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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 - 

Valuation of electricity derivatives (Agenda Paper 7(ii)) 
 
 
Tentative agenda decision published in July-2006 IFRIC Update 
 
The IFRIC received a request for guidance on the treatment of certain principal-to-
principal derivatives designed to fix the price of a supply of electricity by linking it with a 
transaction to buy or sell the electricity through an intermediary.  In a related agenda 
decision published in IFRIC Update for August 2005, the IFRIC noted that such 
derivatives did not fall under the exemption from IAS 39 for contracts for the receipt or 
delivery of a non-financial item in accordance with the entity’s expected purchase, sale or 
usage requirements.  The question therefore arose whether such contracts fell under the 
exception from valuation in IAS 39 for derivatives linked to unquoted equity instruments 
and, if not, how they should be valued.  Valuation issues included the facts that the 
derivative had a variable notional amount and that the term of the derivative might extend 
well beyond the period for which there was any observable market data. 

The IFRIC noted that the only exception in IAS 39 from the requirement to fair value 
derivatives after initial recognition is given in paragraph 46(c), amplified by AG80 and 



AG81 of that Standard and that it was not appropriate to extend this exemption to the 
derivatives considered in this request.  The IFRIC noted further that IAS 39 contains 
general principles on how to measure fair value.  The IFRIC [decided] that it should not 
seek to develop more detailed guidance on this topic, since the subject was too specific. 

 


