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Re : Supplementary document Financial Instrumémtsairment

Dear Sir or Madam,

| am writing on behalf of the Autorité des Normeen@ptables (ANC) to express our views on the
above-mentioned supplementary document (SD).

In our comment on the IASB’s EBmortised cost and impairmente expressed our support to an
expected loss model to provide for the credit oEkinancial assets at amortised cost but raisexhgt
concerns regarding the operationality of the ED.

We therefore welcome the development by the IASE ohore operational expected loss model for
open portfolios. Namely, we agree with the follogiin

The recognition of expected loss (and changes tmates) in profit or loss on a time
proportional basis over the life of the portfoliocarding to a simplified method. This will
resolve, in an operational manner, the currentngmmismatch between the recognition (as
revenue) of the credit risk premium included in thierest charged to the borrower and the
recognition of the related credit loss;

The distinction made between good book and bad;book

The better alignment with the internal credit rislanagement of the entity regarding the
portfolio segmentation and the definition of theddoook and bad book;

The improvements of the operationality of the impe&int method through a decoupled
approach to recognize interest revenue separataty flepreciations instead of an integrated
EIR (which was quite impossible to implement);

The introduction of flexibility, notably regardinidpe optional use of a discount rate and the
expected loss estimates

B e

MINISTERE DE L°’ECONOMIE
DES FINANCES ET DE L’INDUSTRIE



However, we disagree with the floor mechanism angbod book added to the IASB approach (i.e.
upfront provision of 100% of the EL on the foreddeafuture). This method would lead to the
recognition of a day-one credit loss which is nmgistent with the economics of the lending agtivit
(at market rate). This issue will be exacerbated rusiness combination or purchase of loans. tn ou
comment letter to the IASB’s ED on amortised cosl anpairment, we called for a floor “to make
sure that the expected loss provision is suffictentover incurred losses on the existing loans& W
consider that the good book/bad book mechanisnuii® gimilar to our request and results in an
appropriate floor on the whole impairment modelu3han additional floor on the good book is not
necessary since the bad book will, in practiceecafth the credit risk of portfolio with early loss
pattern.

Moreover, the concept of “foreseeable future” ig wotearly defined and potentially broad and
uncertain. This ill-defined concept results frone tBoards’ attempt to reconcile two incompatible
approaches resulting in a mere overlap of two difiemodels in order to present a common solution.
We are not convinced that this process is the Wagtto achieve the development of a high quality
converged standard. This floor estimated on a émasle horizon could undermine the benefit of the
IASB’s impairment method by driving the allowanaaaunt in most cases. As a consequence, if the
Board were to maintain the floor on the good baolspite of our concerns, we would request the
Board to cap the floor at a twelve month horizon.

With respect to the functioning of the model, asiiom arises as to whether the good book allowance
may be reversed in practice during an economic tdawnThere may be a need for clarification on
how the Boards perceive the allowance will be usegr the credit cycle, for instance by clarifying
that the revision of EL estimates on the good bsfuduld take into account the credit losses of de b
book.

Overall, we consider that the model proposed indbe(without the floor) may suit closed portfolios
as well as open portfolios and would improve tharesentation of the economic effect of credit risk
on financial assets measured at amortised cosudimg loan commitments and financial guarantees
accounted for under IAS 39). Nevertheless, we naiethat the proposed approach is not appropriate
for short term trade receivables and debt secsritie

Last but not least, as already expressed in othement letters, the ANC requests that the Board
undertake a sufficient and effective field-testinben the new proposals are finalised in order to
ensure their robustness, relevance and feasildlity to ensure that they provide decision—useful
financial statements.

Our detailed comments on the SD are set out il\gpendix | to this letter.

If you have any questions concerning our commevesyould be pleased to discuss them.

Yours sincerely,

ol

Jérbme Haas



Appendix |
Detailed comments

General
Question 1

Do you believe the approach for recognition of immpent described in this supplementary document
deals with this weakness (ie delayed recognitioexpkcted credit losses)? If not, how do you believ
the proposed model should be revised and why??

We globally believe that the impairment approaatppsed in this SD deals with the weakness of the
current incurred loss model and with some of thekmesses of the original ED 2009/Ehancial
instruments: amortised cost and impairment

Namely, we support the Boards’ decisions to :
- allow the use of open portfolios instead of clopedfolios only;

- require the use of expected losses estimated beezxpected life of the portfolio, notably by
using long-term average loss rates;

- align the definition of the portfolios with the wagntities manage their financial assets in
practice for internal credit risk management puesos

- allocate the expected credit loss over the avdrgef the portfolio instead of using the EIR
mechanism (see also Q142);

- recognise the effect of changes in estimates uadgrartial catch up” method (i.e. a time
proportional basis);

- allow for flexibility regarding the use of a disaduate and the determination of this rate (see
also Q11).

However, we have strong concerns regarding the thoothe good book (see Q9). A question also
arises as to whether the good book allowance mayebersed in practice during an economic
downturn (see Q192).

Scope — Open portfolio

Question 2

Is the impairment model proposed in the supplenngrdacument at least as operational for closed
portfolios and other instruments as it is for ogmmtfolios? Why or why not?

Although the supplementary document seeks viewghether the proposed approach is suitable for
open portfolios, the boards welcome any comment#sosuitability for single assets and closed
portfolios and also comments on how important itoishave a single impairment approach for all
relevant financial assets.

We believe that the model proposed in the SD isrfare operational for open portfolios than the
original impairment model proposed in ED 2009/12e(€1). Moreover, we consider that there is no
reason to develop two different models for closedmen portfolios. Therefore, we recommend that
the Board extends the model proposed in the Sibsed portfolios.

However, we consider that a single impairment agginds not suitable for all financial assets, dme

size does not fit all. A distinction should be mdd#ween homogeneous portfolios and single assets.
An impairment method based on expected loss isaetefor homogenous portfolios since the entity
may use the law of large numbers. In other case®xpected loss approach may be less relevant.
Thus:



- As already explained in our comment letter to tA&B’s ED 2009/12, “short term trade
receivableshould be exempted from the expected loss appraadthhe current incurred loss
model should be maintained” since “the distincti@iween incurred and expected loss is very
thin for very short term financial assets suchrade receivables held by corporate entities”.
This concern was also mentioned in our commenerlgti the IASB’s EDRevenue from
Contracts with Customeréwe consider that in most circumstances, thetixjsaccounting
treatment should be maintained for corporate estig.g. the customer’s credit risk should
continue to affect only whether revenue is recaogphi@and not how much revenue is
recognised ; the customer’s credit risk credit #th@ontinue to be presented as a component
of costs and not as a reduction of revenue wherubhtomer’s credit risk is not priced in the
transaction price or when the contract does ndudeca material financing component”. We
therefore acknowledge that this issue will be ribdehted later and that short term trade
receivables are appropriately excluded from th@sas the SD.

- As already explained in our comment letter to tA&B’'s ED 2009/12, “debt securities
(typically held by insurance companies), which suffrom very rare defaults, are not well
represented with the proposed approach”, bothdrotiginal ED and in the SD. We also take
the opportunity to remind that “in addition, thectfahat most of these debt securities are
quoted on active markets should not lead to detexrtihe expected losses by referring to
credit premiums as valued by the markets”

Differentiation of credit loss recognition
Question 3

Do you agree that for financial assets in the ‘gdmbk’ it is appropriate to recognise the impairrhen
allowance using the approach described above? Whyhg not?

The ANC considers that the principles underlying expected loss approach can improve the
representation of the economic effect of credit oa revenues generated over the life of a findncia
asset measured at amortised cost. Therefore, vee agth the time-proportional method to allocate
the expected losses over the life of the portfdtisvould resolve the current timing mismatch bedwe
the recognition (as revenue) of the credit riskipten included in the interest charged to the boaow
and the recognition of the related credit losses.

However, we are concerned by the floor mechanism (39).

Question 4

Would the proposed approach to determining the impent allowance on a time-proportional basis
be operational? Why or why not?

As explained in our comment letter to the IASB’s ED09/11, we consider that “it is virtually
impossible to assess the timing of losses”, whsch prerequisite for any cash-flow approach (sch a
the ECF approach proposed in the original ED). &tuee, we consider that the proposed approach is
far more operational than the initial approach.

Moreover, we welcome the IASB’s decision to adofie@coupled” approach instead of an integrated
EIR approach. This decision will solve one of thestrsignificant operational difficulties raised tne
initial impairment model.



Question 5

Would the proposed approach provide informationt tisauseful for decision-making? If not, how
would you modify the proposal?

We consider that the proposed approach would peovideful information (through the time
proportional mechanism) since it properly refletttie economics of credit activity. The proposed
approach (except for the floor mechanism) will H@eato reflect the inherent credit risk of debt
instruments in a timely manner by reserving th& psemiums covering credit losses as they are
earned (i.e. on an accrued basis).

Conversely, the floor mechanism leads to day-oss hecognition which is not consistent with the
economics of loan origination (see Q9). If loans priced according to market conditions, the risk
premiums included in the contractual interest imtmalibrated to cover future credit losses andetlie

no reason to recognise in net income a creditdosgeption.

Question 6

Is the requirement to differentiate between the gnmups (ie ‘good book’ and ‘bad book’) for the
purpose of determining the impairment allowanceudjedescribed? If not, how could it be described
more clearly?

We consider that the principle underlying the defgiation between the good book and the bad book
is clearly described. We note that the distinctimtween the “good book” and the “bad book” is
consistent with the way many entities manage cresiitin practice.

Question 7

Is the requirement to differentiate between the gnmups (ie ‘good book’ and ‘bad book’) for the
purpose of determining the impairment allowanceragpenal and/or auditable? If not, how could it
be made more operational and/or auditable?

We agree with the aim of the SD to better align ithpairment model with the way many entities
usually manage credit risk. The definition of th@tbooks introduced by the SD is operational sihce
will ease the implementation of the impairment nidde small and basic entities as well as more
sophisticated entities. Nevertheless, some additignidance might be useful to ensure consistent
approaches in the determination of the portfolios.

Question 8

Do you agree with the proposed requirement to wifféate between the two groups (ie ‘good book’
and ‘bad book’) for the purpose of determining thipairment allowance? If not, what requirement
would you propose and why?

We agree that a good book/bad book notion is ctamdisvith the way many financial entities manage
their credit risk. Moreover, we welcome the link deabetween the accounting requirements and
internal risk management.



Minimum impairment allowance amount
Question 9

The boards are seeking comment with respect tsmthenum allowance amount (floor) that would be
required under this model. Specifically, on théofwing issues:

(a) Do you agree with the proposal to require aofldor the impairment allowance related to the
‘good book’? Why or why not?

(b) Alternatively, do you believe that an entitpslad be required to invoke a floor for the impaimne
allowance related to the ‘good book’ only in circstances in which there is evidence of an early loss
pattern?

(c) If you agree with a proposed minimum allowanogount, do you further agree that it should be
determined on the basis of losses expected to otithin the foreseeable future (and no less than
twelve months)? Why or why not? If you disagre®; Would you prefer the minimum allowance to be
determined and why?

(d) For the foreseeable future, would the periodgidered in developing the expected loss estimate
change on the basis of changes in economic condftio

(e) Do you believe that the foreseeable futureqak(for purposes of a credit impairment model) is
typically a period greater than twelve months? Whywvhy not? Please provide data to support your
response, including details of particular portfdiéor which you believe this will be the case.

(f) If you agree that the foreseeable future isdgity a period greater than twelve months, in arte
facilitate comparability, do you believe that ailo®’ should be established for determining the
amount of credit impairment to be recognised urttier ‘floor’ requirement (for example, no more
than three years after an entity’s reporting dat#)8o, please provide data and/or reasons to stppo
your response.

(a) We disagree with the floor proposed for thedinpent on the good book. This mechanism may
lead to the recognition of “day-one” or “quarteredniosses, which is not appropriate for sound
financial assets. Recognising a credit loss atpitiae is not consistent with the recognition ofriea
(originated at market rate) in the statement ddriizial position at their initial fair value. The@r on

the good book will therefore create day 1 lossesesithis floor is inconsistent with a fair value
measurement technique. This issue will be exacedliata business combination or purchase of loans.

We consider that the bad book specific impairmeethod is the appropriate floor of the whole
impairment model. In the case of effective creditskes arising early in the life of a portfolio, fld
expected loss of these doubtful assets will betlshprovided for under the bad book method.
Therefore, there is nho need for an additional flbechanism on the good book.

Moreover, we are concerned that in practice tlisrflnay undermine the time-proportional approach
(see Q10). It would also make the implementatiorcadtly information systems to manage two
impairment mechanisms worthless.

(b) We disagree with the proposed floor mechanischansider that the good book/bad book concept
will address circumstances in which there is evidenf an early loss pattern. However, as an
alternative to the proposed floor, the 9b propaosald be further explored by the Board.

(c) We disagree with the proposed floor mechanidowever, should the floor be maintained by the
Board, we would recommend to cap the foreseeablegfat twelve months (see (e) and (f) below).

(d) We are concerned that the ‘foreseeable fuiareot clearly defined and potentially broad and
uncertain. Moreover, we believe that, in practites foreseeable future period is affected by the
economic conditions. For instance, under bad ecanoonditions, the foreseeable future would be
very short as this is a time of great uncertainty.



(e) We believe that it is generally not possibled&velop reasonable and supportable economic
forecasts beyond twelve months, as shown by trentémancial crisis. Therefore we recommend that
other than short term expected loss estimates ¢z long term average credit losses.

(f) Should the floor be maintained by the Board andsistently with our comment in (e) above, we
request that a ceiling at twelve months be estaduis

Question 10

Do you believe that the floor will typically be edto or higher than the amount calculated in
accordance with paragraph 2(a)(i)? Please providgadand/or reasons to support your response,
including details of particular portfolios for whicyou believe this will be the case.

According to the first estimates performed by Frebanks, there is a high risk that the floor would
drive the allowance amount in most cases.

Therefore, this demonstrates that the time-propioati approach would rarely be used in practice,
unless the floor is only limited to a twelve-momiriod. Since we consider that the time-proportiona
approach is more economical than the immediategreton approach (through the floor mechanism),
we are concerned that the former may not be offgpliedd in practice. The floor, as currently
proposed, could lead to generalizing an approadbhnl not appropriate (see also our answer to Q3
and Q9).

Thus we would prefer an impairment model withouis tHoor or an amendment of the floor
mechanism (see Q3 and Q9).

Flexibility related to using discounted amounts
Question 11

The boards are seeking comment with respect tdlekibility related to using discounted amounts.
Specifically, on the following issues:

(a) Do you agree with the flexibility permitted tige either a discounted or undiscounted estimate
when applying the approach described in paragragfe3? Why or why not?

(b) Do you agree with permitting flexibility in tiselection of a discount rate when using a discedint
expected loss amount? Why or why not?

(a) Consistently with our comment to the ED 2009%hlhe difficulty to estimate precisely the timing
of expected credit losses, we agree that permittieguse of either discounted or undiscounted loss
estimates is welcome. This will enable entitiesnplement an impairment method that is aligned
with the refinement of their internal risk managemeractices. For instance, small banks or
corporates (with open portfolios) may not have dved an advanced internal rating model whereas
some large banks may have developed internal matlelging the use of discounted estimates.

(b) We agree with permitting flexibility in the setion of a discount rate when using a discounted
expected loss amount. This will enable entitiesimiplement an impairment method that is aligned
with the refinement of their internal risk managempractices. Indeed, entities may have different
views on the most appropriate and reasonable ditc@ie that best suits their activity. Stating

arbitrarily a standardized discount rate might undee the relevance of the information provided.



Approaches developed by the IASB and FASB separajel
Question 12

Would you prefer the IASB approach for open padfobf financial assets measured at amortised
cost to the common proposal in this document? Whyhy not? If you would not prefer this specific
IASB approach, do you prefer the general concepgheflASB approach (ie to recognise expected
credit losses over the life of the assets)? Whytor not?

In accordance with our disagreement on the mininallowance amount (see Q9), we would prefer
the IASB approach for open portfolios to the comnpooposal in this SD. The underlying principle
for allocating the expected credit losses overlifieeof the portfolio is more economical than the
common approach. It will resolve, in an operatiamanner, the current timing mismatch between the
recognition (as revenue) of the credit risk premimeiuded in the interest charged to the borrower
and the recognition of the related credit losses.

Question 13

Would you prefer the FASB approach for assetsersttope of this document to the common proposal
in this document? Why or why not? If you wouldprefer this specific FASB approach, do you prefer
the general concept of this FASB approach (ie tmgaise currently credit losses expected to oagur i
the foreseeable future)? Why or why not?

As explained in our answer to Q10, the floor medranwill lead in many cases to apply only the
FASB specific approach, which is quite similarthe FASB proposal issued last year.

Consistently with our comment letter to the FASBSU on accounting for financial instruments
published in May 2010, we disagree with the FASBraach. As explained in the above-mentioned
comment letter, “the proposed approach may leaddognizing losses in the first period of reporting
which is inconsistent with the timing recognitiohtbe credit risk premium as revenue”. The FASB
approach exacerbates the timing mismatch betweenrgbognition of the revenues, which are
recognized, as part of interest, on an accruaklmaser the life of the financial asset and the ezpe
(credit loss) that this revenue aims to offset.

We rather prefer the IASB specific approach whgmore economical (see Q12).

IASB only Appendix Z - Presentation and disclosure

Impairment of financial assets
Question 147

Do you agree that the determination of the effectimerest rate should be separate from the
consideration of expected losses, as opposed twtiiggnal IASB proposal, which incorporated
expected credit losses in the calculation of tiecéive interest rate? Why or why not?

We agree that impairment must be determined atropo level, apart from the EIR calculation as
currently existing in IAS 39. This is indeed monsistent with the way credit risks are managed in
practice. The use of an integrated EIR mechanispr@osed in the original ED raised burdensome
implementation difficulties and did not take intocaunt the fact that it is very difficult to estitea
precisely the amount and timing of expected credges.

This proposed “decoupled” approach is therefore emoperational and makes an appropriate
distinction between revenue recognition and impaitmecognition in profit or losses.



Scope — Loan commitments and financial guarantee ntracts
Question 15Z

Should all loan commitments that are not accouréedat fair value through profit or loss (whether
within the scope of IAS 39 and IFRS 9 or IAS 373uigect to the impairment requirements proposed
in the supplementary document? Why or why not?

For risk management purposes, financial entitiagllys manage the credit risk from loans on the
same basis, either drawn or undrawn.

Therefore, we consider that the proposed approabfichwis better aligned with credit risk
management should also be applied to loan commisr{ant accounted for at FVTPL).

Question 16Z

Would the proposed requirements be operationalppliad to loan commitments and financial
guarantee contracts? Why or why not?

We consider that the proposed requirements woultpkeational if applied to loan commitments (see
Q152).

Regarding financial guarantees, as explained in acmnment letter to the IASB’s ED insurance
contracts, “we note that the current IFRS 4 requénets for financial guarantees work well in pragtic

and are well understood. Therefore, we recommeatttie IASB continue to provide entities with

this accounting policy choice to account for fin@mh@uarantee contracts in compliance with the
business model of the entity.

Should the IASB pursue with its decision to revid existing accounting requirements in this area,
we recommend the IASB to explore the following madtgive so as to appropriately reflect in the
accounting treatment the economics of these cdsteand the business model of their issuers:

- trade credit insurance contracts issued by entttiat cover the policyholder against a risk dadie
to pay of a customer of this policyholder, shoutd Brought into the scope of this ED [insurance
contracts] consistently with the business modehefentity;

- financial guarantees contracts issued by entisiesh as those commonly issued by banks on request
of their customers (for example, performance bamdguarantees in favour of tax authorities) that
cover third parties against a risk of default ty pathe customers of the entity, should be acasdint
for under IAS 39/IFRS 9 using an expected loss @mting modelconsistently with the business
model of the entity.”

We therefore believe that the model proposed inShewould be operational if applied to financial
guarantees currently accounted for under IAS 38id#&s, we welcome the IASB’s tentative decision
at the 1-2 March 2011 meeting to retain the exgséipproach in IFRS in order to determine which
standard would apply to financial guarantee cotdrac



Presentation
Question 17Z

Do you agree with the proposed presentation reaqoéets? If not, what presentation would you
prefer instead and why?

In our comment letter to the IASB’s ED 2009/12, mentioned that “the ANC considers that the
effect of changes in expected losses estimates lmusblated from gross revenue on a separate line”
Therefore, we agree with the proposed presentati@t clearly requires to separate revenue
recognition (resulting from the EIR as currentlyfided in IAS 39) from variations of impairment
allowances.

This will provide more useful information to users.

Disclosure
Question 18Z

(a) Do you agree with the proposed disclosure nemuents? If not, which disclosure requirements do
you disagree with and why?

(b) What other disclosures would you prefer (whetimeaddition to or instead of the proposed
disclosures) for the proposed impairment modelahg?

We support the principle of full and transparesctbsures to help users properly understand the
outputs of the model and assess the amount of foelgethat is inherent to them, as well as to
contribute to help promoting convergence of impaintrpractices.

However, we regret the lack of clarity regarding tWwhole disclosure requirements of the final
standard on impairment. We are therefore not iitipogto fully assess the disclosures proposedtién t
SD and their consistencies with other disclosuedsted to credit risk that are not re-exposed ley th
Board. Moreover, we wonder how these disclosuraiirements will interact with the current
disclosures related to credit risk in IFRS 7.

The disclosures proposed in the SD seem very axtenslore precisely, we are concerned by the
following disclosure requirements :

- comparing the actual credit losses with previesmates: as estimates of expected losses change
over time, which of the estimates should be congparith the actual outcome and at what level of
aggregation would such comparisons be disclosed ?

Question 197

Do you agree with the proposal to transfer an amafrthe related allowance reflecting the age of
the financial asset when transferring financial @ssbetween the two groups? Why or why not? If not,
would you instead prefer to transfer all or nondtad expected credit loss of the financial asset?

The SD requires the amount of allowance transfewiéid an asset becoming doubtful to be the time-
proportional amount relating to this specific aséet considering the age and expected life of thi
specific asset. This requirement would unnecegsadtl complexity into the proposed impairment
model.
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By definition, the expected loss allowances ongbed book are supposed to cover effective losses on
financial assets becoming doubtful. Since the egueloss method is based on a concept of portfolio
loss mutualisation, it seems conceptually logioalge this allowance when an asset is transfented i
the bad book using a full depletion approach the.entire amount of provision required for the bad
book is transferred from the good book).

The SD requires that the good book allowance beatggdafter the transfer, which seems logical. A
question arises as to whether the good book allogvamy be used or reversed in practice during an
economic downturn. In a steady state, this updaigimdeed generate a systematic recognition of new
expected losses on the good book (especially thrthe floor mechanism) after a transfer of doubtful
assets since the remaining sound portfolio mal, thtdoretically suffer from expected credit losses,
unless the entity massively decreases the lossneéees for the residual life of the portfolio. A ree
way to address this issue in practice would be eiise EL estimates by taking into account
(deducting) the credit losses of the bad book.
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