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This paper has been prepared by the staff of the IFRS Foundation for discussion at a public meeting of 
the IFRS Interpretations Committee.  Comments made in relation to the application of an IFRS do not 
purport to be acceptable or unacceptable application of that IFRS—only the IFRS Interpretations 
Committee or the IASB can make such a determination.  Decisions made by the IFRS Interpretations 
Committee are reported in IFRIC Update.  The approval of a final Interpretation by the Board is reported 
in IASB Update. 

Introduction 

1. The IFRS Interpretations Committee (the Interpretations Committee) received a 

request to clarify the classification by the holder of a hybrid financial instrument 

with a revolving maturity option, an early settlement option and a suspension of 

interest payments option (all at the option of the issuer).  Specifically, the 

submitter raised the question of whether the host of such a financial instrument 

should be classified by the holder as an equity, or as a debt instrument under 

IAS 39 Financial Instruments: Recognition and Measurement. 

2. The Interpretations Committee discussed this issue in March 2014 and tentatively 

decided not to add it to its agenda, because it observed that: 

(a) the issue is not widespread; 

(b) the financial instrument described in the submission is specific and it 

would not be appropriate to provide guidance on this particular issue; 

and 

(c) IFRS 9 Financial Instruments would resolve the question of whether 

the instrument should be classified before or after identifying the 

embedded derivatives, because it would not require bifurcation for 

hybrid contracts with financial asset hosts and a holder would be 

required to classify the instrument as a whole. 

http://www.ifrs.org/
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3. The objective of this Agenda Paper is to provide an analysis of the comment 

letters received on the tentative agenda decision and ask whether the 

Interpretations Committee agrees with the staff recommendation that it should 

finalise the agenda decision.   

4. This Agenda Paper is structured as follows: 

(a) comment letter analysis; 

(b) staff recommendation; 

(c) questions for the Interpretations Committee; 

(d) Appendix A―Proposed wording for the final agenda decision; and 

(e) Appendix B―Comment letters. 

Comment letter analysis 

5. We received four comment letters on the tentative agenda decision: 

(a) three respondents (AcSB—Canadian Accounting Standards Board, 

CPC—Brazilian Accounting Pronouncements Committee and 

Deloitte—Deloitte Touche Tohmatsu Limited) support the 

Interpretations Committee’s tentative decision not to add this issue to 

its agenda; and  

(b) one respondent (ASCG—Accounting Standards Committee of 

Germany) does not agree with the Interpretations Committee’s tentative 

decision and its rationale. 

6. We analyse the comment letters in the following paragraphs.  For the full text of 

the comment letters, refer to Appendix B of this Agenda Paper. 

Comments raised 

7. The AcSB agrees with the Interpretations Committee’s tentative decision and 

stated reasons for its conclusion. 
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8. The CPC also supports the tentative decision and the reasons set out.  However, it 

thinks that the Interpretations Committee could consider performing a more 

comprehensive project to provide general guidance of the classification of hybrid 

financial instruments in general, including providing more examples. 

9. Deloitte agrees with the tentative decision and the reasons set out (specifically, 

that the issue is not widespread and that the financial instrument described in the 

submission is specific).  However, it thinks that the comment in respect of IFRS 9 

should be removed from the final agenda decision because: 

(a) it is inconsistent with the preceding paragraph, which states that it 

would not be appropriate to give guidance on a specific instrument; and 

(b) if any comment is provided, it should cover both IFRS 9 and IAS 39 

because IFRS 9 will not become mandatory effective for a number of 

years. 

10. The ASCG does not agree with the Interpretations Committee’s tentative decision 

and its rationale.  It proposes that the Interpretations Committee should provide 

further guidance on the following two key issues: 

(a) whether the instrument should be classified before or after bifurcation; 

and 

(b) the symmetry of classification of an instrument by the holder and the 

issuer. 

11. This is because the ASCG thinks that: 

(a) instruments with some terms that are similar to those of the described 

instrument are widespread; 

(b) existing Standards do not provide sufficient guidance in respect of the 

two issues mentioned above; and 

(c) IFRS 9 would resolve the issue of sequence of classification and 

bifurcation of financial assets, but not of non-financial assets and 

financial liabilities, to which bifurcation requirements will continue to 

apply. 
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Staff view 

12. We think that the comments received show us that the majority of the respondents 

agree with the tentative agenda decision and the main reasons set out. 

13. We do not think that the comment in respect of IFRS 9 requirements (the concern 

raised by Deloitte) should be removed from the final agenda decision because: 

(a) the tentative agenda decision does not provide guidance on the 

application of IFRS 9 requirements to the specific financial instrument 

described in the submission; instead 

(b) the comment indicates the general provisions of IFRS 9 that could be 

relevant to the case described in the submission or a similar case.  For 

that reason, the comment could be beneficial for stakeholders. 

14. However we acknowledge that IFRS 9 will not become mandatory effective for a 

number of years.
1
  Consequently, we propose to delete the sentence “as a result, 

the Interpretations Committee considered that developing accounting guidance on 

this issue would not be effective for a reasonable time period” from the final 

agenda decision. 

15. We think that the two issues indicated by ASCG (sequence of applying 

IAS 39/IFRS 9 and IAS 32, and the symmetry of the holder’s and issuer’s 

classification) are too broad for the Interpretation Committee to address.  

Moreover, as noted in the staff paper for the March Interpretations Committee 

meeting, IFRIC had already discussed these issues in November 2006 and decided 

not to add them to its agenda.
2
 

                                                 
1
 The IASB tentatively decided at its February 2014 meeting to set 1 January 2018 as the effective date for 

the mandatory application of IFRS 9. 

2
 Staff paper for March 2014 meeting: 

http://www.ifrs.org/Meetings/MeetingDocs/Interpretations%20Committee/2014/March/AP16%20-

%20IAS%2039%20Hybrid%20financial%20instrument.pdf  

Observes notes for November 2006 meeting: 

http://www.ifrs.org/Meetings/MeetingDocs/Interpretations%20Committee/2006/November/3rd/0611-

AP12ii-IAS-27-obs.pdf  

http://www.ifrs.org/Meetings/MeetingDocs/Interpretations%20Committee/2014/March/AP16%20-%20IAS%2039%20Hybrid%20financial%20instrument.pdf
http://www.ifrs.org/Meetings/MeetingDocs/Interpretations%20Committee/2014/March/AP16%20-%20IAS%2039%20Hybrid%20financial%20instrument.pdf
http://www.ifrs.org/Meetings/MeetingDocs/Interpretations%20Committee/2006/November/3rd/0611-AP12ii-IAS-27-obs.pdf
http://www.ifrs.org/Meetings/MeetingDocs/Interpretations%20Committee/2006/November/3rd/0611-AP12ii-IAS-27-obs.pdf
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Staff recommendation 

16. On the basis of the analysis above, we recommend to the Interpretations 

Committee that in the final agenda decision it should: 

(a) finalise the decision not to add this issue to its agenda; and 

(b) remove the last sentence in the penultimate paragraph in respect of the 

period of time before IFRS 9 requirements are applied. 

17. The proposed wording of the final agenda decision is presented in Appendix A to 

this Agenda Paper. 

Questions for the Interpretations Committee 

Questions 

1. Does the Interpretations Committee agree with the staff’s 

recommendation that the Interpretations Committee should finalise its 

decision not to add the issue to its agenda? 

2. If yes, does the Interpretations Committee agree with the wording of the 

final agenda decision in Appendix A to this Agenda Paper? 
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Appendix A―Proposed wording for the final agenda decision 

A1. The following text presents the proposed wording for the final agenda decision, 

highlighting differences from the wording of the tentative agenda decision 

published in March 2014 (new text is underlined and deleted text is struck 

through). 

IAS 39 Financial Instruments: Recognition and Measurement—classification 
of a hybrid financial instrument by the holder 
 
The Interpretations Committee received a request to clarify the classification by the 
holder of a hybrid financial instrument with a revolving maturity option, an early 
settlement option and a suspension of interest payments option (all at the option of 
the issuer).  Specifically, the submitter raised the question of whether the host of 
such a financial instrument should be classified by the holder as an equity, or as a 
debt instrument under IAS 39 Financial Instruments: Recognition and Measurement. 
 
On the basis of the responses to the outreach request, the Interpretations 
Committee observed that the issue is not widespread.  The Interpretations 
Committee also noted that the financial instrument described in the submission is 
specific and it would not be appropriate to provide guidance on this particular issue. 
 
The Interpretations Committee noted that IFRS 9 Financial Instruments would 
resolve the question of whether the instrument should be classified before or after 
identifying the embedded derivatives, because it would not require bifurcation for 
hybrid contracts with financial asset hosts and a holder would be required to classify 
the instrument as a whole.  As a result, the Interpretations Committee considered 
that developing accounting guidance on this issue would not be effective for a 
reasonable time period. 
 
The Interpretations Committee considered that its agenda criteria are not met.  
Consequently, the Interpretations Committee [decided] not to add this issue to its 
agenda. 
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Appendix B―Comment letters 

 



 

 

 



 

 

 

 

 



 

  



 

 

 



 

  



 

 

 

 

 

 

 

 

 



 

 

 



 

 

 

 


