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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. 
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IFRIC meeting: 2 November 2006, London 
 
Project: Review of published tentative agenda decisions 
 
Subject: IAS 32 Financial Instruments: Presentation - Foreign currency 

instruments exchangeable into equity instruments of the parent 
entity of the issuer (Agenda Paper 7(vi)) 

 
 
Tentative agenda decision published in July-2006 IFRIC Update 
At its meeting in April 2005, the IFRIC concluded that derivative contracts that may be 
settled by an entity by delivering a fixed number of its own equity instruments in 
exchange for a fixed amount of foreign currency are financial liabilities.  At the same 
time, the IFRIC recommended that the issue should be referred to the Board.  However, 
the Board, in September 2005, decided not to proceed with any amendments to IAS 32 
Financial Instruments: Presentation in connection with convertible instruments issued by 
an entity in a currency other than the functional currency of the entity.  

Subsequently, the IFRIC was asked to consider an issue relating to the issuance by a 
subsidiary of financial liabilities that provide holders with the rights to exchange the 
liability instruments into a fixed number of equity instruments of the parent at a fixed 
amount of currency.  Variants considered were that the amount of currency is fixed if it is 
denominated in (i) the functional currency of the issuer of the exchangeable financial 
instruments or (ii) the functional currency of the issuer of the equity instruments.  The 
issue was whether the conversion options embedded in the exchangeable financial 
instruments should be classified as equity in the consolidated financial statements of the 
parent in accordance with IAS 32 Financial Instruments: Presentation.  



The IFRIC noted that a group does not have a functional currency.  It therefore discussed 
whether it should add a project to its agenda to address which currency should be the 
reference point in determining whether the embedded conversion options are 
denominated in a foreign currency. 

The IFRIC believed that the issue is sufficiently narrow that it is not expected to have 
widespread relevance in practice.  [The IFRIC, therefore, decided] not to take the issue 
onto the agenda. 
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