BY FACSMILE

CL 22
22 October 2004

Ms Andrea Pryde

Assgant Project Manager

Internationa Accounting Standards Board
London

UNITED KINGDOM

Dear Ms Pryde

SUBMISSION ON |ASB EXPOSURE DRAFT 7: FINANCIAL INSTRUMENTS —
DISCLOSURE

Thank you for the opportunity to make a submisson on the IASB’'s Exposure Draft 7:
Financid Ingruments— Disclosure (ED7).

The Reserve Bank of New Zedand (RBNZ) — New Zedand's centrd bank — is making
this submisson in its cgpacity as the supervisor of banks in New Zealand and as an
advisr to the New Zedand Government on financid sector matters.  In that capacity, the
RBNZ seeks to promote the mantenance of a sound and effident financd system in
New Zedand.

In New Zedand, financid disclosure forms a key pat of the regulaion of the financid
sctor.  Robust disdlosure by banks and other samilar financid inditutions plays an
important role in fodtering sound corporate governance and risk management within these
entities. It is dso essentid to the promotion of wdl-informed invesment decison-
making, & both retal and wholesdle levds  High qudity financd and riskreated
disdosure dso paforms a key role in promoting strong market disciplines on banks and
other finandd inditutions The RBNZ, among other government and private sector
agencies in New Zedand, therefore ataches grest importance to the maintenance of
robus disdosurefocused accounting dandards  for  banks and  gmilar  financid
inditutions

In reviewing ED7, the RBNZ has had particular regard to the likdy impact of ED7 on
disclosure by banks and smilar finencd inditutions, given that the promulgation of ED7
is intended to result in the withdrawa of IAS 30. In New Zedand's case, and posshly in
other countries, this would result in a marked weskening of the qudity of disdosure by



banks and other financid inditutions, given tha the proposed New Zedand verson of
IAS 30, and the exiging equivdent New Zedand Financid Reporting Standard (FRS-
33), foom the core dements of disclosure by these entities and contan comprehensve
disdlosure requirements talored to the budness of banks and dmilar  financd
inditutions. ~ They require comprenendve disclosures in rddion to: baance sheat
compostion;  off-bdance sheet pogtions  risk  podtions  risk  management  systems,
income Satement; capitd; asset quality; and arange of other matters.

In contrast, ED7 is pitched a a more generd level and is not designed to provide specific
disclosure reguirements for financid inditutions As a result, the disdosure required
under ED7 is condderably less comprehensve than is currently required under New
Zedand accounting dandards gpplicable to banks and smilar finencid inditutions  We
would therefore be concerned if ED7 is promulgated in its current form in the absence of
upplementd  disclosure  requirements  for  gpecific  goplication to banks and  amilar
financd inditutions

In the RBNZ's submission to the Inditute of Chartered Accountants of New Zedand
(ICANZ), we have identified the aeas where ED7 would result in a ggnificant
weskening of disclosure requirements for financid inditutions, based on the current New
Zedand accounting dandard gpplicable to these entites The RBNZ submisson to
ICANZ isattached for your reference.

In our submisson to ICANZ, we have recommended that the subgantive content of NZ
FRS-33 and NZ IAS 30 be preserved ether by way of a schedule to the New Zedand
verson of ED7 or as a sepaate New Zedand financid reporting standard.  However, we
have noted that a firg-best solution would be for robust disclosure requirements for banks
and dmila financd inditutions to be mandated & a global levd through a suiteble
Internationd Financid Reporting Standard  (IFRS).  This would provide a broadly
uniform minimum set of disclosure requirements for banks and dmilar entities on a
globd beds thereby fadlitating comparison across financid inditutions in  different
jurigdictions, providing a broadly levd playing fidd for disdosure and smplifying group
fineancid reporting for banks and dmilar entities operating in multiple jurisdictions.  An
IFRS focused on disdosure by financid inditutions would dso hdp to drengthen the
incentives for sound corporate governance and risk management in the financid sectors
of many countries & atime when the need for thisis being increasingly recognised.

Our concen is tha ED7 in its current form does not provide sufficiently comprehensive
didosure for finencd inditutions given that ED7 has been desgned for goplication
across dl sectors to include any entity whose busness involves use of financid
ingruments.  We support the proposd for a broadtbased ED7 and have no desire to see
nonfinancid entities being subject to comprehensve disclosure requirements akin  to
those to which banks and dmilar finencd inditutions might approprictly be subject.
Retaning ED7 a a broadbassd IFRS focused on disclosure of financid ingruments
makes good sense. However, we drongly bdieve that it is not sufficent for banks and
dmilar financid inditutions  In paticular, we bdieve tha ED7 (teken in the context of



other IFRS) does not provide for sufficiently comprehensve disdlosure by financid
inditutions, particularly in repect of:

baance sheet compostion;

off-balance sheet pogtions,

compogtion of income datement;

nature of capitd,;

ast qudity and provisoning;
concentrations of assets and funding;
financid derivatives and other contingencies,
risk management syssems and interna controls;
governance arrangements,

accounting policies and

market risks,

In the context of an increesng recognition of the importance of drong corporate
govenance and risk management practices in banks and amilar finencid inditutions, and
the vitd role that market disciplines can play in promoting a sound finencid sysem, we
think it would be highly desrable for the IASB to devdop a st of comprehensve
disclosure requirements for gecific goplication to banks and dmilar  financd
inditutions.  This would complement the increesng emphess being placed on disclosure
by the Basd Committee on Banking Supervison, induding in respect of Rllar Il of
Basd Il (which, as you will be avare, requires comprenensve disclosure by barks). An
internationd  financid reporting dandard would dso assg naiond authorities in - many
countries to develop robust disclosure arrangements for ther financid sectors. And as
noted above an internationd financid reporting standard for banks and amilar finencid
inditutions would lay the bads for a broadly uniform st of minimum disclosures on a
globd bass

The implementation of disdlosure requirements talored specificdly to banks and amilar
finenda inditutions ocould possbly be done a a sthedule to ED7, containing
supplemental  disclosure requirements covering the above areas for specific gpplication to
banks and other amilar entitties However, it might be conceptudly better and esser to
incorporate such disclosure requirements into a separate IFRS for specific goplication to
banks and smilar finencid inditutions

We agppreciate that there are difficulties in defining “bank” and “financid inditution” for
the purpose of financid reporting Sandards — a point made by the IASB in rddion to
ED7. However, we do not think this is an insurmountable problem; many regulaions &
naionad and intenaiond levds contan workable definiions which could be
incorporated either into a schedule to ED7 or into a new IFRS for specific gpplicaion to
banks and smilar finendd inditutions.

The atached submisson to ICANZ provides our thinking on the nature of the content
that might appropriatedly be induded in a gand-done IFRS dedicated to banks and smilar
finandd inditutions or in a schedule to ED7, for disclosure by financid inditutions.



We grongly encourage the IASB to develop a st of gpecific disclosure requirements for
banks and gmilar finendd inditutions as a mater of high priority, dedrably in
conjunction with, or in pardld to, the advancement of ED7.

We would be happy to eaborate on this submission if that would be helpful.

Y ours Sncerdy

Geof Mortlock
Fnancid Stability Department



