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Agenda Item Request: Sale of FVOCI equity instruments when consideration
differs from fair value (IFRS 9)

Dear Mr Mackenzie,

The European Securities and Markets Authority (ESMA) is an independent EU Authority whose
mission is to enhance the protection of investors and promote stable and well-functioning
financial markets in the European Union (EU). ESMA achieves this aim by building a single
rule book for EU financial markets and ensuring its consistent application across the EU. In the
context of ESMA’s supervisory convergence work in the area of financial reporting, | would like
to raise with you an issue related to the application of IFRS 9 Financial Instruments. ESMA
and European enforcers have observed varying interpretations regarding the application of the
requirements of IFRS 9 in cases where equity instruments, for which the holder has elected
fair value through other comprehensive income (FVOCI) measurement in accordance with
paragraph 5.7.5 of IFRS 9, are sold and the consideration received does not correspond to the
carrying amount (fair value) measured at the date of derecognition. The differing interpretations
relate specifically to the accounting treatment of the difference between the fair value of the
instrument and the consideration received.

Accordingly, ESMA kindly suggests that the IFRS Interpretations Committee (IFRS IC)
considers clarifying the relevant accounting requirements. A detailed description of the case is
set out in the appendix to this letter. We would be happy to further discuss this matter with you.

In case you have any questions or comments regarding this letter, please contact Isabelle
Grauer-Gaynor, Head of the Corporate Finance and Reporting Unit (Isabelle.Grauer-
Gaynor@esma.europa.eu).

Yours sincerely,

[signed]

Verena Ross
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APPENDIX — DETAILED DESCRIPTION OF THE ISSUE

1 Description of the issue

1.

When equity instruments, for which the holders elected FVOCI measurement in
accordance with paragraph 5.7.5 of IFRS 9, are sold, the consideration received does not
always corresponds to the fair value of the instrument on the disposal date. The difference
between the fair value of the instrument and the consideration may have various causes.
For instance, the parties sometimes set the sale price as the average of the instrument’s
quoted price in an active market. Another example is a difference resulting from premiums
or discounts to the instrument’s quoted price in an active market that take into account the
size of the equity holding being sold.

ESMA and European enforcers observed that there are two views as to whether the
difference between the fair value and the consideration received should be accounted for:

View 1: The difference shall be recognised in profit or loss

Proponents of View 1 refer to paragraph 3.2.12 of IFRS 9 which requires that, on
derecognition of a financial asset in its entirety, the difference between the carrying amount
(measured at the date of derecognition) and the consideration received is recognised in
profit or loss. They point out that this requirement is unambiguous and contains no
exceptions. This is particularly important as IFRS 9 adopts a deliberately prescriptive
approach to the accounting for financial instruments, characterised by detailed
requirements and explicitly defined exceptions. In this context, departures from the general
principles require an express basis in the standard. Where IFRS 9 does not provide for a
specific and clear exception, the general requirements apply.

Supporters of View 1 acknowledge that paragraph 5.7.1 of IFRS 9, which states that a gain
or loss on a financial asset measured at fair value is recognised in profit or loss, lists equity
instruments, for which entity has elected to present gains and losses in OCI, under letter
(b) as one of the exceptions from this principle. However, they also note that letter (b) refers
to gains and losses presented in OCI in_accordance with paragraph 5.7.5 of IFRS 9,
whereas that paragraph refers only to subsequent changes in the fair value and does not
mention other types of gains and losses, in particular those arising on the sale of equity
instruments due to the difference between the instrument’s fair value and the consideration
received.

They also point out that other exceptions to the general rule of paragraph 5.7.1, listed under
letters (a), (c) and (d) of that paragraph, require that only some (and not all) gains and
losses arising from the respective financial instruments are not recognised in profit or loss.
For example, in the case of financial liabilities designated as at fair value through profit or
loss, only the effects of changes in the liability’s credit risk are recognised in OCI and not
in profit or loss.
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In summary, it is concluded under View 1 that there is no provision in IFRS 9, nor any
guidance in the Basis for Conclusions to IFRS 9, that would clearly indicate that the
difference between the carrying amount (measured at the date of derecognition) and the
consideration received shall be recognised, contrary to the wording of paragraph 3.2.12, in
OCI. Therefore, the difference shall be recognised in profit or loss.

View 2: The difference shall be recognised in OCI

Supporters of View 2 point out, with regard to the requirement in paragraph 3.2.12, that
this paragraph is located in chapter 3 of IFRS 9, ‘Recognition and derecognition’, which
sets out general principles to which exceptions may apply in certain cases. Those
exceptional rules are contained in other chapters dealing with specific rules applicable to
specific types of financial instruments, such as Chapter 5 ‘Measurement’. They also refer
to explanations in the Basis for Conclusions to IFRS 9, according to which permitting an
option for entities to present some gains and losses in OCl is an exception to the overall
classification and measurement approach (paragraph BC 5.28), and, on this basis, argue
that it was a deliberate decision of the Board not to make changes to general requirements,
but instead to add some specific requirements.

Building on this point, proponents of View 2 argue that ‘a gain or loss’ in paragraph 5.7.1
(Chapter 5 ‘Measurement’) means all instances of a gain or loss resulting from equity
instruments apart from dividends, for which paragraph 5.7.6 expressly requires recognition
in profit or loss.

Another point to note is that, during the post-implementation review on the IFRS 9
classification and measurement requirements, some investors asked for more
comprehensive information about the performance of equity instruments designated at fair
value through OCI. To address this feedback, the IASB added a provision to this effect in
paragraph 11A(f) of IFRS 7 Financial Instruments: Disclosures, which requires an entity to
disaggregate fair value gains and losses presented in OCI during the reporting period
between investments derecognised during the reporting period and the amount related to
investments held at the end of the reporting period. This indicates, in the opinion of the
proponents of View 2, that all gains and losses from these instruments are recognised in
OCI.

Based on the above arguments, View 2 suggests that the difference between the carrying
amount (measured at the date of derecognition) and the consideration received is
recognised in OCI.

Request

ESMA seeks clarification on the accounting treatment of the difference between the
carrying amount of an equity instrument designated at fair value through OCI at the
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disposal date and the consideration received. ESMA notes that this request does not
concern aspects of fair value measurement in accordance with IFRS 13 Fair Value
Measurement but relates solely to the accounting treatment of the difference between the
carrying amount (fair value) and the consideration received irrespective of the underlying
reasons giving rise to that difference.

While some accounting literature clearly supports an approach consistent with View 1,
other sources highlight uncertainties and explicitly call for clarification.

Furthermore, ESMA has discussed this issue within other non-EU enforcers’ groups and
with some auditors. Based on these discussions, ESMA concludes that situations in which
the carrying amount (fair value) materially differs from the consideration received are not
isolated but are likely widespread. At the same time, they reveal a lack of consistency in
the accounting treatment applied in practice. The issue is expected to be particularly
prevalent in transactions involving listed equity instruments measured at Level 1 fair value
(e.g. block trades, private placements, accelerated bookbuilding transactions).

Finally, ESMA notes that recognising the differences between the carrying amount and the
consideration received in profit or loss, rather than in OCI, can have a meaningful impact
on reported performance and, consequently, on investor decision-making. This further
underscores the need for a clear, robust and consistently applied accounting treatment.



