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This observer note is provided as a convenience to observers at IFRIC meetings, to assist 
them in following the IFRIC’s discussion.  Views expressed in this document are 
identified by the staff as a basis for the discussion at the IFRIC meeting.  This document 
does not represent an official position of the IFRIC.  Decisions of the IFRIC are 
determined only after extensive deliberation and due process.  IFRIC positions are set 
out in Interpretations. 

Note: The observer note is based on the staff paper prepared for the IFRIC.  Paragraph 
numbers correspond to paragraph numbers used in the IFRIC paper. However, because 
the observer note is less detailed, some paragraph numbers are not used. 
 

INFORMATION FOR OBSERVERS 
 

IFRIC meeting: 2 November 2006, London 
 
Project: Review of published tentative agenda decisions 
 
Subject: IAS 39 Financial Instruments: Recognition and Measurement: 

Definition of a derivative - Indexation on own EBITDA or own 
revenue (Agenda Paper 7(v)) 

 
 
Tentative agenda decision published in July-2006 IFRIC Update 
The IFRIC was asked to provide guidance on the definition of a derivative in paragraph 9 
of IAS 39 Financial Instruments: Recognition and Measurement. 

Paragraph 9 of IAS 39 excludes from the definition of a derivative those contracts whose 
value changes in response to changes in a non-financial variable that is specific to a party 
to the contract.  The exclusion was introduced by  
IFRS 4 Insurance Contracts to help distinguish insurance contracts from financial 
instruments. 

This had led some to conclude that the exclusion in paragraph 9 for non-financial 
variables that are specific to a party to the contract applies only to insurance contracts.  

The IFRIC noted that there is no explicit statement within the Standard that the exception 
in paragraph 9 of IAS 39 applies only to non-financial variables that are the subject of 
insurance contracts. 



The IFRIC believed that the exclusion in paragraph 9 of IAS 39 for non-financial 
variables that are specific to a party to the contract is not restricted to insurance contracts.  
The IFRIC did not expect significant diversity in practice and therefore [decided] not to 
add this issue to its agenda. 

The IFRIC was also asked to provide guidance on whether a contract that is indexed to an 
entity’s own revenue or own earnings before interest, tax, depreciation and amortisation 
(EBITDA) meets the definition of a derivative under IAS 39. 

As noted above, paragraph 9 of IAS 39 excludes from the definition of a derivative those 
contracts whose value changes in response to changes in a non-financial variable that is 
specific to a party to the contract.  The IFRIC was, therefore, asked for guidance on 
whether revenue or EBITDA are financial or non-financial variables. 

The IFRIC accepted that it is unclear from the Standard whether revenue or EBITDA are 
financial or non-financial variables.  However, [the IFRIC decided] not to take this issue 
on to its agenda as it believed it would be unable to reach a consensus on a timely basis. 
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Mr Robert P. Garnett 
IFRIC 
30 Cannon Street  
London EC4M 6XH 
 
United Kingdom 
 
 
 

Paris, le 25 September 2006 
 
 
 
Tentative Agenda Decisions – IAS 39 Financial Instruments: Recognition and Measurement: 
Definition of a derivative – Indexation on own EBITDA or own revenue 

 

 

Dear Sir, 

 

We have examined the IFRIC rejection for a possible agenda item by which the IFRIC was 
asked to provide guidance on the definition of a derivative about two specific matters: 

- Under paragraph 9 of IAS 39, should the exclusion from the definition of a derivative 
of contracts, whose value changes in response to changes in a non-financial variable 
that is specific to a party, be limited to insurance contracts? 

- Does a contract that is indexed on an entity’s own revenue or own earnings before 
interest, tax, depreciation and amortisation (EBITDA) meet the definition of a 
derivative under IAS 39 or does it meet the exclusion in paragraph 9? 

 

We agree with the IFRIC that the exclusion in paragraph 9 of IAS 39 for non-financial variables 
that are specific to a party to the contract is not restricted to insurance contracts, nothing in the 
core of the Standard indicating such a restriction.  

 

We also agree that the Standard is unclear to decide whether a contract that is indexed to an 
entity’s own revenue or own EBITDA meets the definition of a derivative under IAS 39, but we 
disagree with the IFRIC decision not to take the issue onto its agenda. 
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Some constituents consider that paragraphs in application guidance (AG 33f) and 
implementation guidance (IGB8) of IAS 39 give guidance on this issue and conclude that 
contracts that are indexed to an entity’s own revenue or EBITDA meet the definition of an 

embedded derivative. Our opinion is that these paragraphs seem contradictory to the definition of 
a derivative given in paragraph 9 of the Standard because they have not been revised when the 
definition of a derivative was amended, pursuant to the adoption of IFRS 4.  

Furthermore, in our view, if such an indexation were to be considered as a derivative, the fair 
value might not be reliably measurable as there is no quoted price and no reliable valuation 
technique for such an indexation.  

According to the definition in paragraph 9, we believe it would not be consistent with the 
Standard to consider an indexation on its own revenue or its own EBITDA as a derivative. 
However, we are of the opinion that the IFRIC should take this issue onto its agenda as the limit 
between a financial and a non-financial variable needs to be clarified to avoid great diversity in 
practice. 

 

We hope you will consider our view on this important topic and stay at your disposal to further 
discuss it. Would you have any request regarding the above comments, please do not hesitate to 
contact Michel Barbet-Massin (+33 1 49 97 62 27). 

Yours faithfully 

 

 

Michel Barbet-Massin 
Head of Accounting Principles Department 

 


