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Dear Mr Mackenzie,

The European Securities and Markets Authority (ESMA) would like to thank you for the
opportunity to respond to the IFRS Interpretations Committee’s (IFRS IC) publication of a
tentative agenda decision relating to Classification of a Foreign Exchange Difference from an
Intragroup Monetary Liability (or Asset) (IFRS 18). We are pleased to provide you with the
following comments with the aim of improving the consistent application and enforceability of
IFRSs.

ESMA has considered the IFRS IC’s tentative decision not to add to its standard-setting
agenda the request to clarify how an entity classifies a foreign exchange difference from an
intragroup monetary liability (or asset) in its statement of profit or loss. The Committee
discussed several alternative views on how such differences should be classified, notably the
following ones:

View I: Classify the exchange difference in the operating category as the default category, in
accordance with paragraph 52 of IFRS 18 Presentation and Disclosure in Financial
Statements.

View lI: Classify the exchange difference in the same category in which the income and
expenses from the intragroup loan would have been classified before their elimination on
consolidation, or, if doing so would involve undue cost or effort, in the operating category.

ESMA notes that all fourteen members of the IFRS IC agreed that View | is a reasonable
reading of paragraph B65 of IFRS 18 (with seven members concluding that View I is the only
reasonable reading of this paragraph). At the same time, seven Committee members
concluded that both View | and View Il are reasonable readings of paragraph B65. Moreover,
the Committee concluded that the three other views included in the request do not represent
reasonable readings of paragraph B65.

ESMA agrees with the fourteen members of the IFRS IC that View | results in a correct
application of the requirements in IFRS 18. However, it does not share the opinion that View I,
supported by the seven members, is also in accordance with the requirement in paragraph
B65 of IFRS 18. ESMA notes that the income and expenses arising from the intragroup loan
are eliminated on consolidation and, consequently, are not presented in the consolidated
statement of profit or loss. The income and expenses from the items that gave rise to the
foreign exchange differences referred to in paragraph B65 of IFRS 18 can therefore not be
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identified in the relevant financial statements. As a result, ESMA considers that View | is the
only acceptable reading of the requirements in IFRS 18 and, on this basis, ESMA agrees that
there is no need for a standard-setting project.

Moreover, ESMA notes that allowing only one accounting treatment of foreign exchange
differences from intragroup monetary liabilities or assets would improve the comparability of
financial statements. ESMA is also concerned that accepting View Il might lead to unintended
consequences for the application of other IFRS requirements, for example, to an inconsistent
elimination of intragroup transactions applying the consolidation requirements in IFRS 10
Consolidated Financial Statements.

In case you have any questions or comments regarding this letter, please do not hesitate to
contact me or Isabelle Grauer-Gaynor, Head of the Corporate Finance and Reporting Unit
(Isabelle.Grauer-Gaynor@esma.europa.eu).

Yours sincerely,

[signed]

Verena Ross



