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Dear Ms Thompson

Re ‘Fair Value Option’” Amendmentsto IAS 39

In generd we do not agree with the proposed amendments and congder that at present
the existing requirements of 1AS 39 should remain. Our concerns are summarised below
and responses to the specific questions raised in the exposure draft are included in the

attached gppendix.

Addressing the concerns of regulators

The proposed amendments are largdy in response to concerns rased by prudentid
upervisors of certain indudries and we question whether these should be addressed in
accounting dandards. We bdieve that it is more agpproprigie to address regulatory
concerns separady  in regulatory  returns  rather than in accounting  dandards.  As
indicated by the 1ASB, accounting dandards should be principles based so that they can
be goplied across dl types of indudries raher than address specific needs of individud
indugtries. Moreover, we do not beieve that a full assessment of the impact for other
industries or for Phase Il of the Insurance Project has been undertaken as a result of the

timing of these proposals.

Verifiability of fair value

We disagree conceptudly with the proposal to require far vaue to be rather than rdiably
measured. In our view far vaue should not be more narrowly defined for a specific
caegory of asedliabilities reaive to the other IAS 39 categories We ae dso
concarned that the proposed ‘verifisble test could be interpreted too rigidly. Verifigdle,
paticulaly from an audit perspective, may have a specific sense of vaidation agang



obsarvable makets which may not readily exig eg. insurance liabilities in phese I,
unlisged securities, bonds in developing markets. It is important that the drafting dlows a
sengbleinterpretation whilst ensuring reliable measurement.

Limiting the fair value option

We do not agree with the proposd to exclude loans and receivables from financid assets
to which the far vadue option can be goplied. This may result in increased voldility
where the loans and recaivables ae hdd to mach insurance liadilities which are
messured by reference to current interest rates

Due to the reasons stated above we believe that the IASB should revert to the December
2003 verson that permitted the fair vaue through the profit and loss account treatment to
be adopted without restriction. Aswith anumber of other sandards, it isthen therole of
the auditors and regulaors to ensure that these principles are not gpplied inappropriatdly.

We thank the Board for the opportunity to raise our concerns and are available for further

discussons rdaing to any of theissues raised.

Y ours Sncerdy

ANDREW PALMER
Group Director (Finance)



APPENDIX 1

L & G Responseto specific questionsraised in Exposur e Dr aft

D)

(2)

Do you agree with the proposals in this Exposure Draft? If not, why not? What
changes do you propose and why?

We welcome the fact that the fair value option can be applied on an asset-by-
asst bags to items that are financial assets other than ones that meet the
definition of loans or receivables. However, we do not agree with the
restrictionson thefair value option.

We appreciate that the Exposure Draft makes provisons for IAS 39 ‘unit-
linked’ liabilities to use the fair value option so that both the assets and
matched liabilities are measured consistently. However, we are unclear about
the impact of these proposed amendments in the longer term on nonlinked
invetment contracts with discretionary participating features. In terms of
IFRS 4 these may be accounted for under local GAAP as they will be
addressed in phase |1 of the insurance project. Such contacts may fall short
of both the proposed resrictions on the fair value option and the
requirementsfor fair valueto be verifiableingtead of rdiably measured.

We also do not bdieve that there should be narrower redrictions on fair
value to be verifiable in the case of the fair value option compared to assets
classfied as available for sale which need to be reiably measurable. Both
should satisfy the same definition of fair value and are subject to the same
audit scrutiny.

We therefore beieve that the IASB should revert to the December 2003
verson that permitted the fair value through the profit and loss account
treatment to be adopted without restriction.

Are you aware of any financial instruments to which entities are applying, or are
intending to apply, the fair value option that would not be eligible for the option if
it were revised as set out in this Exposure Draft? If so:

@ please give details of the instrument(s) and why it (they) would not be
eligible.

(b) is the fair value of the instrument(s) verifiable (see paragraph 48B) and
if not, why not?

(© how would applying the fair value option to the instrument(s) simplify

the practical application of |AS 397

Refer to the answer above for the impact these amendments may have on
non-linked investment contract liabilities.



3)

(4)

Q)

Do the proposals contained in this Exposure Draft appropriately limit the use of
the fair value so as to address adequately the concerns set out in paragraph BC9?
If not, how would you further limit the use of the option and why?

We do not think that any further limitations on the option would be
appropriate.

Paragraph 9(b)(i) proposes that the fair value option could be used for a
financial asset or financial liability that contains one or more embedded
derivatives, whether or not paragraph 11 of IAS 39 requires the embedded
derivative to be separated. The Board proposes this category for the reasons set
out in paragraphs BC6(a) and BC16-BC18 of the Basis for Conclusions on this
Exposure Draft. However, the Board recognises that a substantial number of
financial assets and financial liabilities contain embedded derivatives and,
accordingly, a substantial number of financial assets and financial liabilities
would qualify for the fair value option under this proposal.

Is the proposals in paragraph 9(b)(i) appropriate? If not, should this category be
limited to a financial asset or financial liability containing one or more embedded
derivatives that paragraph 11 of IAS 39 requires to be separated?

We agree with the Board that, for the reasons given in paragraph BC6(a),
the fair value option should be available for financial assets and liabilities
that contain one or more embedded derivatives even if there is no
requirement for the embedded derivativesto be separated.

Paragraph 103A proposes that an entity that adopts early the December 2003
verson of IAS 39 may change the financial assets and financial liabilities
designated as at fair value through profit or loss from the beginning of the first
period for which it adopts the amendments in this Exposure Draft. It also
proposes that in the case of a financial asset or financial liability that was
previoudy designated as at fair through profit or loss but is not longer so
designated:

@ if the financial asset or financial liability is subsequently measured at
cost or amortised cogt, its fair value at the beginning of the period for
which it ceases to be designated as at fair value through profit or lossis
deemed to be its costs or amortised cost.

(b) if the financial asset is subsequently classified as available for sale, any
amounts previoudy recognised in profit or loss shall not be reclassified
into the separate component of equity in which gains and losses on
available-for -sale assets are recognised.



(6)

However, in the case of a financial asset or financial liability that was not
previousy designated as at fair value through profit or loss, the entity shall
restate the financial asset or financial liability usng the new designation in the
comparative financial statements.

Finally, this paragraph proposes that the entity shall disclose:

(@ for financial assets and financial liabilities nemy designated as at fair
value through profit or loss, their fair value and the classification and

carrying amount in the previous financial statements.

(b) for financial assets and financial liabilities no longer designated as at
fair value through profit or loss, their fair value and the classification
and carrying amount in the current financial statements.

Are these proposed transitional requirements appropriate? If not, what changes
do you propose and why? Specifically, should all changes to the measurement
basis of a financial asset or financial liability that result from adopting the
amendments proposed in this Exposure raft be applied retrospectively by
restating the comparative financial statements?

We agree with the |ASB’s proposed transitional requirements.

Do you have any other comments on the proposals?

We have no other commentson the |ASB proposals.



