BPCE DRAFT 
Dear Sir,
Exposure Draft "Amortised Cost and Impairment"(ED/2009/12)
On behalf of BPCE, we are pleased to express our views on the Exposure Draft "Amortised Cost and Impairment".
BPCE is the central institution of Groupe BPCE, France’s second-largest banking group with an extensive coverage notably provided by its two networks – Banque Populaire and Caisse d’Epargne.

BPCE supports the decision of the IASB to review the Incurred Loss Model currently included in IAS 39 and to propose an Expected Loss Approach that enables earlier recognition of credit risk. We however have concerns about the implementation of the proposed model :
- EIR calculation :
The IASB proposed impairment model generates changes in the EIR since its calculation requires both the original estimated expected cash flows and especially their potential changes by time period.

In our opinion the impairment should be determined based on expected losses at a portfolio level and should be separate from the EIR calculation as it currently exists under IAS 39. The co-mingling of credit risk and credit rate would indeed be difficult and costly to implement by preparers but it would also be confusing for users of the financial information.
- Portfolio :
BPCE believes that in order to conciliate both the conceptual issues (an earlier recognition of impairment through the use of an expected loss model) and the practical issues (operational challenges in implementation), the new standard should allow entities to capitalize on their own credit risk management practices. This is especially the case in the banking sector.

When implementing Basel 2 requirements, financial institutions developed significant expertise on credit risk management and invested in costly models used to manage it. These models and processes are strictly monitored and regularly back tested under the supervision of the banking regulator. As a consequence, we believe that the portfolio definition under the new IFRS should allow entities to use the same portfolios defined for credit risk management according to their business model.
Thus, the IASB proposed impairment model should especially allow an “open portfolio” approach (rather than a “closed portfolio” approach) to be consistent with internal credit risk management practices.

We consider also that the proposed objective of amortised cost (i.e. “to provide information about the effective return of a financial instrument”) can only be reached if applied on the category as a whole and not on an individual basis.
For these reasons BPCE supports the overall principles stated by the EBF alternative approach.
In addition, regarding the effective date of this proposal, we consider that all phases of IFRS 9 should be mandatorily applicable at a single effective date and that no earlier application should be allowed.

Our detailed comments are provided in the Appendix to this letter.

We hope you find these comments useful and would be pleased to provide any further information you may require.

If you have any question concerning our comments, we would be pleased to discuss them with you.

Yours sincerely,
APPENDIX 

Question 1 
Is the description of the objective of amortised cost measurement in the exposure draft clear? If not, how would you describe the objective and why? 
Question 2 
Do you believe that the objective of amortised cost set out in the exposure draft is appropriate for that measurement category? If not, why? What objective would you propose and why?
Comments on question 1 and question 2

We agree with the proposed objective of amortised cost (i.e. “to provide information about the effective return of a financial instrument”). We support the use of an expected loss approach for the amortised cost category in order to better reflect the inherent credit risk of instruments classified in this category.

We however believe that this objective of amortised cost measurement is appropriate when applied to the category as a whole and not on an individual basis.

The objective of amortised cost as described in the exposure draft is based on “the initial expectations about cash flows over the expected life of the financial asset or financial liability”(§ 4 of the ED). This approach seems to imply the use of an effective interest rate (EIR) for each financial asset, based on the initial estimation (amount and timing) of expected credit losses.
In our opinion, this approach presents the following issues:
· it is virtually impossible to assess the individual amount and timing of expected losses. Indeed these two parameters depend heavily on the economic cycle and the economic cycle itself is very difficult to anticipate;
· the amount of expected credit losses is more reliable when determined on a portfolio basis and when based on statistical assessment. In other words a loan portfolio contains a global credit risk exposure that is almost certain while the probability (and timing) of a credit risk on each individual loan granted remains unpredictable.

We believe that the amortised cost measurement can provide appropriate information on the effective return of an asset without implementing an individual EIR. For this reason we support the EAP when it considers that “decoupling the EIR calculation from the EL related calculation would be crucial in implementing an impairment model for open portfolio”.
The measurement method should be simplified by determining the impairment based on expected losses at a portfolio level and separately from the EIR calculation as it currently exists under IAS 39. This practice would indeed more consistent with the way credit risks are managed. 
We underline that the Expert Advisory Panel mentioned in its summary on the main issues resolved that a “decoupling” approach would result in a close approximation to the ECF approach 
Furthermore, in order to avoid any confusion between fair value measurement and amortised cost measurement when applying the standard to assets listed on a traded market like debt securities, we recommend that the standard states in the description of the objective that inputs, especially credit risk, used to measure amortised cost should be entity-specific rather than market-based (see our comment on question 4).
Question 3 
Do you agree with the way that the exposure draft is drafted, which emphasises measurement principles accompanied by application guidance but which does not include implementation guidance or illustrative examples? If not, why? How would you prefer the standard to be drafted instead, and why?

We agree that the Board should keep a principle based approach.
Indeed situations may be significantly different from one entity to another and especially between banking and non-banking activities or within the banking sector itself depending on the type of assets concerned.

Application guidance should not be too prescriptive and should allow entities to use operational approaches adapted to their business model and information system. 

The new standard should allow entities to capitalize on their own credit risk management practices, especially for the banking sector.
The portfolio definition under the new IFRS should especially be revised and entities should be authorized to use “open portfolios” (instead of closed portfolios) as defined for credit risk management.

Finally, we do not believe that §B17 which provides practical expedients is of any help in terms of guidance. Indeed that paragraph allows a practical expedient only if the difference in outcomes with the standard method is immaterial when the need for a practical expedient results precisely from the impracticability of applying the standard method. 

Question 4 
(a) Do you agree with the measurement principles set out in the exposure draft? If not, which of the measurement principles do you disagree with and why? 
(b) Are there any other measurement principles that should be added? If so, what are they and why should they be added?

Comments on a) and b)
The measurement principles underlying the Expected losses approach can reduce the current timing mismatch between the recognition of the credit risk premium included in the interest charged to the borrower and the recognition of the related credit losses. Thus we believe that the proposed measurement principles would improve the presentation of credit risk impacts on revenues generated over the life of a financial asset measured at amortised cost.

We are however concerned about the four following issues:
1. EIR calculation:
In our comment on questions 1 and 2 we propose to maintain the calculation of EIR as currently defined by IAS 39 and to account separately for EL impairment. We indeed believe that it is not possible to objectively assess expected credit loss on an individual basis.

For example, when applied to loans with a default peak is in the early part of their term, the Expected Cash Flow approach using EIR reveals losses on defaulted loans that are not fully provided at the time they occur. If the original credit loss estimate is still accurate, the losses will be fully provided on the overall life of the loan but not at each reporting period. In our opinion the impairment allowance should cover effective losses at each reporting period. 
In addition, the implementation of the Expected Losses approach on individual loans using an effective interest rate method would be extremely costly (a very large number (millions) of loans are concerned):

· Design of homogeneous portfolios in terms of credit risk profile
· Maintenance of the homogeneity of these portfolios
· Ensuring the appropriate use or reversal of the expected loss provisions.
Indeed the application guidance of the exposure draft requires a designation of closed portfolios by generation and/or by maturity which would oblige financial institutions to distinguish and follow up a very large number of portfolios (several hundred thousands in big commercial banks).

2. “Point in time” estimates : 

The exposure draft states that an entity should use point-in-time estimates (i.e. estimates that consider in which phase of an economic cycle the related loans are granted) for the calculation of expected losses. When expected losses are estimated using a “point in time” method, the main issue is to assess in which phase of the economic cycle the entity granting the loans. On the contrary, when expected losses are estimated using a “long term average” method, they are more reliable. 
Moreover, by using point-in-time estimates, the IASB model would probably exacerbate the impact of economic cycles on the P&L of banking institutions.
3. Debt securities portfolio : 

Debt securities are eligible to the amortized cost category under the IFRS 9 phase 1 “Classification and measurement”. These financial assets raise specific issues that differentiate them from bank loans as far as expected losses are concerned:

Debt securities are usually listed on a traded market. This position should not lead the preparers to assess the expected loss by referring to credit spreads included in the market prices. For instance spreads included in the CDS market prices should not be used as benchmarks to value the credit risk of bonds which are held for collecting cash flows and not for trading. Indeed the price of these instruments is greatly influenced by the liquidity of the market and is often unrelated to the credit risk of the underlying instruments.

Following the amortized cost principle that relies on the measurement of expected cash flows, the expected losses are those expected by the holder of the bonds whatever the market prices are. Impairment criteria should remain entity-specific and the management should use its own judgement. Market data or ratings issued by agencies should be only used as potential indicators of future defaults.

4 Receivables : 
Receivables are generally very short-term assets (i.e. less than 90 days). Therefore, the distinction between expected and incurred losses could be difficult and costly to assess.
Moreover, the distinction between expected and incurred losses could be very thin and would not result in a material difference. 

Because of these undue efforts, we believe that very short-term trade receivables should be exempted to the expected loss impairment model (similarly to the exception stated in IAS 39 AG79 for trade receivables).
Question 5 
(a) Is the description of the objective of presentation and disclosure in relation to financial instruments measured at amortised cost in the exposure draft clear? If not, how would you describe the objective and why? 
(b) Do you believe that the objective of presentation and disclosure in relation to financial instruments measured at amortised cost set out in the exposure draft is appropriate? If not, why? What objective would you propose and why? 

Comments on a) and b)
We agree with the IASB’s proposition to state an objective of presentation and disclosure. However to meet the objective stated in paragraph 11 we consider that disclosures should be led by principles instead of providing the checklist mentioned in paragraph 12. 
Entities must provide disclosures on credit risk that are consistent with the way they manage and assess their credit risk exposures for internal or regulatory needs. For instance, disclosures must be segmented consistently with geographical, industry or other relevant factors used to assess credit risk impairments.

Question 6 
Do you agree with the proposed presentation requirements? If not, why? What presentation would you prefer instead and why? 
We support that the expected credit losses should be presented as a reduction of gross interest revenues that include the credit risk premium charged to the borrowers.
However, the IASB must take into account that banks will still have to provide an interest margin before the impact of credit risk. Therefore, the presentation requirements applicable to the interest margin and the effect of credit risk should be left flexible.

Hence, an entity should be allowed to present the following on separate lines : 

· Gross interest revenue

· Gross interest expense

· Gross interest margin (subtotal of the items above)

· Expected losses impairment

· Gross interest margin after expected losses impairment

· Effect of changes in expected losses estimates

· Incurred losses (or presented in the disclosures)

Question 7 
(a) Do you agree with the proposed disclosure requirements? If not, what disclosure requirement do you disagree with and why? 
(b) What other disclosures would you prefer (whether in addition to or instead of the proposed disclosures) and why? 

Comments on a) and b)
Many disclosure requirements are closely related to the proposed model. For instance, should the impairment method be based on “open portfolio”, detailed information on “vintage” would not be relevant.

We would like to underline the following matters of concern:

· Some of the proposed disclosures would not be cost efficient, especially regarding vintage information on origination and maturity [§22] or the evolution of credit loss allowance year-by-year [§19a].
· The new standard should keep the incurred loss definition as currently provided by IAS 39 (except IBNR). The definition of non-performing assets provided in the ED (exceeding 90 days) is ruled-based and does not necessarily reflect the local regulatory requirements.
Moreover, disclosure requirements must be consistent with the reporting used by entities and should be linked to their credit risk management.
Question 8 
Would a mandatory effective date of about three years after the date of issue of the IFRS allow sufficient lead-time for implementing the proposed requirements? If not, what would be an appropriate lead-time and why?

We agree that preparers will need significant time to implement a new impairment approach based on expected losses (whatever the final model). We believe that the proposed 3-year time period until mandatory application should be sufficient only for implementing a new standard that would take our proposals into consideration.
Regarding the proposition to permit early application will undermine the comparability among IFRS reporting entities, we consider that different phases of IFRS 9 should be mandatorily applicable at the same effective date.
Question 9 
(a) Do you agree with the proposed transition requirements? If not, why? What transition approach would you propose instead and why? 
(b) Would you prefer the alternative transition approach (described above in the summary of the transition requirements)? If so, why? 
(c) Do you agree that comparative information should be restated to reflect the proposed requirements? If not, what would you prefer instead and why? If you believe that the requirement to restate comparative information would affect the lead-time (see Question 8) please describe why and to what extent. 
Comments on a), b) and c)
We consider that transition requirements are complex and difficult to implement. Building an impairment allowance model separately from the EIR calculation would facilitate transition issues.
We also believe that paragraph 27 would require unnecessary efforts from the preparers when applied to the income statement presented as a comparative. The transition requirements should therefore include the following provision, as stated in IAS 39 transition requirements (§103): “an entity shall not apply this Standard for annual periods beginning before (the transition date to be provided)”.
Question 10 
Do you agree with the proposed disclosure requirements in relation to transition? If not, what would you propose instead and why? 
We agree with the proposed disclosure requirements explaining the effects of the initial application of a new impairment method.
Question 11 
Do you agree that the proposed guidance on practical expedients is appropriate? If not, why? What would you propose instead and why? 
Question 12 
Do you believe additional guidance on practical expedients should be provided? If so, what guidance would you propose and why? How closely do you think any additional practical expedients would approximate the outcome that would result from the proposed requirements, and what is the basis for your assessment? 

Comments on question 11 and question 12
In our opinion, if a standard requires many practical expedients it means that it is difficult to implement.

We do not believe that §B17 which provides practical expedients is of any help in terms of guidance. Indeed that paragraph allows a practical expedient only if the difference in outcomes with the standard method is immaterial when the need for a practical expedient results precisely from the impracticability of applying the standard method. 

We therefore believe the Board should propose an impairment model based on different principles and we support those presented in the EBF model.
