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Iuropean Financial Reporting Advisory Group
33 Square de Meaeds

1000 Brussels

Belgium

20¢h May 2018

Dear Sirs,

Refr EFRAG’s Consultation on Equity Instruments — Empairment and Recveling

Ve Intermational Swaps and Deriv:z%ivc*- Association CISDA™Y is pleased for the opportunity to

respond 1o the above referenced Consubtation on Equity Isstruments - fmpairment and Recveling
tssucd by the Europeasn Financial Reporting Advisory Group C'EFRAGT).

Key Messages:

While some of our members believe that there should be no change to the classification and
measurement requiremnents of IFRS 9. others members would be i favour of introducing of an FVOC|
model with recyeling, if an appropriate knpainment model can be agreed upon.

Shouid you have any questions or would Tike clarification on any of the matters raised in this letter
please do not hesitale o contact the undersigned.

Yours faithiully,

e e sttt bttt st

Lisa Bomiba Antonio Corbi
Chair of ISDAs European Accounting Conunitice Director
Managing Director Risk and Capital
Head of Accounting Poliey & Advisary Group 15134, inc

Deutsche Bank AG

Appendix — Responses to specific questions raised by the EFRAG
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Appendis — Responses to specific questions raised by the EFRAG

QUES

FION | - RECYCLING GAINS OR LOSSES ON INSPOSAL

O What e vour views on the argumoents presented io paragraphs 2.3 - 2107 Do vou consider that
the veintroduction of reeveling would improve Bhe depiction of the financial perfornance of mg=term
ivestars? Afternatively. do vor consider that the existing reguiremonts of RS 9 provide an adegiate
depiction” Please expluin,

This topie was thoroughly debated at the time that the standard was developesd and it should form pan
of the Post Tmplementation Review that the TASB will conduet, While some of our members consider
that the TASB should not wait unul the PIR 1o re-examine this issue, all our members agree that ondy
the 1ASH should make any changes te the standard.

We note that the TASB introduced the fair valae though OCTHEVOCT) without recyveling model for a
narew rapge of strategic Investments that would not ever be expected 10 be sold, thereby also avouding
the need 1o develop a better impairment mode] for equity ivestments measured st FYOCL The
wnderfying concern of some constiftuents is therefore not so much the problem of reeveling but that they
do not believe that it is appropriate 1o record at fair vadue throagh prefit or loss (FVPLY other tong term
equity hioldings (e, those that are not “strategic” but are also not held for trading).

Some of pur members believe that there should be no change w the RS 9 classification and
measurement categorios and that investiments that may one day be sold are best recorded ot FVPE,
These members are concernied that 3 would be inappropriate to reopen the debate on how 1o account
for non-tradding equity boldings without, first, o wider conceptual study of the uses of GCL

Other members believe that long tenn holdings that may one day be sold should be recorded w FVOC]
with recyeling, They believe that all performance should aitimately be rellected i profit or foss, and
that gains or losses on long term investments are performance, However, they also believe that there is
an important distinetion 1o be made for such instruments between realised and unrealised zains and
losses and that only realised zains should be recorded in profit or uss. As set out i our response 1o
Crestion 2. this would require development of an appropriate impairment model,

QUESTION 2 - CONCEPTUAL RELATIONSIUP BETWEEN RECYCLING AND IMPAIRMENT

20 Wikt are yenar views o the wrgumients proscated in puaragraphs 201 - 2077 Do vo consider thas,
from w conceptial standpoin, recveling should b accompanied by some form of impaiement niodel?
Fleave vaplain.

As we have already said in our response 1o Question 1, some of our members would prefer a FVOC!
mioded with recycling, i a stlution to mpairment can be found. 1 would be mappropriate 1o permit
recyeling without an impairment model, as impairment 13 just as muchk a Key measure of performance
{and ence stewardship) as gains o losses on realization. The chillenge is not deciding whether an
impairment model is needed but how it would work,

QUESTION 3 - ENHANCING PRESENTATION AND DISCLOSURL REQUIREMENTS

003 4 Wit wre vonr vicws on the arguments and aialvsis preseated in Clupier 3 of the DP2
Q3.7 dre tiere ofher improvements i presestation aed disclosurce thar vou wonfd support”?

As already mentioned i response to Cuestion |, some of our members believe that there should be no
change o the classification and measurement requirements of IFRS 9, Herce, for these members,
entities should provide disclosures to help tell the story™ 1o explain which gains and losses on equity
secarities recorded at FYPL will only be realised in the longer wrm, bu that there is nothing o stop
such ontities from already doing this ander IFRS 90 As regards 1o scenario 3, they also note that there &



atready a requirement to disclose unrealised profits and lasses on level 3 financial instruments held at
FVPL. by chass, Our members have sympatly with extending this 1o other non-irading equity
investments recorded at FVPL.

Also, our members would not suppont disclosure of the accumulated debits and eredits on FVOC]
equilies, as proposed a5 a possible improvement in scenario 1, as the costs of preparing this mformation
would not be commensurate with the benefits. The sumbers, in themselves, would not be very
meaningful Alse, the debits (the fair value losses) are not necessarily “impairment” if they just reflect
market volaulity - a point we expand on i response to Question 4.

En contrast, those members who favour introduction of an FVOUT model with reeveling. believe that
disclosures, on their own, will not solve the challenge of recognising performance in profit or foss. As
is set out in the Contractual Framework (and consisient with our members® experience of the views of
asersy, profit or foss should be the primary source of formation abeut an entity™s perforniance:

QUESTHON 4 - TWO MODELS

W1 Whar shandd be i verr view, the general obfective and main jeatnres of a robust moded for
vty Instriaseils (refevance, reliabiling,. comparability g7

As explained further in our response o Question 4.3, our members believe that relevance is snportand,
b particular, & key componest of a robust modet for equity instruments is that impairment is not
necessarily the same as 2 declime in fuir value and that there needs o be o principle as to what
impairment is designed to measure. In particular. bnpairment should reflect a change in the economic
circumstances of the individual vestee, rather than just chanses in market prices. Reliability and
comparability are tmportam, but oot to the exient that short term Nuctuations in general market fair
valtes cause impairment (6 be recorded.

Q4.2 Wik, if cither, of the tea models do ven prefer? Please explain,
Cur members strongly do not support the revatuation model:

i3 11 ghves undue prominence o short e negative Muctuations in fair vatue (which are not reflective
af the long term invesument intention) amd

it} it does not adeguately portray the performance of g managed portiolio of eguity investments {in
which some will be expected to show fair value gabns and others losses).

Those members who suppont FVOCT with recveling would therefore prefer an impairment model that
is closer 10 1AS 39 (sve our respense ta Question 433, The challenge s 10 find a modet that is
sufficiently relevant and refiable while aliowing greater comparabilin,

4.3 Da vaw drve suggestions for o model other tan those presemted fo the BP7 I s, please doseribe
sl explainoely it wondd et characteriviics sicl as relevance, reltability and compurabiline

A significant part of the probler with the TAS 39 impairment model was that i did not alfow
impairment recorded on equity holdings 1o be reversed (see our response 1o Question 63,

Bevond that, thise of our members whe wounld support a FVOUT with recyeling model would prefer
not o Hnk i solely to guantiative riggers but alio 10 wke into account qualitative indicators, The alim
sheuld first be o develop a principle as to what impairment is designed 1o achieve, Our members
behieve that impatrmient should reflect the expeeied abifiny of the individual investment to generate cash
flevws, rather than general changes b murket by valires. Hence impairment should be recorded (by
reeyeling fair value fosses to profit or foss when there has been a sigrificant redoction in the expected
future cash fows of the invesiee.



1t is recognised that this test would be even more subjective than the IAS 39 criveria and so it s
suggested that it would be underpinned by o rebuftable presumption that o holding ts impaired (0t has
suffered o dectine in fair value compared to the general market that that is significant, or that it bas
suffered a significant dechine in fair values that is significant and prolonged. This would differ from the
1AS 39 ~significant or prolenged’, so0 as to help avoid recognition. as impairment, of short terimn changes
in fair value that have little 1o do with long term expectations of performance. However, if there has
been a significant deterioration in expected future cash Hows, this principle would require impairment
ter be recorded without having to wait for a decline in fair valoe to be prolonged.

Ql

STION 3 - QUANTITATIVE IMPAIRMENT TRIGGERS

O35 1 Do vou support the fnclusion of quantitalive impairoment eiggers in an inpairownt modef s § se,

shondd sy IFRS Stokard spocifv the sriggeers, or shendd managesiont detering them?
Our members who favour a FVOCT with reeveling model would be supportive of the Board setting
gquantilative parameters for what is “significant” and “prolonged’, but note that it bas abviys been
reluciant Lo set bright Hnes.

Our members are not supperiive of the portioho approach sugeested in paragraphs 314 19 3.9, since
s will fail to recognise, as Josses, any significant deterioration in te expecied cash lows to be

cenerated by an investes.

QL

TION 6 - SUBSEQUENT RECOVERY IN FAIR VALUES

6. Hene shoudd subsoguent recoveries in fair valies be acconnted for? Please explain

As already mentioned, our members agree that any impairment moedel should be svmmetrical. so thay
impairment can be reversed, One of the conceras with the TAS 38 AFS himpairment mode! was the
ireversibility . I reversals of impairment were permitted, then that would also help avoid the
interiminal reporting issue discussed in paragraphs 337 10 540 of the D

U6, 2 1] subseguant recoveries in fair valies are eecogmived i prafic or foss, which of the upprouchios
puragraplis 3.7 3 10 o vou support wisd win?

Our members believe that the impairment model shoukd be symmetrical Henee i there is ne longer a
sienificant decline in expecied cash flows, or {if impairment was recorded beeause of the rebutiable
presumption) the fir value s no Jonger sigaificantly below general market fair vadues, or there has
been o prolonged period of time over which the fair vadues has not been sigaificant!y below vost. the
impairment should be reversed.

7 - OTHER CONSIDERATIONS

U7 1 Do yon conxider that the sume niodel shoudid apply to o] cqpiiv iustriments vorvied undor the
FUOCHelection? I wor, win et and how wonlid you objoctively idontify

fifforon portfedips?

Ouer members do not believe that there is a need for more than one model. As already stated, they either

do not consider the curresit madel reguires change or would chose a single FVQCT model with
recyeling and bmpairment.

Q70 Do van bave commients on these ather considorations?

N

7.3 e there other wspocss thar EFRAG shonld considder?

N



QUESTION 8 - OTHER ASPECTS OF RS 9°8 REQUIREMENTS ON HOLDINGS OF EQUITY
INST

8T e there other aspects of IFRE 975 reguirements on aeconming for holdings of equire
insteantents, i addition o thase considerad i the DP, which in vour view are relevant 1o the depiction
aof the financiad performance of long-revm invesiors? Plause expluin

See gur response (o Question 3.






