Issue 20: IAS 23 Borrowing Costs - Components of borrowing costs 
I reviewed the draft EFRAG response to question number 20 and was confused by the preliminary position (below):

EFRAG agrees that consistency between IFRSs will be improved as a result of the proposed amendment. However, we are a bit concerned that there might now be in-consistencies (and perhaps were already inconsistencies) between IFRS and US GAAP on how origination fees and placement fees should be dealt with in the effective interest rate calculation. For example, we note (via IAS 39.9 and paragraphs 14(a)(iii) and (c)(ii) of the appendix to IAS 18 that origination fees are to be included, while placement fees are not. However, although FAS 34 does not refer to ‘ancillary costs‘, it does refer to issue costs on debt and that reference has been taken to mean that both origination fees and placement fees can be included. 

The reference noted in the Appendix of IAS 18 relates to revenue recognition by an entity that arranges a loan between a borrower and the ultimate investor.  In that case, the entity receiving the placement fee has completed its revenue generating service and therefore, revenue is recognized.  Additionally, there is no financial asset or liability on the books of the arranging entity.  That is a different scenario than the borrower paying the placement fee to the arranger, which seems to qualify as a transaction cost under IAS 39.9 and paragraph AG13.  IAS 18 14(a)(iii) appears to be attempting to distinguish initial transaction costs from transaction costs relating to the right to provide ongoing services (such as investment management, servicing, etc.  Also, in that paragraph of IAS 39 transaction costs are listed in addition to the reference to fees and points that are an integral part of the effective interest rate as discussed in IAS 18. 

Thank you for allowing me the opportunity to comment.

Kind regards.  Wendy Metcalfe

