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COMMITTEE ON MONETARY, PINANCIAL AND EALAMOE

OF PATMENTS STATIETICS

CL 15

Dear Sir David Tweedie, dear Mr. Paul Rutteman

9 July 2004

Subject: CMFB opinion on the Fair Value Option under IAS 39

The Committee on Monetary, Financial and Baance of Payment Statistics (CMFB) is an advisory
committee established in 1991 to assst the European Commission in drawing up and implementing work
programmes concerning monetary, financial and balance of payments statistics'. It also offers advice on
these areas of statistics and on their links with other areas of economic statistics, in particular national
accounts and government deficit and debt. It consists of senior managers in charge of economic and
financial datitics at the national satistica ingtitutions (NSIs), national centra banks (NCBs), the
European Commission (Eurostat) and the ECB. In view of its capacity to offer advice on matters affecting
any of the above-mentioned datistics, the CMFB has mandated the Task Force on Accounting and
Statitics, a joint European Commission (Eurostat)/ECB group, to study the impact of expected changesin
EU accounting law and practice on European Officia Statistics.

The CMFB considers it appropriate to ddliver an opinion on the Fair Vaue Option under the IASB’s
Exposure Draft of Proposed Amendments to IAS 39 Financia Instruments. Recognition and Measurement.
The CMFB opinion acknowledges that IASIFRS represents a potentia benchmark standard for
streamlining companies reporting requirements. In itsdf, the CMFB welcomes the harmonisation of
financia reporting by companies, as this facilitates the aggregation of the data derived from these reports
to macro-economic statistics and their international and inter-temporal comparability. A crucia feature of
national accounts and related macro-economic statistics is that they provide a consistent financia report of
all economic agents, that is, including governments, households and transactions with the rest of the world.
As you will understand, the transactions and balance sheet positions of al these agents, particularly buyers
and sellers, and debtors and creditors, need to be recorded symmetricaly, in accordance with the world-
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wide national accounting standard SNA93 and its legally binding complement in Europe, ESA95.? For
instance, if a vauation rule for certain financia instruments is applied to creditors, the same rule must be
applied to debtors.

Notwithstanding this generdly postive opinion of the CMFB on the new IFRS in generd, the Exposure
Draft of Proposed Amendments to IAS 39 poses some difficulties. In particular, the CMFB is concerned
that the proposed tightening of the fair value option, whilst welcome in itself, is not sufficient for Statistical
purposes. The CMFB opinion advocates a clear separation between negotiable and non-negotiable
insruments and alowing only the former to quaify for fair value accounting, in order to obviate the need
for supplementary statistical reporting requirements with the concomitantly higher total administrative
burden on business. The CMFB would aso welcome recommendations leading to further harmonisation of
the format and presentation of balance sheets and income statements, in order to strengthen the time
consistency and the comparability across firms of the disclosed data.

Moreover, of particular concern is the posshility that listed companies in the EU can be permitted or
required to apply the IAS in their individual accounts while non-listed companies may be permitted or
required to maintain the historical cost accounting framework. Differences in the approaches taken by
Member Sates and in the timing of the implementation at the national level will have a disruptive impact
on the quality of EU dtatistics for crucia policy areas such as the Excessive Deficit Procedure and the EU-
Contributions. Moreover, Fair Vaue Accounting raises the more genera concern of the comparability of
statistics based on discretionary (non-harmonised) valuation criteria

In conclusion, | am sure you agree that the preparation of common reporting formats for all EU companies,
within a harmonised framework for the individuad accounts, would improve the comparability, the
transparency and the wide acceptance of the statistical information drawn in the framework of the new
standards, as well as reduce the administrative burden.

We trust that you will take account of the CMFB opinion on this matter.
(Signed)
J. Cordier

Chairman of the Committee on Monetary, Financial and Balance of Payments Statistics

Council Regulation (EC) 2223/96.
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OPINION OF THE COMMITTEE ON MONETARY, FINANCIAL AND BALANCE OF
PAYMENT STATISTICS

of 9 July 2004

on the |ASB’s Exposur e Draft of Proposed Amendmentsto |AS 39 Financial I nstruments:
Recognition and M easurement. The Fair Value Option.

1 The CMFB welcomes the opportunity to comment on the Exposure Draft (ED) amending IAS 39.
The CMFB has assessed the possible implications of this standard and, in particular, of the fair vaue
option on EU officia datigtics. In response to the list of questions described in the “invitation to
comment”, the CMFB would like to cal attention to the following points.

Question 1. Do you agreewith the proposalsin this Exposure Draft? If not, why not? What changes
do you propose and why?

2. The CMFB welcomes the proposals in this ED, and in IAS 39 in generd, as a positive development
since it should contribute to harmonised valuation rules for certain financial instruments. However,
the CMFB does have a number of specific concerns which are explained below. Furthermore, the
CMPFB is concerned that the delay in finalising IAS 39 could worsen the aready tight timeframe
within which IAS 3 should be accepted by the financia industry in the EU, on the assumption that
this standard will need to be endorsed by the EU Commisson and be implemented by listed
companies as from the year 2005. In turn, this may have a negative impact on the quality of the
reported data and thus on the statistics based on these data.

3. From a dtatistical perspective, the CMFB considers that the stricter criteria that have now been
proposed ensure that accounting practices and statistical standards are more closely digned. At the
same time, it regrets that full consistency is not yet achieved through these proposals.

4, In particular, the CMFB welcomes the current proposals to the extent that they will reduce the scope
for the application of fair value accounting (FVA) to non-negotiable instruments. Indeed, the CMFB
is in favour of the amendments incorporated in the ED that confine the application of the fair value
option to: (i) a limited set of five categories of financial assets and liabilities®, and (ii) financia
assets and liabilities whose fair vaue is verifiable.

3 The application of the fair value option will be limited to five categories of instruments: (i) the item has one or more embedded

derivative; (ii) theitem is afinancial liability with a contractual link to the performance of assetswhich are at fair value; (iii) the exposure to
changesin thefair value of the financial asset or financial liahility is substantially offset by the exposure to the changesin the fair value of another
financial asset or financial liability, including aderivative, (iv) financia assets other than loans and receivables and (v) items that other Standards
allow or require to be designated at fair value through profit or loss.
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At the same time, the CMFB wants to draw attention to the fact that this tightening of the fair value
option is not sufficient for statistical purposes. In particular, the ED permits the application of fair
values to "natura offsets’ in which only one leg of a matched position is measured at fair value. This
provison implies that loans and deposits may still be measured at fair vaue. Indeed, if eg. deposits
are hedged by a derivative, this is a sufficient condition to permit the gpplication of their fair
vauation, according to the ED. A quantitative simulation conducted at the ECB suggests that there
may be a non-negligible impact of FVA on the stocks of deposits and loans should al loans and
deposits be valued according to this principle.

The CMFB is concerned about the possible application of FVA to loans and deposits. The current
statistical standards, as set out in the System of National Accounts (1993), require these instruments
be recorded at nomina vaue. In particular, this is the case for the statistical balance sheets of
financia ingtitutions.

Furthermore, the CMFB notes that users of monetary statistics continue to need data on loans and
deposits a nomina vaue. In particular, for monetary policy purposes, the analysis of the medium-
to long-term inflationary effects of current monetary and credit developments will anyhow require a
consistent valuation of non-traded instruments, preferably a nomina value. Indeed, these users need
homogeneous statistical time series on stocks. Moreover, the availability of reliable statistics on
transactions is deemed crucia for monetary analysis as they serve to track the underlying economic
behaviour of agents disregarding valuation or reclassificaion effects. Therefore, in case of the
gpplication of FVA to money and banking statistics, the necessary adjustments will need to be made.

Nevertheless, users have expressed a strong interest in receiving additional data on afair value basis
for banking analysis, whilst acknowledging the subordinate status of the requirement and the
potential costs of providing data on a dual vauation basis.

Therefore, the introduction of the fair value option for loans and deposits, including the possibility
that within a single company different rules are applied to financid instruments within a single
category, may lead to the additional collection of statistics at nominal vauation. These data are
required for monetary policy analysis and other purposes. In particular, this may lead to additiona
legdly binding statistical reporting requirements for respondents, with a possible increase of the
total administration burden on business, particularly for Monetary Financid Ingtitutions (MFIs) and
other financid ingtitutions involved in lending.

For example, specific accounting rules for datistica purposes will need to be introduced in the
Regulation of the European Central Bank of 22 November 2001 concerning the consolidated balance
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sheet of the monetary financial ingtitutions sector (ECB/200]J13)4. This is necessary because
Regulation ECB/2001/13 is currently not yet prescriptive in terms of the accounting rules to be
followed in the Statistical data. To date, Statistical compilers usudly follow the nationa commercid
accounting rules, which as said above, will differ from the statistical requirements if the Exposure
Draft is not altered.

The Exposure Draft is expected to aso have an impact on harmonised interest rates statistics
compiled by the ESCB, which aso require that loans and deposits are recorded at nomina vaue. In
particular, where the elementary data are collected by means of implicit rates, the use of the fair
value option for deposits and loans may introduce a bias. The significance of this bias depends on
the importance of loans and deposits that are recorded at fair value in relation to the total stock of
loans/deposits.

For the purpose of externa statistics, euro area financial accounts and government finance statistics,

it is expected that IAS 39 will also improve the overdl data quality. However, the wider use of FVA
may create inconsistencies among various types of statistics. Whereas the European System of
Accounts (ESA 95) currently requires nomina vaues for deposits and loans, corporations
complying with IAS 39 may report data on loans and deposits on a fair-vaue basis. Since this could
Create some consistency problems, it is necessary to distinguish between negotiable and
non-negotiable instruments as only the former should be recorded at market value.

For datistics compiled by EU Member States, and collected and published by the European
Commission (Eurodtat), the application of IAS39 may lead to a consderable decrease in the quality
of data on loans and deposits. Or, dternatively, the need arises to increase the reporting burden by
requiring the creation of a separate reporting system, with nominal vauation for loans and deposits.
Furthermore, the quality of structurad business datistics (SBS) on the financia sector may be
negatively influenced by the use of the Fair Value Option for non-negotiable financia instruments
such as loans and deposits. Breaks in time series may occur. SBS are sourced from individua annual
accounts. The difference in scope and timing of the application of the Fair Value Option to
individual accounts throughout the EU may cause a decrease in the comparability of SBS between
Member States and within Member States between financia ingtitutions. Furthermore, non-financia
corporations will aso be affected by 1AS39. To the extent that the difficulties outlined above aso
apply to these indtitutions, the statistics by industry, size of corporations etc. and the nationa
accounts, which are partly based on the corporate accounts, will be affected as well.

4

The need to amend this ECB Regulation is also explained in chapter 6.3 of the ECB Occasiona Peper No. 13 on “Fair vaue accounting

and financial stability” (April 2004).

BEnf B



14.

Against this background, the CMFB would see clear advantages to amend the present Exposure
Draft by introducing a clear separation between negotiable and non-negotiable instruments and by
alowing only the former to qualify for fair value accounting.

Questions 2to 5.

15.

The CMFB understands that these technical questions are addressed to practitioners of commercia
banks and prudentia supervisors. The aim of the CMFB is only to convey the points described in the
answer to question 1.

Question 6. Do you have any other comments on the proposals?

16.

17.

18.

19.

In generd, in view of the strong and growing linkages between accounting and statistics, the CMFB
is of the opinion that relaying in an effective manner views on overlapping concerns between the
IASB and the dtatistical community may become of increasing importance. This issue has also been
addressed during the second ECB conference on statistics held at the ECB on 22-23 April 2004, in
one of the first occasions where the accounting and statistical parties have discussed common

issues’.

Against this background, the CMFB would welcome a closer cooperation between the IASB and the
datisticad community, in order to minimise, to the extent possible, the administrative burden on
business and to provide the best possble and optimaly consstent information to users of
micro-economic (accounting) and macro-economic (statistics) data.

The above-mentioned change to the ECB legal framework and the consequent increase of the
reporting burden of companies could be avoided if the far vaue option is confined only to
negotiable financia instruments and not to loans and deposits.

The CMFB has no objection to making this opinion publicly available. This opinion will be
published on the CMFB website.

The proceedings of this conference are published on the ECB website (www.ecb.int) .
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