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Dear Andrea
RE: IASB Exposure Draft of ED 7 Financial I nstruments: Disclosures

The Finacid Reporting Standards Board (FRSB) of the Inditute of Chartered
Accountants of New Zedand is pleased to submit its comments on the IASB’s
Exposure Draft 7 Financial Instruments. Disclosures (ED 7). The FRSB sought the
views of New Zedand (NZ) condtituents on ED 7. Four submissons were received
and we have forwarded them to the IASB. Two of these were from New Zedand
regulators, one from preparers induding one from a bank. The respondents
(including the regulators and the bank) opposed the proposals in the Exposure Draft
but for different reasons.

In this submisson we raise three mgor concerns arisng from ED 7. The firg is that
we bdieve that an entity’s disclosure of information reaing to financid instruments
is incomplete without requiring disclosures of its busness and other risks.
Furthermore, disclosure of business and other risks should form the conceptua bass
on which disclosures of financid insruments are based on. The second and third
issues relate to our recent experience with promulgeting principle based disclosures
(we present these in Appendix 1). Our recent experience leads us to believe that
minimum disclosures need to be specified and that a separate disclosure standard for
finandd inditutionsis necessary.

A Conceptual Approach

ED 7 appears to be a principle based disclosure standard. However, the “principles’
are generd requirements that rely heavily on the concept of materidity, rather than a
conceptual  basis for risk disclosures.  The disclosure of the risks of financid
indruments held by an entity is unlikdy to be useful to users of financid Satements
unless such disclosure is placed within the context of the busness and other risk
factors that impact the entity. The FRSB recommends thet the proposed IFRS should
be based on a conceptua approach that specificaly requires the identification of the



critica risk factors to the entity. The disclosures proposed in ED 7 should tie into
these identified critical risk factors.

ED 7, if promulgated, will be the fird mgor disclosure sandard to be issued by the
IASB. It would be preferable for such an important milestone document to be based
on an agppropriste conceptud basis. Given that IAS 32 Financial Instruments:
Disclosure and Presentation and 1AS 30 Disclosures in the Financial Statements of
Banks and Financial Institutions are in-place the FRSB does not see the urgency for
this standard.

Soecification of Minimum Disclosures

ED 7 leaves dgnificat areas of disclosure to the judgement of the preparers of
financia statements and their auditors. In particular, paragraph 8 of ED 7 leaves it to
the discretion of the entity to determine wha disclosures to make. The FRSB
believes that this approach results in a standard that represents guidelines rather than
prescribing the minimum level of disclosures,

The FRSB is concerned that the generd gpproach adopted in ED 7 will result in
entiies providing a minimal leve of disclosure.  Furthermore, we beieve the
disclosures made as a result of the proposas in ED 7 may be incomparable. Our
comments are based on the FRSB’ s recent experience, as explained in Appendix 1.

The FRSB recommends that the proposed sandard should require minimum
disclosures to increase the comparability of financid Statements across entities.  This
is not incompatible with a principles based gpproach, it merdy establishes that there
are some disclosure items that the IASB consders are material by nature, regardiess
of the type of entity.

Disclosures for Banks and Other Financial Institutions

The FRSB notes that banks and other financid inditutions have unique risks and, by
their nature, can have a condderable impact on the functioning of an economy. For
these reasons banks are separately regulated in most jurisdictions.  The FRSB
gppreciates that it would be ided to have one disclosure standard that is industry-
neutrd. However, given the unique role and specid risks faced by banks and other
financid inditutions we do not beieve that the disclosure requirements proposed in
ED 7 are adequate for these entities.

Given the current wording in ED 7, the financid reporting disclosures in ED 7 will
not be suffident for banks and other financid inditutions in New Zedand. In
developing a standard based on ED 7 the FRSB will therefore have to include
additiona disclosures to the requirements in ED 7. The FRSB’'s past experience in
developing a dandard for banks and finenda inditutions, as summarised in
Appendix 1, leads it to believe that ED 7 as currently worded is insufficient for banks
and financid inditutions. Appendix 2 incudes our recommended additiond
disclosure requirements for banks and other financia inditutions.



The responses to the specific questions raised in ED 7 are on the following pages. If

you have any queries, or require claification of any meatters in this submisson,
please contact me or Joanna Y ech (Joanna.yeoh@icanz.co.nz).

Y ours sSncerdy

“\am,_h s
o Pewg

Joanna Perry
Chair — Financia Reporting Standards Board



IASB Question 1

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

The draft IFRS incorporates disclosures at present contained in IAS 32 Fnancid
Insruments. Disclosure and Presentation so that all disclosures about financial
instruments are located in one Sandard. It also proposes to add the following
disclosure requirements:

@ financial assets and financial liabilities by classification (see paragraphs 10
and BC13).

The FRSB supports the proposed expanded disclosure. However, the FRSB notes
that the requirement to disclose the carying amount of each dassfication of
finandd indruments under paragraph 10 is assumed to be the carrying amount net of
any impairment loss. The FRSB condders tha the net amount is the mogt relevant
disclosure and therefore recommends that ED 7 should claify that the carrying
amount is net of any imparment loss. The FRSB agrees that disclosure of the net
amount, together with the disclosure of the amount recognised in the income
gtatement for impairment |oss, is appropriate.

The FRSB condders that the baance sheet line item classfication of financid assets
and financid liabilities should not be replaced by the requirements of ED 7 in
paragraph 10. The FRSB notes that in IAS 1 paragraph 68, examples of minimum
line items to disclose on the face of the baance sheet ae identified. The
requirements of ED 7 in paragraph 10 should supplement (as a note disclosure only)
the disclosure required in IAS 1 for most types of entities These disclosure items
identified are not specific for banks. IAS 1 previoudy referred to 1AS 30 to identify
minimum disdosure for banks (included in 1AS 30.19). IAS30.19 has not been
included in ED 7, nor is it incduded in any dandard other than 1IAS30. This
disclosure is considered necessary in order to disclose the nature of the activities of
banks.

The FRSB recommends that the minimum disclosure items for banks need to be
retained in addition to the proposed disclosures of ED 7. The FRSB recommends
that disclosure about both the naure of activities and the IAS 39 recognition and
measurement  cdassficaions of financid instruments should be required.  The
FRSB’s recommends the additiona requirements that are included in Appendix 2.

The FRSB proposes that there should be a requirement to reconcile the disclosures of
the activity-based line items described in IAS 1 with the finencd indruments
classfications under 1AS 39. The FRSB notes that under the current disclosure
requirements it is not adways apparent what accounting trestment has been adopted
for items disclosed on the face of the baance sheet. For example, the disclosure of
investments as a line item on the face of the baance sheet does not indicate whether
the investments have been measured a far vadue through the income datement or
through equity. Where an entity has a choice of how to account br financid assets
and liabilities, the FRSB condders that an entity should dso be required to clearly
indicate what accounting recognition and measurement classification it has adopted.




The FRSB proposes that a reconciligtion may be a useful way for an entity to
reconcile the items disclosed on the face of the badance sheet with the IAS 39
accounting recognition and measurement classfication disclosure required by ED 7
paragraph 10. The implementation guidance should provide guidance as to how the
information should be disclosed. For example:

Balance Sheet

Cash and baances with the central bank
Treasury Bills and other digible bills
Trading securities

L oans and advances to other banks
Other money market placements

L oans and advances to customers
[nvestment securities

Notes

Cash | Treasury | Securities Loans Money Investment | Total
bills held for and market securities
dealing advances | placements

Financid
assats at
far vdue

Hed-to-
meaturity

Loans and
receivables

Avallable-
for-sde

Tota

Alternatively, thisinformation could be disclosed on the face of the balance sheet:
Balance Sheet

Cash and badances with the centra bank at fair vaue
Treasury Billsand other digible bills & far vdue
Trading securities at fair vaue through profit and loss
L oans and advances to other banks at amortised cost
Loans and advances to customers at amortised cost
[nvestment securities

Avaldble-for-sde

Held-for-maturity
Liabilities a amortised cost
Liahilities a fair vdue
The FRSB highlights that paragraph 10(e) has been duplicated. Paragraph 10(e)

“financid liabilities measured a amortised cost” should be corrected to read 10(f) to
remove the duplication.




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 Fnancid
Insruments. Disclosure and Presentation so that all disclosures about financial
instruments are located in one Standard. It also proposes to add the following
disclosure requirements:

(b) information about any allowance account (see paragraphs 17 and BC14).

The FRSB agrees with the proposed disclosure of any alowance account. The FRSB
condders that this disclosure provides useful informetion to enable the user to assess
the adequacy of the alowance for imparment and considers that the disclosure is
gppropriate for al entities.

The FRSB recommends that the disclosure should be more specific.  The FRSB
proposes that the IFRS should require amore detailed reconciliation, such as.

Bdance at the beginning of the period

Additions to impaired assets

Amounts written off

Reversds of impaired status

Baance at the end of the period.

The disclosure requirements should require disclosure of further details on other
movements on impaired assetsif these movements are materid.

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

The draft IFRS incorporates disclosures at present contained in IAS 32 Fnancid
Instruments: Disclosure and Presentation so that all disclosures about financial
instruments are located in one Sandard. It also proposes to add the following
disclosure requirements:

()  income statement amounts by classification (see paragraphs 21(a), BC15 and
BC16).

The FRSB aupports the decison to require income datement amounts by
classfication and specificaly agrees with the requirement to disclose how the
income datement amount, disclosed by classfication, was determined.  Additiona
proposed income datement disclosures for financid inditutions ae noted in
Appendix 2.

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 Fnancid
Instruments: Disclosure and Presentation so that all disclosures about financial
instruments are located in one Sandard. It also proposes to add the following
disclosure requirements:

(d)  feeincome and expense (see paragraphs 21(d) and BC17).




The FRSB agrees with the proposed separate disclosure of fee income and expenses.

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

Are these proposals appropriate? If not, why not? What alternative disclosures
would you propose?

The FRSB agrees in principd with the proposed additiona disclosure requirements.
However, the FRSB recommends that more specific information be provided as
discussed above.

The FRSB supports the incluson of dl the disclosure requirements for risk reating
to financid ingruments in one standard. One condituent recommended that the
disclosure requirements of this sandard should be reconsdered in the project on
amdl to medium szed entities, as they beieve that it would be gppropriate to provide
exemptions from these disclosure requirements for entities with no public
acocountability.

Question 2 — Disclosure of the 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 (see paragraphs 39, 40, BC27 and BC28).

Is this proposal appropriate? If not, why not? What, if any, alternative disclosures
would you propose to meet the stated objective?

The FRSB condders that the proposed disclosure of the fair vaue of collatera and
other credit enhancements is a good initigtive. The FRSB agrees tha the disclosure
of far vaue provides more ussful information than disclosure of the carrying
amount. The FRSB aso condders that the proposed disclosure provides information
about asset quality.

One condtituent did not agree that this disclosure was appropriate on the grounds that
full disclosure of this information would be onerous and commercidly sengtive.  In
paticular, the condituent highlighted thet for banks and other financid inditutions
preparing quantitative data on collatera would often be impracticable.

Question 3 - Disclosure of a sensitivity analysis

For an entity that has an exposure to market risk arising from financial instruments,
the draft IFRS proposes to require disclosure of a sendtivity analysis (see
paragraphs 43, 44 and BC36 - BC39).

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 1 meet the stated objective of enabling users to evaluate the nature and
extent of market risk?

The FRSB agrees with the proposed requirement to disclose a sengtivity anayss for
exposure to maket risk and agrees tha this disclosure requirement is a good




innovaion. The FRSB agrees that ED 7 should not impose specific requirements
about the inputs, process and methodology of the sengtivity andyss, as this will not
be practica in light of the broad scope of ED 7. However, if no paameters are
imposed, the reaulting sengtivity andyds will result in disclosure that is not
comparable.

The FRSB has highlighted (refer opening comments and Appendix 1) its concern that
in the absence of specific disclosure requirements, the resultant disclosures are likdy
to be less than adequate. The FRSB proposes that additional practica guidance and
examples from any fidd research should be given to illustrate what a sengtivity
analysis would look like prepared in accordance with paragraphs 43 and 44. Due to
the introduction of new disclosures, any additiona guidance will be particulaly
ussful.

One condiituent highlighted that disclosure of this nature will require the congtruction
of sysems and processes to perform the necessary caculaions and this will involve
consgderable effort. The condituent questions whether the benefit is commensurate
with the cost involved for entities other than banks and other financid ingtitutions.

For this reason, the FRSB does not agree with the proposed removal of the
requirement previoudy included in IAS 32 to disclose the ealier of contractud
repricing or maturity dates for each class of financid assats and financid ligbilities to
reflect exposure to interest rate risk. The disclosure of a sengtivity analyss without
common parameters does not provide sufficient detail of exposure to risk on its own.
The FRSB supports the sendtivity andyss as supplementary disclosure but
recommends that the requirement to disclosure the contractud repricing or maturity
dates be retained. A repricing table provides disclosure on a consstent basis and
therefore is comparable information about entities exposures to interest rate risk.

A maurity analyss for liquidity purposes may be based on expected maturities,
whereas a repricing andysis should dways be based on contractuad exposures. In
addition, it is recommended that additiona guidance on how to disclose this
information should be induded in the implementation guidance, Smilar to the
guidance currently provided by I1AS 32 paragraph 74.

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. Thisincludes a
proposed requirement to disclose qualitative information about the entity's
objectives, 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 (see paragraphs
46-48 and BC45 - BC54).

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?




Capitd is not defined for the purpose of this disclosure. The FRSB agrees that the
proposed disclosure on capitd is gppropriate and adds value for entities when there
are externdly imposed capitd requirements. The FRSB does not propose that ED 7
should define capitd for the purposes of this disclosure. The qudity of disclosure for
entities that do not have externdly imposed capita requirements will be undermined
because there will be a lack of consstency. Further examples would be useful,
particularly in the case of co-operatives and other entities whose members shares are
required to be classfied asliahilities in accordance with IAS 32.

One condituent drongly disagrees with the proposal to require disclosure of the
internd capitd targets and policies for managing capitd, as the condituent consders
that thisinformation is commercidly sengtive.

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 first time before 1 January 2006
would be exempt from providing comparative dsclosures for the draft IFRS in the
first year of adoption (see Appendix B, paragraph B9).

Are the proposed effective date and transition requirements appropriate? |f not, why
not? What alter native would you propose?

The FRSB agrees with the proposed effective date and trangtiond provisons.

One condtituent raised a concern regarding the timing of, and the effective date, of
ED 7. Where entities are adopting IFRS in 2005, congderable amounts of time and
resources will have been invested in order to comply with IAS 32 and IAS 30. The
condituent considered that it may be difficult to develop the necessary processes to
ensure compliance with the additional, new disclosure reguirements.  This is
particularly rdlevant to banks, which are subject to the new disclosures under the
Basd Accord. The condituent proposed that given the timeframe avalable and the
complexity of the changes, the introduction of the standard should be ddlayed and the
exemption for providing comparatives should be extended.

Question 6 — Location of disclosures of risks arising from financial
instruments

The disclosure of risks arising from financial instruments proposed by the draft IFRS
would be part of the financial statements prepared in accordance with International
Financial Reporting Standards (see paragraph BC41). Some believe that disclosures
about risks should not be part of 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?

The FRSB agrees that the disclosure should be part of the financid statements, as the
finencdd datements would be incomplete and potentidly mideading without the
proposed disclosure.




The FRSB notes that if the disclosure is incuded in the financid Statements this
increases the auditor's respongbility to report on the information that is disclosed.
The principles based approach increases the use of judgement by the entity. In
addition, the disclosure is flexible in that it sems from internd management
reporting dructures and information.  This may place undue responshility on the
auditor to report on the adequacy of the disclosure that is made.

The FRSB notes that ED 7 paragraph 8 dates that an entity decides in light of its
circumstances how much detail to provide in order to comply with ED 7. The FRSB
emphasises its concern that dlowing this degree of flexibility is likdy to lead to a
lack of conggtency in disclosure and an increase in the respongbility of the auditors
to ensure that the requirements of ED 7 are complied with.

If the disclosures are not included in the financid Statements, they will not be subject
to an audit, which would mean tha there would be an even further reduced incentive
to comply with the spirit of the standard's required disclosure. The FRSB therefore
consders that the disclosures required by the draft IFRS should be induded in the
financid Satements.

Question 7 — Consequential amendments to IFRS 4
(paragraph B10 of Appendix B)

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 IFRS4 were based on disclosure
requirements in 1AS32 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
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?

The FRSB agrees with the proposed consequentia amendments to IFRS 4. We have
consulted with our insurance working group (condsting of insurance indusry
experts) in reaching our conclusion.

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
(see paragraphs BC19, BC20 and BC42 - BC44).

Is the Implementation Guidance sufficient? If not, what additional guidance would
yOu propose?

The FRSB does not believe that the implementation guidance is sufficient. As noted,
we ae concerned that the generd requirements in ED 7 may result in too little
disclosure, especidly for financid inditutions. In order to highlight a specified
minimum disclosure for financid inditutions, the FRSB proposes that additiond
requirements should be induded in sandard aisng from ED 7 or in specificdly
talored mandatory agpplication guidance. The expanson of the implementation
guidance is recommended in order to increase the comparability of information thet
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is disclosed. In paticular the FRSB highlights the following arees where the FRSB
believes that additional guidance is reguired.

Qualitative disclosure

The FRSB supports the requirement to disclose quditative information but
recommends that specific examples should be included to ensure that dl relevant
disclosures are made. ED 7 paragraph 34(b) requires disclosure of the objectives,
policies and processes for managing risk. The FRSB recommends that specific
examples should be provided in respect of the policies for managing concentretions
of asts, ligbilities and off bdance sheet items credit risk including policies with
respect to requiring collatera or other security to support credit exposures and the
entity’ s access to that collaterd, interest rate risk and currency risk.

Quantitative disclosure

The FRSB notes that ED 7 requires disclosure about concentrations of risk in
paragraph 35(c). The proposed implementation guidance accompanying ED 7 then
identifies examples of concentrations of credit risk. The FRSB recommends that
additiond examples of concentrations of risk should be included.

The FRSB recommends including the example of net foreign currency exposures.
Current best practice would be to include disclosure of the bank’s net open postion
in each currency.

The FRSB dso recommends including the example of risks tha sem from
concentrations of funding. Such disclosure could be made in terms of customer
concentration, industry or economic sector concentrations, geographica funding
concentrations or product concentrations.

In the implementation guidance in paragraph 9, sources of credit risk are identified.
The FRSB recommends that additional examples of sources of credit risk or guidance
could be incuded in the implementation guidance. An additiond example would be
the number of individua counterparties and groups of closdly related counterparties
to which a bank has a credit exposure.

Where cusomers are identified as a source of risk, the implementation guidance
should provide additiond guidance for discloang the method used to identify
customer industry sectors. For example customer disclosures may ded with sectors
such as governments, public authorities, and commercid and business entities.

The FRSB’ s proposed additiond disclosure requirements are detailed in Appendix 2.

Minimum disclosure on credit risk

The FRSB notes that disclosure of the existence of a lega right to set-off provides
useful information about credit risk.  For this reason, the FRSB recommends that
additiond examples included in the current standards could be included in the
implementation guidance accompanying the sandard arisng from ED 7 to illudrate
the type of information that is rdevant to credit risk. This could include the current
guidanceincluded in IAS 32, paragraph 81.
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Reference to magter netting agreements is found in 1G15 (b). The FRSB
recommends that additiona guidance could be included for disclosure on master
netting agreements similar to the current guidance found in IAS 32, paragraph 81.

One congtituent proposed that additional guidance should be provided with respect to
the disclosure andyss of financid assets that are past due or that are impaired. In
raion to the disclosure andyds, it is proposed that the disclosure might
differentiate between financid assets which have been assessed as being impaired on
an individua basis and those that have been assessed collectively.

Minimum disclosure on liquidity risk

The FRSB highlights the fact that the minimum disdosure on liquidity risk,
especidly for banks, needs to incorporate assets or there is no relativity and the
disclosure on the liabilities done will not adequately disclose liquidity risks faced.

The FRSB quegtions why the minimum disclosure included in paragraph 42 requires
a maurity andyss for financd liadilities but not for financid assds In
paragraph 30 of the implementation guidance further guidance is provided to darify
that where an entity manages liquidity risk on the bass of expected maturity dates,
then the entity might disclose a maturity andyss of the expected meturity dates of
both financid lidbilities and financid assets.  For a bank, if assst maturity andyss is
not disclosad then there is no reativity. Additional emphasis should be placed on the
requirement to also disclose maturity dates of assets.

Question 9 - Differences from the Exposure Draft of Proposed
Statement of Financial Accounting Standards Fair Value Measurements
published by the US Financial Accounting Standards Board (FASB).

The FASB's Proposed Statement of Financial Accounting Standards Far Vaue
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 FASB pronouncements. That Exposure Draft proposes
disclosure of information about the use of fair value in measuring assets and
liabilities as follows:

@ For assets and liabilities that are remeasured at fair value on a recurring (or
ongoing) basis during the period (for example, trading securities)

0] the fair value amounts at the end of the period, in total and as a percentage of
total assets and liabilities,

(i) 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

(i)  the effect of the remeasurements on earnings for the period (unrealised 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

0] the reason for remeasurements,

(i)  thefair value amounts,
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(i) 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 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 1AS32) 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?

The FRSB agrees that the requirements of ED 7 provide adequate disclosure of fair
vadue and does not propose any additiond amendments based on the FASB
requirements. The FRSB notes that the requirements of FASB under ()(iii) above
that refer to disclosng the amount of unredised gains or losses is not required
because this is not consdered to be a useful additiona digtinction as a gan or a loss
exigs regardless of whether it isrealised or not.

One condtituent noted that IAS 32 (94)(i) previoudy required the disclosure of the
nature of any impairment and the FASB ED requires a decription of the ‘reason for
the remeasurement’. It is proposed that the proposas ED 7 should be expanded to
require disclosure of the nature of the loss directly.

| Question 10 — Other comments

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

The FRSB supports a principles-based gpproach that would identify critical risk
factors of the entity and provide disclosures about these risks. ED 7, in introducing
the disclosures regarding nature and extent of risk arisng from financid ingruments,
needs aso to require disclosure of the underlying business risks faced by the entity
and how these risks are being managed. This provides grester context to the risk
management activity of the entity to the extent that the entity is usng financd
ingruments to manage underlying business risks.  Although this is referred to in the
implementation guidance, the FRSB beieves it would be more appropriate in the
body of the standard, to encourage a baanced disclosure of financid risks releive to
underlying business risks faced (eg. where commodity price risk is hedged, or
foreign exchange risk is hedged on an anticipatory bass).

The FRSB notes that the concept of materidity should be referred to in paragraph 8
to reduce the levd of discretion thet is avaladle to the preparers of the information.
Where information is materia, the entity should be required to make the necessary
disclosure.  As previoudy mentioned, the level of judgement dlowed by IASB ED
could lead to disclosures that are insufficient for users needs.

There are some disclosures which will be materid by nature. Thus even a principles-
based approach could specify minimum disclosures. In addition, to avoid any
uncertainty where the entity is does not disclose information about a specific risk, a
gatement regarding why no disclosure is made should be required. For example, if
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no disclosure is made regarding exposure to credit risk, the entity should date the
reason for thisis thet the entity is not exposed to such risk.

Clarification of what is meant by classes of financial instruments

The FRSB notes that in paragraph 7 of ED 7, an entity is required to make disclosures
by class of financid ingrument. The FRSB recommends that additiona commentary
or guidance be provided to define or clarify what classes of financid assets mean.

The current guidance leaves the didinguishing characteridics up to the individud
entity. This is likdy to lead to non-comparable information. It is dso noted, that
there may be confuson by preparers and users of financid information between the
cdasses of financid indruments and recognition and measurement classfications of
financid indruments as edtablished by IAS 39 and for which badance shest and
income statement disclosure is required.

The following are examples of where additiona guidanceis required:

1. Pearagraph 17 of ED 7 requires disclosure of an alowance account when such an
account is used to reduce the carrying amount of financid asssts. The FRSB
recommends that the disclosure reguirements should daify whether this
disclosure is required by the four classfication categories identified in IAS 39 in
addition to the classes of financid assats identified on the face of the baance
sheet. The FRSB recommends that the disclosure requirements should aso
require disclosure of the imparment loss by the four classfications under 1AS 39,
as this highlights the exposure of the entity to the categories of credit loss (with
the exception of fair value through profit and loss where thisis not relevant).

2. Paagreph 26 of ED 7 requires disclosure of the far vaue by class of financid
asHts and financid ligbilities identified on the face of the baance sheet. One
condtituent noted that there might be vaue in requiring disclosure of the far vaue
on the same basis as the classfications required under paragraph 10.

3. IAS 30 required specific disclosure of contingencies and commitments including
off baance sheet items. The FRSB notes that paragraph 39(a) of ED 7 covers the
disclosure of contingent ligbilities and commitments that expose an entity to credit
rsk. However the FRSB recommends that three classes of financia instruments
should be specificdly identified in the implementation guidance and should be
required to be disclosed. These include:

= direct credit subgtitutes including generd guarantees of indebtedness, bank
acceptance guarantees and standby letters of credit. The FRSB notes that the
meesurement  principles of such ingruments are covered in |IAS 39, but
consders that these insruments should be recognised as a separate class of
financid indrument and that the maximum exposure for credit risk should be
disclosed for thisclass,

= ghort term sdf-liquideting trade-related contingent ligbilities aisng from the

movement of goods such as documentary credits where the underlying
shipment is used as security; and
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= other commitments, note isuance fadliies and revolving underwriting
fedlities.

Reclassification

The FRSB agrees with the proposed requirement (paragraph 13) to disclose the
reasons for reclassfications from fair value to cost. However, the FRSB recommends
that the reason for reclassfication should dso be disclosed for a reclassfication of an
asst held a cost to one caried a far vaue (for example where a hdd-to-maturity
asst is tainted and is subsequently carried at far vaue). In addition to the disclosure
of the reason for reclassfication, the FRSB recommends that the proposed standard
adso require disclosure of the amount of the reclassfication between far vaue and
amortised cost and the impact on the carrying value of those financid assets.

Inclusion in standard arising from ED 7 or in the implementation guidance

The FRSB notes that the disclosure requirements in paragraph 12 ED 7 are in the
nature of implementation guidance and therefore recommend that this paragraph
should be moved to the implementation guidance. It is noted that this paragraph was
previoudy included in the gpplication guidance of IAS 32.

The FRSB notes that in paragraph 34(a) of ED 7 there is a requirement that in relation
to each risk arisng from financid ingruments, an entity shdl disclose the exposure to
the risk and how it arose. 1G 7(a) expands on this to say that the disclosure should
describe the entity’s exposure to risk and the activities that generated them. The
FRSB proposes that 1G 7(a) should be incorporated into paragraph 34(a) rather than
being in the implementation guidance.

Hedge accounting

The FRSB agrees with the disclosure requirements proposed in paragraph 24 of ED 7
on hedge accounting. The FRSB recommends that the disclosure on hedge
accounting should specificdlly include a paragraph requiring description of the
objectives, policies and processes for any hedge activity that is undertaken.

Market risk

Paragraph 43 of ED 7 requires disclosure of a sengtivity andyss for each type of
market risk. Paragrgph 31 of the implementation guidance ligs the various types of
market risk, paragraph 40 discusses types of price risk, a sub-category of market risk
whilst paragraph 43 discusses additiona types of market risk. One condtituent noted
that the types of market risk for which disclosure is required is not immediately
obvious. It isproposed that the definition in Appendix A could be better presented.

Trust and other fiduciary activities

ED 7 requires disclosure in paragraph 21(d) of fee income from trust and other
fiduciary activittess The FRSB recommends that additiona disclosure should be
made where an entity is involved in dgnificant trus activities. The entity should
disclose the fact that it is involved in dgnificant trugt activities and the extent of the
activities.  Such disclosure would indicate the entity’s potentid liahility if it fals in its
fiduciary duties. For this purpose, the FRSB recommends disclosure of the nature of
an entity’s involvement in funds management, securitisation, and cudodid activities
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and the nature of these agreements. An entity should disclose the amount of its
involvement in funds management and securitisation activities, and where possible its
custodid activities.
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Appendix 1 New Zealand Regulatory Framework for Banks and
Financial Institutions and Recent Experience in Promulgating
Principles-Based Disclosures

New Zealand Regulatory Framework for Banks and Financial I nstitutions
The following illugration highlights the range of regulatory approaches that can be
adopted.

Figure 1: Regulatory Environmentsfor Banks (and Financial I nstitutions)

Lightly regulated Heavily regulated
" Less " Regulators are
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New Zedand is podtioned on the extreme left of the above diagram and has been for
more than 20 years. In this environment, disclosure requirements for financia
inditutions are the corner done of financid reporting, securities regulaion and
banking supervison regulation. New Zedand is one of the few jurisdictions where
disclosure plays a more prominent role than other forms of financia sector regulation.
Accounting standard  setters, securities and  bank  regulators  have  co-ordinated
disclosure requirements to ensure the needs of dl usars of financid dsatements and
other disclosure documents are met while compliance costs on reporting entities are
not onerous.

Regulation of financid inditutions in New Zedand has developed on the bass that
goecificc, minimum  disdlosure  of financid  information  required for  regulaory
purposes has been incorporated into an gpproved New Zedland Financia Reporting
Standard. A magor benefit of this gpproach is the enhancement of the ussfulness of
financid information disclosures when these are required in the context of the same
st of standards that include recognition and measurement of financia information.

The FRSB supports the principle that financid disclosures are best driven by financid
reporting standards.  This principle recognises that disclosure requirements are more
meaningful and eader to interpret when they gt in the context of, and are integrated
with, stlandards on recognition and measurement.

Disclosure requirements for financia inditutions are regarded with such importance

in New Zedand because the prudentid supervison regime is based on the vaue of
«df- and market- discipline.  Reporting entities themselves are best placed to make
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gopropriate risk/return judgements in the interests of ther stakeholders, provided
there are disclosure requirements that maeke the decison making process, including
the outcomes of those decisons, transparent. Disclosure requirements, therefore,
foom the bass of good governance and appropriate financid decison making
regardiess of the regulatory environment.

Disclosure requirements for financid inditutions are particularly important because
these entities are highly leveraged, and transact in financd indruments, which are
complex and which give rise to dgnificant financd risks Fnancd inditutions play
a centrd role in financid intermediation and thereby in economic growth and
prosperity. As IFRSs are developed for cross-nationd investments, it can be argued
that there is no regulator for trans-national investors and therefore, there should be
disclosures that will ensure that investors understand the risks faced by financid
inditutions.

Recent Experiencein Principles-Based Disclosures

New Zedand has had experience in gpplying a principle-based disclosure standard to
al types of entities. In 1994 the Inditute of Chartered Accountants of New Zedand
issued FRS-31: Disclosure of Information about Financial Instruments Reporting
entities found the dandard very difficult to comply with because there was no
guidance on what was required of the principles. Moreover, given that the scope of
the sandard covered dl entities reporting entities found it difficult to produce
comparable disclosures.  The FRSB’s experience was that the principle-based
approach led to “race to the bottom” disclosures. Reporting entities copied the lowest
common dominator disclosures.  The lowest common denominator disclosures were
particularly problematic in the case of financid ingtitutions

Usars of financid <tatements needed consderably more rigorous and comparable
disclosures than those provided under FRS-31. After severd years of grappling with
this issue, the Inditute of Chartered Accountants of New Zedand established a
working group to develop guidance notes for FRS-31. It quickly became apparent
that two sets of guidance notes were required — one for corporates and another for
financid inditutions. Subsequently, the FRSB found that guidance notes did not
cary sufficient weight for financid inditutions This was a a time when rigorous
disclosure requirements were needed mogt that is, when risk issues from financia
ingdruments arose. This issue was solved when a separate disclosure standard for
financid indtitutions was developed (FRS-33: Disclosure of Information by Financial
Institutions). FRS-33 requires more disclosures than IAS 30 Disclosures in the
Financial Satements of Banks and Financial Institutions.

The FRSB condder that ED 7 is based on a smilar gpproach to that taken in FRS-31.
This approach did not result in satisfactory disclosures in New Zedland. Based on its
experience with FRS-31 the FRSB does not support implementing ED 7 in New
Zedand inits current form.

This experience leads the FRSB to make two recommendations on ED 7. The fird is

that minimum disclosures need to be specified to achieve comparability. The second
istha a separate sandard for financid ingditutions is appropriate.
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| Appendix 2 Additional Disclosure requirements |

This appendix includes the additiond disclosure requirements tha we recommend
should be included in a separate sandard specificdly for financid indtitutions.

The FRSB agrees that it is not feasble to satidfactorily define activities such as
depogit-taking, lending and securities activities on a globa bads, as noted in
paragraph BC 7 of ED 7, as the boundaries differ in different jurisdictions. However,
the FRSB believes that there is ill a need for additiond disclosure requirements for
banks and other financid inditutions. These difficulties could be overcome in each
juridiction and therefore the FRSB recommends that a possible solution would be to
leave the definition of activities to which more rigorous detailed disclosure rules
apply to be determined by each jurisdiction, rather than by way of an IFRS. An IFRS
is required to identify the required disclosure. The proposed solution would be to
adopt an approach smilar to that proposed for smdl to medium sized enterprises
whereby the definition of financid activitiesis left to the individud country to define.

In response to question 1(a)

In addition to the requirements of other Standards, the disclosures in the balance sheet
or the notes shdl include, but are not limited to, the following assets and liabilities.

Assets

Cash and ba ances with the central bank

Treasury bills and other bills digible for rediscounting with the centrd bank
Government and other securities held for dealing purposes
Pacements with, and loans and advances to, other banks
Other money market placements

Loans and advances to customers

Investment securities

Liabilities

Deposits from other banks

Other money market deposits

Amounts owed to other depositors

Certificates of deposits

Promissory notes and other ligbilities evidenced by paper
Other borrowed funds

In addition to the classes of financid liabilities disclosed above, a bank should
provide information as to the priority of that class of creditors clams over the bank’s
assin awinding up.
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In response to question 1(c)

In meeting, and in addition to, paragraph 17, an entity should disclose separately the
impairment loss on individua financia assets and groups of financid assts.

Interest income from each class of financid asset (as disclosed in the baance sheet)
and from impaired assets should be separately disclosed.

In response to question 3

The FRSB proposes that the contractua repricing disclosure should be retained.  If it
IS retained, guidance should be provided as to how this information should be shown.
It is proposed that the guidance would recommend using a tabular form grouped by
those that are contracted to mature or be repriced in the following periods after the
balance sheet date:

in one year or less,

in more than one year but not more than two years;

in more than two years but not more than three years,

in more than three years but not more than four years,

in more than four years but not more than five years, and
in more than five years.

In response to question 8 — under the heading of quantitative disclosures

In meeting, and in addition to, paragraph 35 of ED 7, an entity should disclose for
each class of financid asset and ligbility, whether recognised or unrecognised,
quantitative information about its expasure to currency risk.

Paragraph 9 of the implementation guidance identifies sources of concentrations of
credit risk for which disclosure is required under paragraph 35. Additiona sources
of credit risk are identified beow to provide further guidance on what amounts
should be disclosed:

1. Customer, industry or economic sector of counterparties.

Concentrations of credit risk may arise from exposures to a sngle debtor or
to groups of debtors having such a smilar characteridic that their ability to
meet their obligations is expected to be affected smilaly by changes in
economic or other conditions.

Cusomer disclosures may ded with sectors such as governments, public
authorities, and commercia and business entities.

The entity should disclose the method used to disclose customer industry
sector.  For example, one method of disclosng customer industry sectors is
to use codes adopted for officid Statistica reporting purposes.

An example of an economic sector tha may be separately identifigble
incdludes a manufacturer of equipment for the oil and gas industry that will
normaly have trade accounts receivable from sales of its products for which
the risk of non-payment is affected by economic changes in the oil and gas
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indugtry. A bank that normdly lends on an internationd scde may have
many loans outstanding to less developed nations. The bank’s &bility to
recover such loans may be adversdly affected by local economic conditions.

2. Geographica digribution:  Geographica areas may comprise individua countries,
groups of countries or regions within a country. Therefore, where applicable the
entity should disclose concentrations of credit exposure by:

credit exposure concentrations within the country; and

credit exposure concentrations to other countries, showing the amounts of
credit exposure to each country.

In accordance with, and in addition to, the requirements of paragraph 35 and 38, it is
recommended that disclosure should be required as follows:

1. The number of individud counterparties (not being members of a group of closay
related counterparties) and groups of closely related counterparties to which the
entity has a credit exposure (net of dlowance for imparment loss) which equas
or exceads 10% of equity, in successive ranges of 10% of equity, commencing a
10% of equity.

For the purposes of this requirement, credit exposures to an individud
counterparty or group of closdly related counterparties is the amount of the
maximum loss thet could be incurred under al contracts with that counterparty or
group of closdly related counterparties in the event of those counterparties failing
to discharge their obligations. A group of closdy rdated counterparties is a
group of lega or natural persons, one or more of which is a counterparty, who are
related in such away that:

the finahcdad soundness of any one of them may maeidly dffect the

financiad soundness of the other(s);

one has the power to control the other(s);or
one has the capacity to exercise significant influence over the other(s).
Counterparty is any other party to a contract with the entity reporting.

2. Branches of overseasincorporated banks shall disclose:

whether there are any legd, regulatory or other impediments that restrict the
rights of loca creditors with respect to their clams over the proceeds of sde
of the assts of the globa bank and, if s, the nature of those impediments,
and

that credit exposures to individud counterparties (not being members of a
group of closdy related counterparties) and to groups of closdy reated
counterparties do not include exposures to those counterparties if they are
booked outside that country.

3. An entity mugt disclose a brief description of any collatera or other smilar credit
risk support arrangements held in support of its credit exposures.
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These sources of concentration of risk should smilarly be gpplied to other risks,
including liquidity risk and market risk. Other types of risks for which
concentrations of risk should be disclosed where applicable include:

1. Net foreign currency exposures. In meeting, and in addition to ED 7
paragraph 38, a bank should disclose quantitative information about exposure to
net foreign exchange exposures. A bank's exposure to currency risk can be
measured and disclosed in a number of ways. Best practice would include
disclosure of the bank's net open postion in each currency, usng the locd
currency vaue of the net financid assets hed in tha foreign currency, for both
recognised and unrecognised financid insruments.  This should endble users of
financid datements to compare exposure to currency risk between separate
financid reporting periods, and to make comparisons between banks.

2. Concentrations of funding: Disclosure should be madein terms of;

customer, industry or economic sector;

geographicd  funding concentrations, showing, where gpplicable, the
following concentrations:

- concentrations of funding within the country; and

- concentrations of funding from other countries, showing the amount of
funding from each country; and

product.
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