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Dear Sr David,

We gppreciate the opportunity to provide comments on the Exposure Draft of Proposed
Amendmentsto “1AS 32: Financid ingruments: Disclosure and Presentation” and “1AS 39:
Financid Indruments. Recognition and Measurement”. We agree with the necessity to develop an
amended sandard for the important area of financid insruments. However, we believe that severd
important issues for banks and insurance companies are not adequately addressed in the current
exposure draft. We have included our comments below. These are related to the following subjects:

1 generd comments

2 hedge accounting

3 insurance contracts

4 vaudion of financid asts

5 imparment of finandd assets
Our response to the questions in the “Invitation to Comment” paragraphs in the exposure draft is
included in the gppendix.

1. General comments on exposure draft of proposed amendmentsto IAS 32 and IAS 39
Need for a principles-based approach

IAS R and IAS 39, together with the extensive implementation guidance, condtitute very detalled,
rule-based accounting Sandards. We welcome the initiative of the IASB to improve
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the current requirements for financid instruments, but we are concerned that the current
amendments do not resolve the complexity and rule-based approach of the sandards. In our opinion,
the purpose of any accounting Sandard is to present in substance atrue and fair view of the
economic performance and financid position. An accounting stlandard should not change the way a
company is managed.

The requirements of 1AS 39 (especidly the requirements on hedge accounting) will ether produce
economicaly insensble financia information or will result in changes to business management thet
are economicaly not wanted. In our opinion, IAS 32 and IAS 39 should be replaced by amore
principles-based gpproach rather than a rule-based gpproach, making them consstent with other IAS
dandards and the IASB Framework.

Satus of the exposure draft

Many of the issuesin the exiging IAS 39 sandard, which have been addressed by the
Implementation Guidance Committee ("Q&A's") have neither been addressad in the new exposure
draft nor has it been confirmed whether these will remain valid as implementation guidance. The
exposure draft of amendmentsto IAS 39 indicates that the status of individud Q&A’swill be
reassessed when the amendments are findlised. We are of the opinion that it is unacceptable to
decide on the status of certain important Q& A’s only upon the findisation of anew standard
without incorporating these changesin the exposure drafts.

2. Hedge Accounting

General

In our opinion, IAS 39 falls to recognise well-established practise of portfolio risk management and
asset-liability management and is therefore not suitable for finandid inditutions with large volumes
of transactionsin financia indruments. We believe that the current requirements on hedge
accounting are unnecessary complex and may result in economicaly insengble results Thismainly
results from the basic gpproach of recognising al derivatives a fair vaue, irrepective whether these
derivatives are hed for the purpose of hedging other insdruments that are valued at (amortised) cod.
This gpproach resultsin detailed and complex requirements, asymmetry in accounting and
economicdly irrdevant voldility in equity and net income. In our opinion, hedge accounting
requirements should be prindiples-basad and should be digned with economicaly sengble risk
management procedures. Hedge accounting requirements should enable the currently existing
gpproaches to company-wide risk management and should not force companies to change their
current sophisticated risk management practices for accounting purposes only.

Accounting for hedged item following the hedged instrument

in our opinion, the basic gpproach of the hedged item following the hedging insrument should be
reversed and the hedging insrument should follow the hedged item. Thiswould mean that
derivatives that hedge other instruments that are recorded at amortised cost, are measured at accrud
basis. This method ensures that gains and losses on the hedge are recorded at the same time as the
gains and losses on the hedged item. However, it prevents that hedged items that
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are normdly vaued a amortised cost are being vaued partly at fair vaue only because these are
being hedged (as required by IAS 39).

The very complex requirements on fair vaue hedges and cash flow hedges in the exposure draft
would then be unnecessary and the artificiad distinction in accounting trestment of fair value hedges
and cash flow hedges would be unnecessary. The fair value of the hedging derivative would then be
disclosed in the notes, which effectively provides better information to the users of thefinancid
Satements.

Restrictions on hedge accounting
IAS 39 includes severd redtrictions on hedge accounting of which wefail to seetherationde. These
restrictions include:

»  Prohibiting the hedge of interest rate risk on held-to-maturity assets.
Asthe held-to-maturity portfolio aso forms part of the overdl risk exposure andys's, hedging
the rdated interest risk may economically be sengble. In our opinion this hedge should not be
prohibited for accounting purposes only.
Prohibiting the use of non-derivative financial instruments as a hedging instrument
In current practice, the balance sheet of banks and insurance companiesis actively managed
with various types of finanda assets and lighilities (including non-derivative financia
ingruments). Where effective hedging may be obtained with non-derivative financid
indruments, we do not see any reason to pecificaly exclude these from hedge accounting.
Prohibiting the use of internal transactions as hedge.
Interna hedges are currently used under well-established procedures between portfolios under
operationdly segregated responsibilities. These internd transactions between separately
managed trading and banking books are in substance smilar to externd transactions. IAS 39
forces banks to engage in expengve externd transactions where they could aso utilise
positions within the group with the same effect. In our opinion interna hedges should be
adlowed, under the same criteriaas externa hedges.
Prohibiting the use of portfolio-based macrohedging
Banks currently hedge overdl positions on the basis of generated cash flows, rather than
individud balance sheet items. IAS 39 would introduce accounting models and requirements
that are completely different from those used in operationa management. Banks have
developed sophigticated hedging/risks models that support the current risk management
goproach to hedging. The workaround given in Q& A 121 does- to a certain extent - make
possible the hedge of portfolios but in doing so, the accounting does not necessaxily reflect
anymore the result of the risk management activities of the bank.

In our opinion, the criteriafor hedge accounting should focus on adequate designation and
effectiveness testing. The spedific redrictions result in complex, rule-based requirements that
prohibit hedge accounting for economicaly effective hedge transactions. Hedge accounting should
be dlowed when generd criteria of designation and effectiveness are met; specific exemptionson
certain types of hedges, hedging insruments and hedged items do not serve any economic purpose.
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3. | nsurance contracts

There is condderable debate on the definition of insurance contracts and the question whether
certain insurance contracts should be accounted for as financid instruments under IAS 32 and IAS
39. The definition of insurance contracts in the exposure draft of amendmentsto IAS 32 isdifferent
from that in the draft statement of principles for insurance contracts (*DSOP’). Although under the
definitionin IAS 32 certain insurance contracts will bein the scope of IAS 39, IAS 39 does not
provide any specific guidance on accounting for insurance contracts. As afinancid insrument under
IAS 39, thelighility arising from insurance contracts would have to be accounted for a amortised
cogt or & far vaue Thistrestment isinconsstent with many current locally accepted accounting
practices and with the DSOP. In our opinion complete and cong stent accounting requirements for
insurance contracts should be defined in afind standard for insurance contracts. Thiswould prevent
that insurance companies need to implement anew definition of insurance contracts both in 2005
and upon implementation of a new insurance sandard. In the meantime, we strongly object to
induding in IAS 39 any insurance contract that currently fals under the definition of insurance
contracts under local lega/regulatory definitions. We aso refer to the | etter of the European
Insurance Group of 18 September 2002, which includes a proposad "interim solution” for the period
between 2005 and the effective date of a new standard on insurance contracts.

4. Vduation of financid assats

Held-to-maturity investments

Investment portfolios of debt securities held by banks and insurance companies are Srategic
invesment portfolios held for continuing use in the business as part of along-term investment
drategy. These investments are held againgt long term insurance liahilities and funds entrusted to
the banking operations. As these investments are held in along-term drategy againg lidbilities
measured on acog bags, we are of the opinion that these investment portfolios of debt securities
should be measured at amortised cost. Under IAS 39, thisis only dlowed for hdd-to-meturity
invesments. However, the current requirements for held-to-maturity invesmentsin IAS 39 conflict
entirdy with the way in which these portfolios are managed in practice. Meeting these criteria
would impose limitations on investment management practices that are not economicaly sensble.
On the other hand, dlassifying these investment portfolios as available-for-sdewould resultin a
mismeatch between assets and liabilities and create market vaue fluctuationsin shareholders' equity
that have no economic substance. We are of the opinion that 1AS 39 should dlow accounting at
amortised codt for investment portfolios of debt securities held to match long term ligbilities of
banks and insurance companies. This could be effected either by amending the hed-to-maturity
criteriaor introducing an additiond category of investments specificaly for assets matching
lighilities of finandid inditutions.

Page 4



Page 5

Fair value option

We gppreciate the introduction of the option to measure any asset or liability a fair vaue. We
disagree however with the one-timeirrevocable designation a initia recognition. In our opinion,
transfer between categories should be alowed when a change in circumstances substantiates such
redesignation. Thisis especidly rdevant for invesments held to metch long term ligbilities of
Insurance companies. Theintroduction of anew standard for insurance ligbilities may
fundamentally change the measurement of insurance ligbilities and may aso impact the decison
whether or not to use the fair vaue option for the matching investments. Redesignation after initid
recognition should therefore be dlowed.

Purchased loan portfolios

Under IAS 39, loans originated by the entity are dassfied as“ originated loans’, vaued a amortised
cog. Purchasad loans, origindly issued by another entity, may not be classfied as originated loans.
Therefore, purchased loan portfolios are ether cdlassfied as available-for-sde (at far vaue) or hed-
to-maturity (for which very srict criteria gpply). As aresult, originated loans and purchased loans,
which are held for the same business purpose, are accounted for differently. We consder this
incongstency inappropriate, hi our opinion, purchased loan portfoliosthat are held for the same
purpose as originated loans should have a smilar accounting trestment.

5. Impairment of financial assets

Provisioning for loan losses

The proposad requirements for impairment on financid assets carried at amortised cost introduces a
radica change from the basis on which loan loss provisoning is determined under current practice.
Determining loans lass provisons on afar vaue-based approach (discounting of expected future
cash flows) isincompetible with measuring originated loans a anortised cogt. Furthermore, in our
opinion the practical consequences for operationd systems have not been adequatdly considered.
The proposed imparment rules differ substantiadly from internationd practice (including US

GAAP) and the direction in which provisoning is taken by the Bade Committea We do not believe
that such inconsstencies should be introduced.

Impairment of available-for-sale financial assets

The proposed amendmentsto I1AS 39 introduce one new indicator of impairment; “a significant and
prolonged decline in the fair value of an investment in an equity instrument below its cost is also
objective evidence of impairment ". Thisadditiona paragraph may suggest that impairmentson
equity invesments may be required soldy based on the fact that the fair value has been below cost
for alonger period of time. Thiswould result in a“mathematical” determination of impairment thet
ignores the investment drategy and financid pogtion of the issuer. The requirements should be
amended such that impairment is only required if in substance, after consdering dl imparment
criteriamentioned in paragraph 110, the investment is congdered impaired.

Furthermore, the proposed amendmentsto IAS 39 introduce a new reguirement thet impairment on
available-for-sde financid assets may not be reversed. In our opinion, changesin circumstances



ING
Page 6

thet reflect new information on the fair vaue of any previoudy impaired assets should be reflected
in the financia statement and therefore impairment should be reversed if and when changesin
circumstances support such reversal. We aso note that the current prohibition of reversd is
incongstent with the reversd of impairment on financid assets carried at amortised cost (IAS 39)
and the reversd of impairment on other assets (IAS 36).

6. Internal deals

The exposure draft of amendmentsto IAS 39 prohibits transfers between the trading and banking
books. In practice however, such transfers are used as part of the well-established risk management
procedures in banks. As aresult, bankswill be forced into externd transactions with third parties
ingead of using internd transfersto react on changes in risk profiles. This unnecessarily crates
transaction cogts and credit exposure. Given the strictly separated management of trading and
banking portfolios, trandfers (at far vaue) between banking books and trading books should be
dlowed.

We gtrongly fed that the comments mentioned above should be reflected in the amendmentsto IAS
32 and |AS 39 before the revised standards become effective. We are available for any further
discussion of our comments.

Y ours Sncerdly,
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APPENDIX: ANSWERSTO QUESTIONSRAISED IN THE EXPOSURE DRAFT

a |AS32

Question 1: Probabilities of different manners of settlement

Do you agree that the classification of a financial instrument as a liability or asequity in
accordance with the substance of the contractual arrangements should be made without regard to
probabilities of different manners of settlement? The proposed amendments eliminate the notion in
paragraph 22 that an instrument that the issuer is economically compelled to redeembecause of a
contractually accelerating dividend should be classified as afinancial liability. In addition, the
proposed amendments require a financial instrument that the issuer could be required to settle by
delivering cash or other financial assets, depending on the occurrence or non- occurrence of
uncertain future events or on the outcome of uncertain circumstances that are beyond the control of
both the issuer and the holder of the instrument, to be classified as a financial liability, irrespective
of the probability of those events or circumstances occurring (paragraph 22A).

In our opinion, the classfication of afinandia ingrument as aligbility or as equity should indeed be

based on the substance of the contract. The requirementsin IAS 32 should reflect thisbesic

principle. The additiona guidance and examples are unnecessarily complicating and distract the

focus from the generd requirement of economic substance.

Question 2: Separation of liability and equity elements

Do you agree that the optionsin |AS 32 for an issuer to measure the liability element of a compound
financial instrument initially either as a residual amount after separating the equity element or
based on a relative-fair- value method should be eiminated and, instead, any asset and liability
elements should be separated and measured first and then the residual assigned to the equity
eement?

In our opinion, the option to use the relative fair vaue method should be retained.

Quedtion 3: Classfication of derivativesthat relate to an entity’s own shares
Do you agree with the guidance proposed about the classification of derivatives that relate to an

entity’s own shares?
Yes, weagree.

Question 4: Consolidation of thetext in IAS 32 and IAS 39 into one comprehensive Standar d
Do you believe it would be useful to integrate the text in IAS 32and 1AS 39 into one comprehensive
Sandard on the accounting for financial instruments? (Although the Board is not proposing such a
change in this Exposure Dratft, it may consider this possibility in finalising the revised Sandards.)
We would welcome one comprehensgive sandard for financia ingruments.
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b. ITAS39

Question 1. Scope: loan commitments

Do you agree that a loan commitment that cannot be settled net and the entity does not
designate as held for trading should be excluded from the scope of |A S397?

Yes, we agree.

Question 2: Derecognition: continuing involvement approach

Do you agree that the proposed continuing invol vement approach should be established as the
principle for derecognition of financial assets under 1AS 397? If not, what approach would you
propose?

No, we do not agree with this change.  Continuing involvement” is a conceptudly incorrect

criterion for derecognition and will leed to the (continued) recognition of assets and ligbilities thet

do not meet the criteria of the IASB Framework. In our opinion, the derecognition of assets and
lidhilities for which there is continuing involvement should be basad on the fact whether Sgnificant
risks and rewards have been trandferred. If thisis the case, derocognition should be gpplied
irrepectiv e of the continuing involvemen.

Question 3: Derecognition: pass- through arrangements
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Do you agree that assets transferred under pass- through arrangements where the cash flows are

passed through from one entity to another (such as from a special purposeentity to an investor)

should qualify for derecognition based on the conditions set out in paragraph 41 of the Exposure

Draft?
Yes, we agree.

Question 4: Measurement: fair value designation

Do you agree that an entity should be permitted to designate any financial instrument irrevocably at

initial recognition as an instrument that is measured at fair value with changesin fair value
recognised in profit or l0ss?

Y es, we agree. However, for the reasons set out above we are of the opinion that the one-time
designation & initid recognition should be removed. Redesignetion after initid recognition should
be dlowed.

Question 5: Fair value measur ement consider ations

Do you agree with the requirements about how to determine fair values that have been included in
paragraphs 95-100D of the Exposure Draft? Additional guidance isincluded in paragraphs A32-

A42 of Appendix A. Do you have any suggestions for additional requirements or guidance?
In general we agree. However, paragraph 99 assumes that for actively traded ingruments the

far vdueis dways equd to the quoted market price. In our opinion there are however exemptions
where the quoted market priceis not the best estimate of fair value (eg. in
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holdings thet are large in rdation to trading volumes). We believe that in such stugions it should be
dlowed to use an dternative method for estimeting fair vaue.

Question 6: Collective evaluation of impair ment

Do you agree that a loan asset or other financial asset measured at amortised cost that has been
individually assessed for impairment and found not to be individually impaired should be included
in a group of assetswith similar credit risk characteristics that are collectively evaluated for
impairment? Do you agree with the methodology for measuring such impairment in paragraphs
113A- 113D?

We agree with the proposa to alow measuring impairment on a portfolio bass. However, we do not
agree with the requirement to do so. If adequate pecific provisons have been set on an individud

bass, it should be dlowed but not be required to measure impairment on a portfolio bass

Question 7: Impair ment of investmentsin available-for-sale financial assets

Do you agree that impairment losses for investments in debt and equity instrumentsthat are
classified as available for sale should not be reversed?

No, we do not agree. In our opinion impairments should be reversad if the circumstances have
changed. The amendment that impairments on available for sde investments may not be reversed is
incongstent with the reversd of impairment on originated loans and instruments held to maturity.
Furthermore, it isincongstent with the reversd of impairment on other assets covered by IAS36
“Impairment of assets’.

Question 8: Hedges of firm commitments

Do you agree that a hedge of an unrecognised firm commitment (a fair value exposure) should be
accounted for as afair value hedge instead of a cash flow hedge asitis at present? As set out
above, wedo nat agree with the proposed method for hedge accounting. Therefore, we do not

condder it useful to comment on this specific dement of hedge accounting.

Question 9: ‘Bagis adjustments

Do you agree that when a hedged forecast transaction results in an asset or liability, the cumulative
gain or loss that had previously been recognised directly in equity should remain in equity and be
released from equity consistently with the reporting of gains or |osses on the hedged asset or
liability?

As st out above, we do not agree with the proposed method for hedge accounting. Therefore, we do

not consder it useful to comment on this specific dement of hedge accounting.

Question 10: Prior derecognition transactions

Do you agreethat a financial asset that was derecognised under the previous derecognition
requirements in 1AS 39 should be recognised as a financial asset on transition to the revised
Sandard if the asset would not have been derecognised under the revised derecognition
requirements (i.e. that prior derecognition transactions should not be grandfathered)?
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Alternatively, should prior derecognition transactions be grandfathered and disclosure be required
of the balances that would have been recognised had the new requirements been applied?

No, we do not agree. In our opinion, previoudy derecognised financia assats should be

grandfathered and should not be recognised upon trargition to IAS.



