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International Accounting Standards Board

30 Cannon Street

London

EC4M 6XH

United Kingdom

Dear Sir / Madam

Re: Exposure Draft Mandatory Effective Date of IFRS 9
On behalf of the European Financial Reporting Advisory Group (EFRAG), I am writing to comment on the Exposure Draft Mandatory Effective Date of IFRS 9 that the IASB issued on 4 August 2011.  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 as advisor to the European Commission on endorsement of the definitive standard in the European Union and European Economic Area.
EFRAG believes that, rather than setting a fixed effective date, it would be more appropriate to allow entities at least three years to implement IFRS 9 after the completion of all phases of IFRS 9 and the standard on insurance contracts.  We believe that not requiring restatement of comparative information in the first year of application of IFRS 9 would be an inappropriate alternative to setting a proper effective date in the first place.
If you wish to discuss our comments further, please do not hesitate to contact Marc Labat or me.

Yours sincerely,

Françoise Flores

EFRAG, Chairman
Appendix
	Notes to constituents

1 The Board has undertaken a project to replace IAS 39 Financial Instruments:   Recognition and Measurement in phases.  The first phase of that project addressed the classification and measurement of financial instruments and resulted in the issue of IFRS 9 (2009) – addressing only financial assets – and IFRS 9 (2010), which included also requirements on financial liabilities.  At the time IFRS 9 (2009) was issued the entire project was planned to be completed in 2010. 

2 IFRS 9 was initially issued with a mandatory effective date of 1 January 2013.  At the time of selecting the mandatory effective date the IASB noted that it would consider delaying the effective date of IFRS 9, if: 

(a) the impairment phase of the project to replace IAS 39 made such a delay necessary; or

(b) the new standard on insurance contracts had a mandatory effective date later than 2013, to avoid an insurer having to face two rounds of changes in a short period. 

3 In October 2010, the IASB issued the Request for Views on Effective Dates and Transition Methods.  The Request for Views asked constituents’ views on the proposed transition methods and effective dates of the projects that the IASB is currently working on. EFRAG issued its comment letter on the Request for Views on 31 January 2011. 


Question 1
The Board proposes to amend IFRS 9 (2009) and IFRS 9 (2010) so that entities would be required to apply them for annual periods beginning on or after 1 January 2015.  Do you agree?  Why or why not?  If not, what alternative do you propose?
EFRAG’s response

EFRAG welcomes the Board’s decision to postpone the effective date of IFRS 9. However, we believe that, rather than setting a fixed effective date, it would be more appropriate to allow entities at least three years, from the date on which both the last phase of IFRS 9 and the new standard on insurance contracts have been published, to implement IFRS 9.
4 In our comment letter of 31 January 2011 on the Request for Views on Effective Dates and Transition Methods, we noted that the standards on Financial Instruments, Revenue from Contracts with Customers, Leases and Insurance Contracts are the cornerstones of financial reporting under IFRSs, in the sense that they have a significant impact on the way companies report the performance of their core business, they affect a large number of items and transactions, and their scopes of application are closely related.  If these standards had been completed by June 2011, we believed that their collective effective date could have been 1 January 2015, at the earliest, for the following reasons:

“(i)
these standards have a pervasive effect on the financial statements and would need to be applied largely retrospectively;

(ii)
collecting comparative information under the new standards would often require companies to assess facts and make the required judgements at the time that the underlying transactions occur, as there may not be a straightforward way to convert information from the old to the new standard; and

(iii)
in many jurisdictions, the new standards would need to be translated and endorsed or may require amendments to the legal or tax framework.”
5 We noted in that comment letter that if some of those standards were to be completed after June 2011, this might require an effective date later than 1 January 2015. According to the IASB’s work plan (as published on 26 July 2011), completion of the projects has been delayed to late 2011 for most of the financial instruments projects and (possibly) to 2012 for the projects on macro hedging, revenue recognition, leases and insurance contracts. 
6 EFRAG welcomes the Board’s decision to postpone the effective date of IFRS 9 Financial Instruments.  However, we consider that the revised effective date of 1 January 2015 provides insufficient relief because:

(a) significant parts of IFRS 9 (e.g. impairment, general hedging and macro hedging) remain to be completed; and
(b) the standard on insurance contracts remains to be completed.

This means that until the above mentioned standards are completed, it is not possible for an entity to make informed decisions about its accounting policies, classification of financial instruments and hedge designation.
7 An appropriate amount lead time is needed to do a proper field-test of the requirements and to evaluate the impacts of the changes resulting from the remaining phases of the financial instruments project.  This lead time should be commensurate to the complexity of the final standard, to its operationality and its expected impacts on information systems. 
8 In the context of the above, we believe that, rather than setting a fixed effective date, it would be more appropriate to allow entities at least three years to implement IFRS 9 after the completion of all phases of IFRS 9 and the standard on insurance contracts.
	Questions to constituents
9 Do you believe that the effective dates of the future standards on revenue recognition and leases should be aligned with those of IFRS 9 and the new standard on insurance contracts?  Please explain why.

10 Do you believe that early adoption of those standards should continue to be permitted? Please explain why.


	Question 2

The Board proposes not to change the requirement in IFRS 9 for comparatives to be presented for entities that initially apply IFRS 9 for reporting periods beginning on or after 1 January 2012.  Do you agree?  Why or why not?  If not, what alternative do you propose?


	Notes to constituents

11 IFRS 9 provides a relief from restating comparatives: an entity adopting IFRS 9 for reporting periods beginning before 1 January 2012, need not restate prior periods. In the Basis for Conclusions of IFRS 9 the Board explains that the waiver of the requirement to restate comparative information is a trade-off between the conceptually preferable method of full retrospective application (as per IAS 8) and the practical issues arising from adopting the new classification model within a short time frame. The relief was provided to enable entities to apply IFRS 9 soon after it was issued. The Board observes also that this decision has not been affected by changes in circumstances, unlike the decision on mandatory effective date.  


EFRAG’s response

EFRAG agrees that restatement of comparative information should be required.
12 EFRAG agrees with the decision to confirm the requirements in IFRS 9 for comparatives to be presented by entities that initially apply IFRS 9 for reporting periods beginning on or after 1 January 2012.  Comparative information is important for users. We believe that fundamental changes to financial reporting, such as those resulting from the adoption of IFRS 9, should be implemented in a way that causes minimum disruption for users.  In summary, we believe that not requiring restatement of comparative information in the first year of application of IFRS 9 would be an inappropriate alternative to setting a proper effective date in the first place.
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