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Subsequent changes to the effective interest rate

Issues Paper

Objective

1 The objective of this session is to discuss with EFRAG FR TEG and the EFRAG User Panel the

IASB tentative decision on subsequent changes to the effective interest rate (EIR).

2 This paper is structured as follows:

(a)  Background (paragraphs 3-19)

(b)  Summary of stakeholder feedback (paragraphs 20-25)

(c)  Summary of the IASB Staff analysis and recommendations (paragraphs 26-31)

(d)  1ASB April meeting and IASB tentative decisions (paragraphs 32-35)

(e)  EFRAG Secretariat analysis (paragraphs 36-40)

(f) Next steps (paragraphs 41-43)

(g) Questions to the EFRAG FR TEG and EFRAG User Panel members (paragraphs 44-45)

(h)  Appendix — overall project background and previous FIWG feedback (paragraphs 46-
67)

Background

3

In September 2025, the IASB discussed whether it should clarify the accounting for
subsequent changes to the effective interest rate (EIR) and the potential alternatives for
clarifying the applicable requirements in IFRS 9 Financial Instruments.

Since then, the IASB consulted with the Accounting Standards Advisory Forum (ASAF), the
Emerging Economies Group (EEG), the Financial Instruments Consultative Group (FICG) and
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users of financial statements, seeking input on potential alternatives for clarifying the
applicable requirements?.

5 For subsequent changes to the EIR, the root causes of diversity in application were
identified as IFRS 9 having no explicit requirements or application guidance, leading
entities to develop their own accounting policies.

6 In the IASB Staff viewed that the diversity in application of requirements in paragraph
B5.4.5 and B5.4.6 arises from varied interpretations of what changes in interest rates are
reflective of a ‘movement in market rates of interest’. These interpretations arise because,
among other reasons, IFRS 9:

(a)  describes the mechanisms of accounting for subsequent changes in interest rates in
paragraphs B5.4.5 and B5.4.6 without articulating what are they designed to achieve.

(b) uses the phrase ‘market rates of interest’ differently in different parts of the
Standard. For instance, paragraph B5.1.1 of IFRS 9 refers to the ‘prevailing market
rate(s) of interest’ used to determine the fair value of a financial instrument at initial
recognition, while paragraph B5.4.5 refers to ‘movements in the market rates of
interest’ without any further explanation of what this means or, whether or not this
is similar to the concept of fair value.

7 Accordingly, in the IASB Staff view, the IASB should consider clarifying the amortised
measurement principles to support greater consistency in application.

8 From the 2025 outreach and staff analysis, the IASB Staff identified (see |ASB Staff paper
AP11 — IASB September 2025 meeting) three alternatives for clarifying when an entity
accounts for a change in a contractual interest rate by adjusting the EIR:

(a)  Alternative A—the EIR is adjusted solely for changes in contractual interest rates
that reflect movements in general market-based variables, such as the benchmark
interest component or inflation rate. Under this alternative, most elements of the
financial asset or liability calculations would remain fixed, including borrower-
specific variables, such as the credit spread, reflecting the conditions on initial
recognition of a financial instrument.

(b)  Alternative B—the EIR is adjusted for changes in any component of a contractual
interest rate as long as they reflect movements in market rates of interest (both
general market-based and borrower-specific variables such as credit spread). Under
this alternative, the EIR would be adjusted only if a contractual interest rate is reset
to its prevailing market rate of interest.

(c)  Alternative C—the EIR is adjusted for changes in a contractual interest rate that
reflect any contractually specified variable, regardless of whether such a change is
representative of movements in market rates of interest. Under this alternative, the
EIR would be adjusted as specified in the contract and thus, be consistent with the
contractual interest payments or receipts, as and when they happen. The EIR would
be adjusted even when such changes are inconsistent with market rates prevailing
at the time the contingent event occurs.

9 For each alternative, the IASB discussed the advantages, disadvantages and the effects to
current practice. The IASB concluded that none of these alternatives, on its own, achieved
an optimal balance between expected costs for preparers and benefits from the resulting
information to users of financial statements (investors).

1 It is worth noting that the IASB Staff had also conducted outreach in March — May 2025, reported in_IASB AP 11A (June 2025 IASB
meeting).
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The IASB noted that alternatives A—C represent three distinct approaches, each at opposite
ends of a broad spectrum. To better balance expected costs and benefits, the IASB might
therefore need to explore an approach that combines elements of these alternatives.
However, the IASB decided to first seek input from stakeholders.

Stakeholders’ feedback focused on changes in contractual interest rates that are linked to
movements in credit risk which they noted would be impacted differently by alternatives
A—C. In this context, they often referenced financial instruments with features linked to
borrower’s credit risk, such as credit ratchet features.

It is noted that the paper is based on IASB Staff paper AP11 (April 2026 IASB meeting). In
addition, as shown in paragraphs 13-19, EFRAG FR TEG and EFRAG CFSS discussed the three
alternatives, affirming that none of these alternatives on its own would be preferable.

us EFRAG FR TEG and EFRAG CFSS feedback
EFRAG FR TEG-CFSS meeting November 2025

When discussing the illustrative example presented by the IASB staff in their ASAF paper,
many members stated their preference for the EIR reset (i.e., applying paragraph B5.4.5 of
IFRS 9) over the catch-up adjustments (i.e., applying paragraph B5.4.6 of IFRS 9). The
reasons included: the fact that the combination of the fixed and the variable component of
the interest rate was contractually agreed upfront; economically counterintuitive results of
frequent catch up adjustments and the difficulty to explain these results to the users;
operational simplicity of applying the EIR reset rather than the catch up adjustments.

As to the three alternatives proposed by the IASB Staff, one member noted that none of
the stakeholders in their jurisdiction strictly applies any of these alternatives, using them
rather as the starting point. This member emphasised the importance of striking the
balance in terms of conceptual justification of changes to the current practice.

EFRAG FR TEG meeting October 2025

Generally, members agreed that there is no easy answer as to which of the 3 alternatives
is preferrable and emphasised the importance of further consultations on the issue and
usefulness to the users as the key argument.

There were mixed views about Alternative A. Some called it preferrable because of its
conceptual merits though simplistic, while others questioned its usefulness for users
because of a potential of regular catch-up adjustments.

Equally, there were mixed views about Alternative C. Some members noted that it may
effectively represent “cash accounting”, though it may be helpful in cases like ratchet
features.

One member noted his disagreement with Alternative B which would imply introduction of
fair value-like accounting to a conceptually different amortised cost measurement.

One member noted that they are currently gathering feedback from their constituents on
this matter and will comment at a later meeting (EFRAG FR TEG-CFSS in the end of
November). However, in his view, clearly, a balance needs to be struck between conceptual
approach and cost-benefit considerations (given the potential changes to the existing
practices).

Summary of stakeholder feedback

20

EFRA
2026

Stakeholders generally agreed with the IASB’s conclusions shown in paragraph 10. Most,
particularly national standard-setters or preparers, viewed Alternative A as conceptually
pure but questioned whether it results in useful information, particularly if an interest rate
is linked to the borrower’s credit risk.
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In contrast, Alternative C was considered easier to apply but lacking clear principles and,
therefore, less conceptually robust. According to many stakeholders, adjusting the EIR for
any changes in contractual interest rates, might reduce usefulness of information to
investors. That is because, adjusting the EIR prospectively results in no adjustment to the
carrying amounts of financial assets or financial liabilities in statement of financial position
or catch-up adjustments in statement of profit or loss. As such, it would fail to provide
information about the cumulative effect of changes in contractual cash flows, even if such
changes are of unusual or unexpected nature.

Alternative B received less support due to being similar to a fair value approach, which was
considered inconsistent with the principles of amortised cost, as well as operationally
complex.

Many stakeholders, such as national standard-setters and preparers, suggested the IASB
develop an approach that combines elements of alternatives A and C to balance conceptual
merits with practicality. A few of these stakeholders specified what that approach could
be, such as:

(a) a principles-based approach—using the IFRS 9 principle for solely payments of
principal and interest on the principal amount outstanding (SPPI) or a variation of it.

(b)  Alternative C with additional disclosures, although they did not specify what
disclosures.

In addition, investors reported that accounting for changes in contractual interest rates by
adjusting the EIR, in general, provides more useful information in the statement of profit
or loss than recognising a catch-up adjustment. That is because, adjusting the EIR results in
recognition of such a change as interest income or expense in the period that it relates to,
whereas a catch-up adjustment results in a one-off income or expense (often reported as
a gain or loss). However, the expressed mixed views on how to differentiate between
changes that should be accounted for as EIR versus as catch-up adjustments.

Other stakeholders mostly agreed with investors’ feedback on the usefulness of
information.

Summary of the IASB Staff analysis and recommendations
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The IASB Staff considered that under the proposed approach, the EIR should be adjusted
only for changes in contractual interest rates that provide consideration for the significant
elements of interest—time value of money and credit risk, whereas other changes in
contractual cash flows would be accounted via a catch-up adjustment.

Such an approach would combine elements of Alternatives A and C, as suggested by
stakeholders, and it would be expected to provide useful information since:

(a) the changes in estimated contractual cash flows that relate to key elements of
interest would be recognised as interest income or interest expense in the statement
of profit or loss. That is, the accounting would appropriately capture the nature of
the cash flows.

(b)  the changes in estimated contractual cash flows would be recognised in the period
that they contractually relate to, aligning the timing of cash flows between
accounting and contractual terms and conditions, as well as with any related risk
management.

(c)  the remainder of changes in estimated contractual cash flows would be recognised
as catch-up adjustments, indicating changes in cash flows that are unrelated to key
aspects of interest.
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The IASB Staff provided examples of changes in contractual interest rates that might
provide consideration for the time value of money or credit risk:

(a)  avariable interest rate instrument in which the contractual interest rate is indexed
to a benchmark interest rate, for example Sterling Overnight Index Average (SONIA).

(b)  abond with a contractual interest rate linked to an inflation index of the currency in
which the instrument is issued, whereby the inflation link is not leveraged.

(c) a loan in which the contractual interest rate increases based on a scale of
predetermined rates (ratcheted) if the borrower's credit rating worsens.

They also referred to examples that might not do so:

(a) aloan with in which the contractual interest rate is adjusted by a fixed number of
basis points if the borrower achieves a contractually specified reduction in carbon
emissions.

(b) aloanin which the contractual interest rate is indexed to the borrower’s net income.

In the IASB Staff’s view, this approach would also be operationally simpler as it would align
with contractually specified variables. The main disadvantage of it would be that it could
result in the EIR of a financial instrument being frequently adjusted throughout its life.
Amortised cost works with variable contractual cash flows if those cash flows are reliably
determinable. However, as the variability in contractual cash flows increases, amortised
cost essentially ceases to allocate the effective return and increasingly becomes a fair
value-like measure. In such cases, amortised cost does not provide superior information
compared to fair value measurement. Furthermore, for such instruments, amortised cost
loses the benefit of being a simple measurement technique and becomes increasingly more
difficult to apply.

Moreover, according to the IASB Staff, there would be some, but not significant changes to
current practice. They explained that most entities apply paragraph B5.4.5 of IFRS 9 to
account for most changes in contractual interest rates. However, they noted that the
population of changes that concerned most stakeholders were those linked to borrower’s
credit risk. The proposed approach would capture those changes, addressing those
concerns.

IASB April meeting and IASB tentative decisions

32

33

34

35

EFRA
2026

Overall, IASB members were supportive of the proposed approach, agreeing that it is
practical and balanced from a cost-benefit perspective. However, some members raised
comparability concerns. They explained that there might be diversity in practice in the
conclusions about whether changes in contractual interest rates provide a consideration
for credit risk.

They also considered that a different approach might eventually be needed for financial
liabilities, depending on stakeholders’ feedback in the future, as most preparer feedback
had come from financial institutions (i.e. mostly concerned about the asset side of lending).

One member suggested incorporating the examples in paragraphs 52-53 of IASB Staff paper
AP11 (referred to in a summarised format in paragraphs 28-29 above) in the Basis for
Conclusions or in application guidance, to support the interpretation of the proposals.

In line with the IASB Staff recommendation, the IASB tentatively decided to amend
paragraph B5.4.5 of IFRS 9 Financial Instruments to require that an entity adjust the EIR to
account for a re-estimation of the contractual cash flows of a financial asset or a financial
liability that provides consideration for the time value of money or for the credit risk.
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EFRAG Secretariat analysis
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The EFRAG Secretariat reiterates that amortised cost should remain a simple measurement
method? and any potential clarifications should be carefully assessed against cost-benefit
balance and whether and to what extent it affects the established practice.

In light of this, we consider that the proposed approach combines some of the benefits
brought by Alternatives A and C and is thus an acceptable cost-benefit compromise, taking
into account the broader stakeholder feedback. It is practical and at the same time does
not depart significantly, from a conceptual perspective, from the notion of amortised cost.
As such, we support the IASB tentative decision.

As a point of note, we consider it crucial to explain in the proposed amendments and in the
corresponding Basis for Conclusions (of the upcoming Exposure Draft), which changes
provide consideration for credit risk and the time value of money, to ensure a uniform
interpretation of the new requirements.

Moreover, we suggest investigating to what extent current practice will be revisited, as a
result of the proposed approach.

The EFRAG Secretariat notes that the clarification of which features are deemed into the
scope of B5.4.6 increases the relevance of considering forward expectations for these
features in the calculation initial effective interest rate.

Next steps

41

42

43

The current timeline of the IASB project is presented in paragraphs 11 to 13 of agenda
paper AP11 to the September 2025 IASB meeting. The IASB’s plan is to publish an Exposure
Draft in H2 2026.

In future meetings, the IASB intends to discuss:

(a)  the staff analysis on remaining project topics, such as the relationship between
modification, derecognition and impairment.

(b)  the measurement of financial liability arising from a contingent settlement provision.
This was part of the FICE project, but the IASB tentatively decided in April to respond
to measurement-related issues as part of the project on Amortised Cost
Measurement (see Agenda paper AP5B April-2026 IASB meeting), thus not
proceeding with the FICE ED proposals.

The EFRAG Secretariat will continue to monitor the IASB developments on the project and
provide update to the EFRAG FR TEG and the EFRAG User Panel.

Questi
44

45

ons to EFRAG FR TEG and EFRAG User Panel
What are your views on the proposed approach tentatively decided by the IASB, shown in
paragraph 35?

Have you identified any instruments/changes in contractual interest rates for which
applying the proposed approach could lead to either diversity in practice or less decision-
useful information?

2 If and

when applied to more complex financial instruments a conceptual pure solution cannot be achieved without making the

amortised cost a complex measurement method.

EFRA
2026
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Appendix — overall project background and previous FIWG feedback

Overall project background

46  In September 2024 the IASB started the Amortised Cost Measurement research project in
response to feedback on the post-implementation reviews (PIRs) of IFRS 9 Financial
Instruments.

47  The purpose of the Amortised Cost Measurement project is to resolve application questions
and challenges associated with the amortised cost measurement requirements of IFRS 9,
taking into account both recent PIRs and previous history of addressing the accounting
challenges concerning the measurement of amortised cost through the ‘targeted
improvements’ approach.

48  Atits September 2024 meeting, the IASB identified three main areas of the project:
(a)  Mechanics of effective interest rate method;
(b)  Modification, derecognition, write off; and
(c) Interaction with impairment.

49 In Q4 2024, the IASB consulted with the IFRS IC, the ASAF and the Emerging Economies
Group, seeking feedback on the project objectives, approach and scope. Following the
advice of the consultative groups the IASB Staff performed the outreach with stakeholders,
mostly preparers, to gather information on the root causes of the diversity in the
application of amortised cost measurement requirements in IFRS 9. The IASB have
discussed these issues at their June 2025 meeting.

50 Atits June 2025 meeting, the IASB considered that, taking into account the input from the
PIRs of classification and measurement requirements and the impairment requirements
and the work performed so far in the Amortised Cost Measurement project, it had sufficient
information to move the project from the research to the standard-setting programme.

51  To reach this conclusion, the IASB Staff performed an assessment against the Due Process
Handbook criteria and concluded that there are:

(a)  Deficiencies in current reporting;

(b)  The matters in this project are important to users of financial statements (in addition
to preparers, auditors and standard-setters);

(c)  Many different types of entities are likely to be affected by the issues identified;
(d)  Theissues are pervasive; and

(e) The benefits of any improvements for issues in scope of this project would be
expected to outweigh the costs.

52 Based on its analysis, the IASB Staff considered that the IASB has sufficient information to
proceed directly to an exposure draft (i.e. without publishing a discussion paper).

53  All 14 IASB members agreed with the IASB Staff proposal to move the project to the
standard-setting programme.

54  In Q3 2025 the IASB began deliberations in scope of the project.

FIWG October and September 2025 feedback
EFRAG FIWG on 13 October 2025

55  One member noted that the contractual rate should be the starting point of any alternative
and indicated that the assumption that market data for any component is easily available
may be misleading.
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One member noted that certain instruments (e.g., mortgage loans with multiple resets
through the life of the loan) should qualify for the floating rate treatment but they will not,
under Alternative A as currently formulated. If Alternative A is considered further, such
instruments, which are rather common in certain jurisdictions, should be allowed to be
treated as floating rate instruments. However, the same member appreciated the
pragmatic approach of the IASB, i.e., understanding that following Alternative A would
cause huge changes in practice. The same member noted that Alternative C would be a
pragmatic approach but would lack conceptual merits.

Members discussed Alternative B and noted that a significant issue would be the credit
component as under Alternative B, it would be marked to market, like other market
variables. This was a point of concern for several members.

One member noted the importance of consistency between how the EIR is determined and
projected at initial recognition and how it is adjusted subsequently (i.e., which components
are considered to be fixed as from inception and which are to be floating and are reset
further on in line with the market — e.g., market-observed credit spread vs predetermined
in credit ratchets). From this perspective, Alternative B with its reference to fair value may
be misleading. Also, for an instrument where all components are floating, putting it to a
fixed EIR with catch-up adjustments would contradict the nature of the instrument.

An IASB Staff member noted that, in the case of a change in contractual interest rate
because of changes in the credit spread component, under Alternative B, an assessment
would need to be made as to whether the change is aligned to movements in market rates
of interest (in which case the requirement of B5.4.5 would be applied). Otherwise,
paragraph B5.4.6 of IFRS 9 would apply.

One member described an alternative approach (“Alternative D”’) which could address the
issue of the credit component in a more conceptual manner. Under this approach, the
credit component of the EIR would be updated similar to the accounting seen for some
contractual credit ratchet instruments. This approach would better reflect the credit
premium as intended at the inception of the instrument, contrary to the Alternative B
which would imply that the market valuation of the credit component is brought into the
revaluation of the amortised cost. This member mentioned, as possible advantages of this
approach, its simplicity and some existing practice.

One member noted that one of the key criteria for the assessment of the alternatives would
be usefulness for users. From this perspective and having in mind an instrument intended
to be held to maturity, it would be preferrable to avoid excessive volatility in P&L (i.e., too
many catch-up adjustments).

One member noted that having examples would be useful, especially ones which could
illustrate the link between the credit component in the amortised cost measurement and
the ECL.

EFRAG FIWG on 9 September 2025
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Members supported the IASB Staff intention to clarify the objective of paragraph B5.4.5
and B5.4.6, in their view having a clear definition what these paragraphs aim to capture
would be helpful.

One member highlighted that potential clarifications to these paragraphs should not be too
prescriptive. He noted that in UK the most corporate loans have ratchet features and
entities usually apply paragraph B5.4.5 for the interest rate changes which is in line with a
“broad view”. In this member view, applying the narrow view would result in important
changes in practice for corporates and would not benefit users.

Several members expressed their preference for the “broad view” approach, including into
“market rates of interest” both market-wide changes and changes from borrower-specific
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factors. They noted the importance of accurately reflecting impact of the interest rate
changes on margins.

Two EFRAG FIWG members noted that their banks also apply floating rate treatment to
fixed rate retail loans with very cheap prepayment options. They noted that in this situation
the customers are in a position to easily ask for prepayment if market rates decrease and
that these prepayment options are enforced by a legislation. They considered it to be a
purely commercial negotiation where a “catch-down” adjustment or modification loss
booking will not make sense.

A member suggested that it would be useful to consider a corporate treasury point of view
where cost of debt will be impacted by catch-up adjustments under paragraph B5.4.6.
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