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Dear Sir/Madam,

Re: 
IFRIC Draft Interpretation D15 Reassessment of Embedded Derivatives
On behalf of the European Financial Reporting Advisory Group (EFRAG) I am writing to comment on the IFRIC Draft Interpretation D15 Reassessment of Embedded Derivatives. This letter is submitted in EFRAG’s capacity of contributing to IASB’s due process and does not necessarily indicate the conclusions that would be reached in its capacity of advising the European Commission on endorsement of the definitive amendments on the issues.

We agree with the conclusion the IFRIC has reached in D15 that entities shall assess whether to separate embedded derivatives when the entity first becomes a party to the contract, and that subsequent reassessment should be prohibited unless there is a change in the terms of the contract, in which case it is required. We share the arguments in the basis for conclusion that support this consensus. In particular, we share the IFRIC’s view that requiring subsequent reassessment could be onerous and not justifiable in terms of benefits. 

We also agree with the conclusion in paragraph 5 that a first-time adopter shall assess whether an embedded derivative is required to be separated from the host contract and accounted for as a derivative on the basis of the conditions that existed when it first became a party to the contract. This conclusion is in line with the principle in IFRS 1 First-time Adoption of International Financial Reporting Standards that a first-time adopter should apply IFRSs as if they had been in place from initial recognition. Furthermore it is a natural consequence of the conclusion that subsequent reassessment of embedded derivatives is prohibited.
However we have some detailed comments on the draft Interpretation which are presented below:

· Paragraphs 5-7 of IAS 39 deal with contracts to buy or sell a non-financial asset and stipulate that a contract that is not settled net or is in accordance with an entity’s expected purchase, sale and usage requirements is not within the scope of IAS 39 and hence is not accounted for as a derivative. We understand that there is some discussion at the moment as to the appropriate accounting treatment when, for example, an entity satisfies expected purchase, sale and usage requirements when a contract is first recognised but does not satisfy these requirements at some later point in the life of the contract. In the Basis for Conclusions of D15 (paragraph BC11) the IFRIC noted that different considerations to those addressed in the draft Interpretation arise for such contracts. Some consider that this wording implies that an accounting treatment that is the opposite of that required for embedded derivatives should be applied, i.e. subsequent reassessment is required for this type of contracts. We are not commenting on what the appropriate accounting treatment should be in such cases. However, since this Interpretation excludes this type of contracts from its scope, we recommend the IFRIC amend the Basis for Conclusion so that its wording does not imply any particular accounting treatment for such contracts.
· We note that measurement issues may arise when applying this Interpretation at the moment when entities have to reassess contracts because of the subsequent changes in the terms of the contract. We think it would be helpful if the IFRIC specified in the final Interpretation:
· how to measure the embedded derivative and the host contract when it becomes necessary to separately recognise the embedded derivative; and
· how to recognise and measure the hybrid instrument where separation of an embedded derivative ceases to be appropriate.  
If you would like further clarification of the points raised in this letter, Paul Ebling or myself would be happy to discuss these further with you.

Yours sincerely,

Stig Enevoldsen

EFRAG, Chairman 
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