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Dear Dr. Schaub,

Adoption of Amendments to IAS 39 Financial Instruments: Recognition and Measurement “Transition and Initial Recognition of Financial Assets and Financial Liabilities”

Based on the requirements of the Regulation (EC) No 1606/2002 of the European Parliament and of the Council on the application of international accounting standards we are pleased to provide our opinion on the adoption of Amendments to IAS 39 Financial Instruments: Recognition and Measurement “Transition and Initial Recognition of Financial Assets and Financial Liabilities”, as published by the IASB on 17 December 2004. 

These amendments concern application of the last sentence of paragraph AG76 of IAS 39 that restricts recognition of “day 1” gains or losses on financial instruments. The amendments permit entities to apply “day 1” gain or loss recognition requirements either retrospectively or prospectively to transactions entered into either after 25 October 2002 (the effective date of equivalent US GAAP requirements) or after 1 January 2004 (the date of transition to IFRS by many entities). The effective date of the amendments is the same as that of IAS 39, annual periods beginning on or after 1 January 2005.
EFRAG supports these amendments the objectives of which are to facilitate application of the “day 1” gain or loss recognition requirements for US registrants by assimilating the application requirements to the analogous requirement in US GAAP, and to address cost and practicability issues of applying these requirements by non-SEC registrants. EFRAG notes that the latter option has been added in response to concerns expressed by respondents to the Exposure Draft, including EFRAG, that 25 October 2002 was not a relevant date for non-SEC registrants. EFRAG welcomes this addition.
EFRAG also supports the clarification added in paragraph AG76A of IAS 39 that “…a gain or loss should be recognised after initial recognition only to the extent that it arises from a change in factor (including time) the market participants would consider in setting a price”. EFRAG welcomes this clarification because it appropriately emphasises the principle that subsequent measurement of the financial asset or financial liability and the subsequent recognition of gains and losses should be consistent with the requirements in IAS 39. 
EFRAG has evaluated these amendments to IAS 39 based on input from standard setters and market participants in accordance with EFRAG’s due process. EFRAG supports the amendments and has concluded that they meet the requirements of the Regulation (EC) No 1606/2002 of the European Parliament and of the Council on the application of international accounting standards that:

i. they are not contrary to the ‘true and fair principle’ set out in Article 16(3) of Council Directive 83/349/EEC and Article 2(3) of Council Directive 78/660/EEC; and

ii. they meet the criteria of understandability, relevance, reliability and comparability required of the financial information needed for making economic decisions and assessing the stewardship of management.

For the reasons given above, EFRAG believes that it is in the European interest to adopt amendments to IAS 39 Financial Instruments: Recognition and Measurement “Transition and Initial Recognition of Financial Assets and Financial Liabilities” and, accordingly, EFRAG recommends their adoption.
On behalf of the members of EFRAG, I should be happy to discuss our advice with you, other officials of the EU Commission or the Accounting Regulatory Committee as you may wish.

Yours sincerely,

Stig Enevoldsen

EFRAG, Chairman
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