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30th September 2005


Mr Stig Enevoldsen


EFRAG


13/14 Avenue des Arts


1210 Brussels


Belgium

RE : Endorsement of IFRS7  Financial Instruments Disclosures.

Dear Mr Enevoldsen,

Regarding the above endorsement, we wish to let you know the following comments that we sent to IASB (Mrs Pryde) on the 31st May, 2005, when answering to their exposure draft.

In this answer, we expressed our disagreement with two requirements of IFRS 7 relating to the  day-one profit:

· The disclosure of the  difference between transactions prices at initial recognition (used as fair value in accordance paragraph  AG 76 of IAS 39) and valuations made at initial recognition that result from a valuation technique whose variables do not include only data from observable markets.

· The disclosure of a reconciliation showing changes in the amount of that difference.

The disclosure of the day-one profit in the notes to the financial statements is not useful for the decision -making needs of users because this amount is not reliably measured, not auditable and in evidence not posted in the financial statements (balance sheet and profit and loss account).Linked to its production, this amount, which shows a margin, result from valuation techniques that use non observable market data and models which may be private and not commonly used. We note that IAS 39 prevent the use of such models for balance- sheet valuation since it requires to record that margin in the profit and loss account only when market data used become observable and models are commonly used.

So would it be misleading to disclose in the notes to the financial statements such an amount that furthermore might inappropriately be viewed as future revenue. Indeed, it is not obvious at all that the all day one profit will  be, with certainty,  recorded in the future in the profit and loss account. That accounting strongly depends on markets future behaviours, (data and market participants : products have to become negotiable, or parameters observable). So providing such an information seems to us as being inconsistent with the qualitative characteristics of financial statements mentioned in the IAS Framework, such as relevance and reliability.

The disclosure may lack comparability because different assumptions and methodologies may be used by the firms in the recalibration for observable parameters and other valuation adjustments. When applying valuation adjustments, a firm will generally apply adjustments at a portfolio level such as liquidity and then review relevant transactions individually for day one P/L deferral. The assumptions involved at each level can vary significantly between firms. Such disclosures will therefore lead to comparisons between firms that will be not meaningful.

Lastly, at the present date this proposal does not participate to converge with US GAAP. If you should maintain such new requirements, it would be convenient to integrate them in the scope of the project “convergence” before setting them in IFRS7. 

Nevertheless, we agree to disclose the part of the day one which is recorded in the P/L account during the period, in order to give a better understanding of the trading profits (or loss) of the period. For balance sheet trading instruments a specific disclosure is required by IAS 32 about the part of the fair value amounts that are determined using valuation techniques where some of the input parameters are unobservable ; but it should here be noted that such an amount  provides only a valuation information and not a forecast for future revenue.

We appreciate this opportunity to provide our comments. If you have any questions concerning these comments, please do not hesitate to contact Pierre-Henri DAMOTTE – Head of Group Accounting Policies - in Paris at 33 (0)1 42 14 04 10.

Sincerely,

Geneviève COUTANT

Société Générale

Head of Group Accounting Department

