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11 November 2009
European Financial Reporting Advisory Group

35 Square de Meeûs
B-1000 Brussels
Dear Sirs
DRAFT ENDORSEMENT ADVICE AND EFFECTS STUDY REPORT ON IFRS 9 FINANCIAL INSTRUMENTS
IMA represents the asset management industry operating in the UK.  Our members include independent fund managers, the investment arms of retail banks, life insurers and investment banks, and the managers of occupational pension schemes. They are responsible for the management of approximately £3 trillion of assets, which are invested on behalf of clients globally. These include authorised investment funds, institutional funds (e.g. pensions and life funds), private client accounts and a wide range of pooled investment vehicles. In particular, the Annual IMA Asset Management Survey shows that in 2008 IMA members managed holdings amounting to 43% of the domestic equity market.

In managing assets for both retail and institutional investors, IMA members are major investors in companies whose securities are traded on regulated markets.  Therefore, we have an interest in the requirements governing how such companies prepare their accounts and the information disclosed to our members as users of that information.   

IMA supports the development of high quality accounting standards that are applied consistently internationally, and which maximise the transparency and comparability of accounts for our members.  As regards EFRAG’s draft endorsement advice on IFRS 9, Financial Instruments, we welcome the simplification of the overly complex IAS 39 and the overall approach in IFRS 9.  Replacing the categories of Loans and Receivables, Fair Value Through the Profit and Loss Account, Held to Maturity and Available for Sale with two categories will undoubtedly simplify accounting for financial instruments. 
The IASB has also addressed certain of our comments on the initial ED, for example, IFRS 9 now incorporates a “business model” test and requires reclassification when there is a change in that model.  Thus despite some reservations and concerns regarding the standard, we are supportive of the EC’s endorsement of IFRS 9. We discuss these reservations and concerns below.
We supported this work being prioritised but the G20 essentially dictated the timetable and we are concerned that its timeframe does not allow sufficient consideration of the issues.  Accounting for financial instruments is a complex area and making changes in such a condensed time frame could result in unhelpful reporting and have unintended consequences.  This may only serve to confuse users, and reduce meaningful comparability and helpful consistency in financial reports over long periods of time.   

IFRS 9 also abolishes the Available For Sale category where the related gains and losses go through Other Comprehensive Income, making fair value through the profit and loss the default category. We do not consider that calls for simplification were intended to mean that more instruments should be recorded at fair value through the profit and loss or that the IASB has made the case for this.  
Investors want to know what management has generated from its operations and the resources allocated to it but taking more changes in fair values to the profit and loss could result in the imprudent recognition of profits as part of short-term performance.  In this context, fair value will continue to be applied to holdings that are so large that they could not be realised at the screen price and/or when extraneous factors exaggerate the volatility of the market price and impinge on the concept of prudence.  We would have liked more consideration being given to reporting more fair value changes in Other Comprehensive Income (OCI) and believe that recycling and OCI should be formally added to the IASB’s agenda so that there is a clear conceptual basis as to when items should through OCI and whether they should be recycled.  In this context, IFRS 9 does not allow recycling.  
Notwithstanding the above, we believe that there would be serious ramifications should the EU fail to endorse IFRS 9.  First, it would unravel the convergence process.  Secondly, in the long term, EU companies which are also SEC registrants could have to produce three sets of numbers: EU GAAP; IFRS GAAP; and/or US GAAP.  This would add to the complexity of financial reporting and be at a cost to shareholders.   
In conclusion, although we have reservations about IFRS 9, from a pragmatic standpoint and as noted above, IMA supports the EC’s endorsement.
I trust that the above is self-explanatory but please do contact me if you require any clarification of the points in this letter or if you would like to discuss any issues further with representatives of IMA’s membership.
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Yours faithfully
Liz Murrall








        Director, Corporate Governance and Reporting
65 Kingsway London WC2B 6TD

Tel:+44(0)20 7831 0898 Fax:+44(0)20 7831 9975
www.investmentuk.org

Investment Management Association is a company limited by guarantee registered in England and Wales. Registered number 4343737.  Registered office as above.
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