at fair value on a recurring (or ongoing)
basis during the period, (for example, trading securities)

I.  Thefair value amounts at the end of the period, in total and as a percentage of
total assets and liabilities,

ii. 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 input were used), and

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

b) For assets 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 the remeasurements

ii. Thefair value amounts

iii. 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 earning for the period relating to those
assets and liabilities still held at the reporting date.

Disclosures similar to (a)(ii) above are proposed in paragraph 31 of the draft IFRS (and
are currently required by paragraph 92 of 1AS 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 ED as drafted provides sufficient information.
Question 10 — Other Comments

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

No further comments.
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