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This paper has been prepared by the EFRAG Secretariat for discussion at a public meeting of EFRAG FR TEG-CFSS. 

The paper forms part of an early stage of the development of a potential EFRAG position. Consequently, the paper 

does not represent the official views of EFRAG or any individual member of the EFRAG FRB or EFRAG FR TEG-CFSS. 

The paper is made available to enable the public to follow the discussions in the meeting. Tentative decisions are 

made in public and reported in the EFRAG Update. EFRAG positions, as approved by the EFRAG FRB, are published 

as comment letters, discussion or position papers, or in any other form considered appropriate in the circumstances. 

 Update on the IFRS Interpretations Committee’s activities 

Objective and Introduction 

1 The objective of this paper is to provide, for information purposes, a summary of the main 

open issues discussed by the IFRS Interpretations Committee (the ‘IFRS IC’ or the 

‘Committee’). 

2 The paper only focuses on the IFRS IC issues that are still ‘open’ at the date of the summary, 

that is, matters that have not yet led to a final decision by the IFRS IC (this paper does not 

provide detailed information on the IASB projects where input is being sought from IFRS IC 

members).  

3 This presentation raises EFRAG FR TEG’s and EFRAG CFSS’s awareness of issues being 

discussed at the IFRS IC and possible interactions with EFRAG’s commenting activities and 

future standard setting. The session is not intended, however, to respond to the IFRS IC 

tentative decisions. Therefore, the paper does not contain the EFRAG Secretariat’s initial 

views on the issues and does not seek EFRAG FR TEG’s nor EFRAG CFSS’s technical 

assessment on the matters.  

4 If EFRAG FR TEG or EFRAG CFSS express the wish to further discuss any of the presented 

issues, a session could be organised at a future meeting. EFRAG FR TEG-CFSS members can 

also express the need to participate in the IASB´s outreach on the topics listed.  

Overview of IFRS IC’s current activity 

5 Below is an overview of the IFRS IC’s current activities. 

Project/Topic 
(including hyperlinks to 
the IASB website for 
each item) 

Related 
Standards 

Current status Last IFRS 
IC meeting 
discussed 

Next milestone Next 
milestone 
expected 
date 

Initial consideration 

Classification of Gains 
and Losses on a 
Derivative Managing a 

IFRS 18 Initial consideration / Tentative 
agenda decision 
feedback 

Not 
specified 

https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap2-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap2-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap2-initial-consideration.pdf
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Project/Topic 
(including hyperlinks to 
the IASB website for 
each item) 

Related 
Standards 

Current status Last IFRS 
IC meeting 
discussed 

Next milestone Next 
milestone 
expected 
date 

Foreign Currency 
Exposure (IFRS 18) 

Fair Presentation and 
Compliance with IFRS 
Accounting Standards 
(IAS 1) 

IAS 1 / 
IFRS 18 

Initial consideration / Tentative 
agenda decision 
feedback 

Not 
specified 

Scope of the 
Requirement to 
Disclose Expenses by 
Nature (IFRS 18 
Presentation and 
Disclosure in Financial 
Statements) 

IFRS 18 Initial consideration / Tentative 
agenda decision 
feedback 

Not 
specified 

Assessment of a 
Specified Main 
Business Activity for 
the purposes of the 
Separate Financial 
Statements of a Parent 
(IFRS 18 Presentation 
and Disclosure in 
Financial Statements) 

IFRS 18 Initial consideration / Tentative 
agenda decision 
feedback 

Not 
specified 

Presentation of Taxes 
or Other Charges that 
are Not Income Taxes 
within the Scope of IAS 
12 Income Taxes (IFRS 
18 Presentation and 
Disclosure in Financial 
Statements) 

IFRS 18  Initial consideration / Tentative 
agenda decision 
feedback 

Not 
specified 

Comment letters received on tentative agenda decision 

Embedded 
Prepayment Option 
(IFRS 9 Financial 
Instruments) 

IFRS 9 Nov IFRS IC – to discuss 
comment letters 
received 

25 June 
2025 

Finalise AD Not 
specified 

Determining and 
Accounting for 
Transaction Costs (IFRS 
9 Financial 
Instruments) 

IFRS 9 Nov IFRS IC – to discuss 
comment letters 
received 

25 June 
2025 

Finalise AD Not 
specified 

Updates to 
Committee’s agenda 
decisions for IFRS 18 

IFRS 18 / 
IAS 1 

Nov IFRS IC – to discuss 
comment letters 
received 

25 June 
2025 

Finalise AD Not 
specified 

Input on IASB’s project 

Business 
Combinations—
Disclosure, Goodwill 
and Impairment 

IFRS 3 / 
IAS 36 

Input on IASB’s project 16 Sep 
2025 

Decide Project 
Direction 

H2 2026 

Open for consultation  

Classification of a 
Foreign Exchange 
Difference from an 
Intragroup Monetary 

IFRS 18 / 
IAS 21 

Comment period 
deadline: 25/11/2025 

16 Sep 
2025 

Tentative 
Agenda Decision 
Feedback  

Q1 2026 

https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap2-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap2-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap5-tad-comment-letters.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap5-tad-comment-letters.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap5-tad-comment-letters.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap5-tad-comment-letters.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap6-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap6-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap6-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap6-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap6-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap6-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap6-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap7-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap7-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap7-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap7-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap7-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap7-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap7-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap7-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap7-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap8-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap8-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap8-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap8-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap8-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap8-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap8-initial-consideration.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap8-initial-consideration.pdf
Embedded%20Prepayment%20Option%20(IFRS%209)
Embedded%20Prepayment%20Option%20(IFRS%209)
Embedded%20Prepayment%20Option%20(IFRS%209)
Embedded%20Prepayment%20Option%20(IFRS%209)
https://www.ifrs.org/projects/work-plan/determining-and-accounting-for-transaction-costs-ifrs-9/
https://www.ifrs.org/projects/work-plan/determining-and-accounting-for-transaction-costs-ifrs-9/
https://www.ifrs.org/projects/work-plan/determining-and-accounting-for-transaction-costs-ifrs-9/
https://www.ifrs.org/projects/work-plan/determining-and-accounting-for-transaction-costs-ifrs-9/
https://www.ifrs.org/projects/work-plan/determining-and-accounting-for-transaction-costs-ifrs-9/
https://www.ifrs.org/projects/work-plan/updates-to-committees-agenda-decisions-for-ifrs-18/
https://www.ifrs.org/projects/work-plan/updates-to-committees-agenda-decisions-for-ifrs-18/
https://www.ifrs.org/projects/work-plan/updates-to-committees-agenda-decisions-for-ifrs-18/
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap10-performance-expected-synergy-information.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap10-performance-expected-synergy-information.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap10-performance-expected-synergy-information.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap10-performance-expected-synergy-information.pdf
https://www.ifrs.org/projects/work-plan/classification-foreign-exchange-difference-intragroup-monetary-liability/
https://www.ifrs.org/projects/work-plan/classification-foreign-exchange-difference-intragroup-monetary-liability/
https://www.ifrs.org/projects/work-plan/classification-foreign-exchange-difference-intragroup-monetary-liability/
https://www.ifrs.org/projects/work-plan/classification-foreign-exchange-difference-intragroup-monetary-liability/
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Project/Topic 
(including hyperlinks to 
the IASB website for 
each item) 

Related 
Standards 

Current status Last IFRS 
IC meeting 
discussed 

Next milestone Next 
milestone 
expected 
date 

Liability (or Asset) (IFRS 
18) 

Economic Benefits 
from Use of a Battery 
under an Offtake 
Arrangement (IFRS 16) 

IFRS 16 Comment period 
deadline: 25/11/2025 

16 Sep 
2025 

Tentative 
Agenda Decision 
Feedback  

Q1 2026 

Initial consideration 

Classification of Gains and Losses on a Derivative Managing a Foreign Currency Exposure (IFRS 
18) 

Issue and background  

6 IFRS IC received a submission about how an entity applies IFRS 18 Presentation and 

Disclosure in Financial Statements to classify any gain or loss on a derivative financial 

instrument in its consolidated statement of profit or loss (refer to AP2 for the November 

2025 IFRIC meeting). The derivative is a forward contract that is used to manage the foreign 

currency risk of a net liability exposure, but is not designated as a hedging instrument in 

accordance with IFRS 9 Financial Instruments. 

7 An entity (Parent P) has three subsidiaries—Subsidiary A, Subsidiary B and Treasury Entity 

that it when preparing its consolidated financial statements (group). Subsidiary A issued a 

loan in foreign currency (interest income on this loan is classified in the investing category), 

and Subsidiary B obtained a loan in this foreign currency (interest expense on this loan is 

classified in the financing category), resulting in a net liability position. This net liability 

position is hedged as net position by the Treasury entity with an external party and then 

allocated to each of the subsidiaries via intragroup derivatives (gross amounts of each of 

the loans). 

8 The submitter identifies three views as to how gain or loss on the external derivative should 

be classified in the consolidated statement of profit or loss: 

(a) View 1—in the financing category, as the single category affected by the risk 

managed with the external derivative. Proponents of this view note that the external 

derivative is used to manage the foreign currency risk of the net liability exposure, 

not the gross exposures which make up the net amount. 

https://www.ifrs.org/projects/work-plan/classification-foreign-exchange-difference-intragroup-monetary-liability/
https://www.ifrs.org/projects/work-plan/classification-foreign-exchange-difference-intragroup-monetary-liability/
https://www.ifrs.org/projects/work-plan/economic-benefits-use-of-battery-under-offtake-arrangement/
https://www.ifrs.org/projects/work-plan/economic-benefits-use-of-battery-under-offtake-arrangement/
https://www.ifrs.org/projects/work-plan/economic-benefits-use-of-battery-under-offtake-arrangement/
https://www.ifrs.org/projects/work-plan/economic-benefits-use-of-battery-under-offtake-arrangement/


Update on the activity of the IFRS Interpretations Committee 

EFRAG FR TEG-CFSS meeting 26 November 2025 Paper 07-01, Page 4 of 22 
 

(b) View 2—in the operating category, because the prohibition described in paragraphs 

B72–B75 of IFRS 181 for ‘grossing up’ gains and losses on a derivative applies to the 

fact pattern in the submission. 

(c) View 3—either in the financing or in the operating category (accounting policy 

choice). 

IASB Staff initial analysis and recommendations 

9 The IASB staff noted that, based on the fact pattern in the submission, the external 

derivative is used to manage only the net liability foreign currency exposure, which affects 

line items in a single category of the consolidated statement of profit or loss—the financing 

category.  

10 The IASB Staff refers to the entities risk management policies and the Basis for Conclusions 

of IFRS 18. Entities typically enter into derivatives in accordance with their risk 

management policies. Therefore, an entity is generally expected to identify the risk 

managed using a derivative based on facts and circumstances and its risk management 

policy. Paragraphs BC227–BC228 of the Basis for Conclusions on IFRS 18 explain the IASB’s 

rationale for requiring entities to identify the link between the derivative and the risk it 

uses the derivative to manage. In the respective fact pattern of the submitter it was used 

to manage the foreign currency risk of the net liability exposure and not used to manage 

the foreign currency risk of the gross exposure. The fact pattern in the submission describes 

that the Treasury Entity also entered into internal derivatives with Subsidiary A and 

Subsidiary B. However, according to the IASB paper, the risks managed with the internal 

derivatives do not change the risk exposure from the perspective of the reporting entity as 

a whole (ie the group). The IASB did not consider the risks managed using internal 

derivatives for purposes of the submission which asks about classification in Parent P’s 

consolidated statement of profit or loss.  

 

1 Paragraph B72 of IFRS 18: An entity shall also apply the requirements in paragraph B70 to gains and losses on a derivative that is not 

designated as a hedging instrument applying IFRS 9, but is used to manage identified risks. However, if doing so would require the 

grossing up of gains or losses (see paragraphs B74–B75) or involve undue cost or effort, the entity shall instead classify all gains and 

losses on the derivative in the operating category. 

Paragraph B74 of IFRS 18: Paragraphs B70 and B72 prohibit the grossing up of gains and losses on financial instruments designated as 

hedging instruments and derivatives not designated as hedging instruments. The grossing up of gains and losses might arise from 

situations in which: 

(a) an entity uses such financial instruments to manage the risks of a group of items with offsetting risk positions (see paragraph 6.6.1 

of IFRS 9 for the criteria for a group of items to be an eligible hedged item); and 

(b) the risks managed affect line items in more than one category of the statement of profit or loss. 
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11 In the fact pattern described in the submission, Parent P classifies foreign exchange 

differences on financial liabilities in the financing category in its consolidated financial 

statements. Paragraph B72 of IFRS 18 should be applied (same category as underlying risk 

managed). To apply the undue cost or effort exemption seems not being appropriate. 

Classifying any gain or loss on the external derivative in the financing category would not 

require grossing up such gains or losses. As a result, the prohibition in paragraph B72 of 

IFRS 18 would not apply in this situation. 

12 Therefore, the IASB staff agreed with the consideration under View 1 in the submission 

that, in the fact pattern described, classifying gains or losses on the external derivative in 

the financing category would not require grossing up of its gains or losses. The prohibition 

in paragraph B72 of IFRS 18 would therefore not apply in such a situation.  

13 However, if Parent P’s risk management policy was to use the external derivative to 

manage the foreign currency risk of the gross exposures—the investing asset and the 

financing liability—such an approach would have affected line items in both the investing 

and the financing category. Consequently, classification of gains or losses on the external 

derivative in the two affected categories would have required grossing up of gains or losses. 

Therefore, the prohibition in paragraph B72 of IFRS 18 would have applied, requiring Parent 

P to instead classify all such gains or losses in the operating category, rather than in the 

categories affected by the managed risk. 

14 In the IASB staff’s view, the principles and requirements in IFRS 18 provide an adequate 

basis for an entity to determine the classification of gains or losses on a derivative that is 

used to manage an identified risk, but is not designated as a hedging instrument applying 

IFRS 9.  

15 Therefore, the IASB staff recommended that IFRS IC not add a standard-setting project to 

the work plan and instead publish a tentative agenda decision that explains how an entity 

applies the requirements in IFRS 18 to the fact pattern described in the submission. 

Fair Presentation and Compliance with IFRS Accounting Standards (IAS 1) 

Issue and background  

16 The submission reflects that an entity applying paragraph 19 of IAS 1 Presentation of 

Financial Statements departs from an IFRS Accounting Standard requirement (when 

compliance with a requirement with an IFRS would be misleading). The submission asks 

whether the entity is nonetheless required to comply with the requirement for fair 

presentation in paragraph 15 of IAS 1.  

17 There are two views: 
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(a) View 1 - the entity is required to comply with the requirement for fair presentation 

in paragraph 15 of IAS 1 when departing from a requirement in an IFRS Accounting 

Standard. 

(b) View 2 - an entity is not required to comply with the requirement for fair 

presentation in paragraph 15 of IAS 1 when departing from a requirement in an IFRS 

Accounting Standard. 

18 Note: Paragraphs 15–24 of IAS 1 have been carried forward unchanged as paragraphs 6A–

6J of IAS 8 Basis of Preparation of Financial Statements when IFRS 18 was published.  

19 Information request feedback 

20 An information request was sent to International Forum of Accounting Standard-Setters, 

securities regulators and large accounting firms and 16 responses were received: 

(a) All respondents said that the fact pattern arises infrequently 

(b) Most respondents either did not comment on the accounting applied or said they 

had not observed widespread diversity in how entities apply the requirements. 

IASB Staff initial analysis and recommendations 

21 Based on the assessment of the criteria in paragraph 5.16(a)2 of the IASB’s Due Process 

Handbook, the IASB Staff recommended not adding a standard-setting project to the work 

plan and instead publishing a tentative agenda decision (where the IASB Staff has 

suggested references in both IAS 1 and IAS 8 (once IFRS 18 if effective). The proposed IASB 

tentative agenda decision only mentions that the issue is rare without any further 

assessment.  

Scope of the Requirement to Disclose Expenses by Nature (IFRS 18 Presentation and Disclosure in 
Financial Statements) 

Issue and background  

22 The submission seeks clarification on how IFRS 18 paragraph 83 applies when an entity 

presents operating expenses by function in the operating category of the statement of 

profit or loss. Usually, entities select whether they present the statement of profit or loss 

by function or selected items by function, however some standards like IFRS 17 require a 

presentation by function independent of the preference of the reporting entity. The 

submitter intends to clarify whether the requirement to disclose additional information by 

 

2 Paragraph 5.16(a) of the IASB’s Due Process Handbook requires the IFRS IC Committee to consider 

whether ‘the matter has widespread effect and has, or is expected to have, a material effect on those 

affected’. 
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nature applies to the voluntary presentation or as well to the presentation by function 

required by IFRS Accounting Standards. 

23 Paragraph 83 requires entities that present any operating expenses classified by function 

to also disclose, in a single note, totals for key expense categories (depreciation, 

amortisation, employee benefits, impairment and reversals, inventory write-downs and 

reversals).  

24 IFRS 18 paragraph 75 states that an entity shall present in the statement of profit or loss 

line items for:  

(a) amounts required by this Standard [IFRS 18] namely …[…]… 

(b) amounts required by IFRS 9, namely …[…]… 

(c) amounts required by IFRS 17, namely …[…]… 

25 The submission therefore asks whether paragraph 83 applies to all line items listed in 

paragraph 75 (specifically, paragraph 75 (a), (b) and (c)) or whether paragraph 83 applies 

only to the amounts required to be disclosed by IFRS 18 (specifically, paragraph 75 (a) only).  

(a) View 1 of the submission suggests that paragraph 83 of IFRS 18 only applies to the 

amounts required to be disclosed by IFRS 18 (paragraph 75 (a)). This view highlights 

that:  

i. an entity does not have a choice with regard to the requirements of IFRS 9 and 

IFRS 17 being by function,  

ii. paragraph 75(a) refers to paragraph 78 within the same section as paragraph 

83, whereas paragraph 75(b) and (c) do not explicitly refer to the same section,  

iii. paragraph BC259 mentions ‘operating expenses’ which are only mentioned in 

section 75(a) and not 75 (b) or (c),  

iv. the complexity of disclosing expenses by nature for certain expenses required 

by IFRS 17 will outweigh the benefits of disclosing such information (for 

example, ‘insurance service expenses’ which would include the amortisation 

of insurance acquisition costs which were previously capitalised as part of the 

insurance contract assets).  

(b) View 2 of the submission suggests that paragraph 83 applies to any expenses 

classified by function in the operating category, including expenses listed in 

paragraph 75 (b) and (c).  

IASB Staff initial analysis and recommendations  

26 The IASB Staff concluded that IFRS 18 paragraph 83 applies whenever an entity presents 

any operating expenses by function, with no exceptions. This includes expenses listed in 

paragraphs 75(b)–(c) and expenses classified by function due to requirements in other 
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Standards such as IFRS 9 or IFRS 17. The reason why an expense is classified by function is 

irrelevant—only the fact that it is. 

27 Paragraph 83 is not overridden or limited by other IFRS Standards, and references in 

paragraph 75 or the Basis for Conclusions do not change its scope. Although some argue 

that disclosures could be complex or costly (View 1), the IASB already considered cost–

benefit trade-offs and provided relief in paragraph B84. Therefore, the staff agree with 

View 2: paragraph 83 must be applied whenever any functional classification of operating 

expenses is presented. 

Assessment of a Specified Main Business Activity for the purposes of the Separate Financial 
Statements of a Parent (IFRS 18 Presentation and Disclosure in Financial Statements) 

Issue and background 

28 IFRIC received a submission about how a parent applying IFRS 18 assesses, for the purposes 

of its separate financial statements, whether it has a specified main business activity—

specifically, a main business activity of investing in unconsolidated subsidiaries. 

29 In the fact pattern described in the submission, the reporting entity is an ultimate parent 

of a large group of entities. Its activities are limited to holding investments in group 

undertakings, making decisions on the management, acquisition and disposal of 

investments and distributing returns on those investments to shareholders. The parent 

determines that it is not an investment entity as defined in IFRS 10 Consolidated Financial 

Statements. 

30 In its separate financial statements, the parent accounts for its investments in subsidiaries 

at cost applying paragraph 10(a) of IAS 27 Separate Financial Statements. It does not 

provide to its shareholders any segmental analysis or use any subtotals to explain its 

operating performance related to its separate financial statements. The parent also does 

not use such metrics for internal monitoring purposes. Shareholders are provided 

segmental analysis and subtotals as indicators of the consolidated group’s operating 

performance. For the purposes of the group’s consolidated financial statements, no 

specified main business activity is identified. 

31 The submitter asks whether the parent, for the purposes of its separate financial 

statements, has a main business activity of investing in assets. 

32 The submitter identifies three views. Under these views, the parent: 

(a) View 1—has a main business activity of investing in assets. The parent therefore 

classifies income and expenses from investments in unconsolidated subsidiaries in 

the operating category in its separate financial statements.  
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(b) View 2—does not have a main business activity of investing in assets. The parent 

therefore classifies income and expenses from investments in unconsolidated 

subsidiaries in the investing category in its separate financial statements.  

(c) View 3—has an accounting policy choice in its separate financial statements because 

neither View 1 nor View 2 can be dismissed and therefore either classification can 

be supported. 

IASB Staff initial analysis and recommendations 

33 The IASB Staff did not perform outreach on the submission as they gathered evidence 

indicating that the matter could have a widespread effect and be material on those 

affected. 

34 The IASB Staff assessed that in the fact pattern described in the submission, the parent has 

no substantive business activity apart from holding and managing investments in 

subsidiaries and distributing returns from those investments. In those circumstances, 

concluding that investing in unconsolidated subsidiaries is not a main business activity for 

the parent would result in the parent not having any main business activity. 

35 They considered that the absence of any other substantive activity is in itself sufficient 

evidence to conclude that investing in unconsolidated subsidiaries is a main—indeed, the 

only—business activity for the purposes of the parent’s separate financial statements. 

Therefore, the parent is required to classify income and expenses from investments in 

unconsolidated subsidiaries in the operating category in its statement of profit or loss. This 

view corresponds to View 1 in the submission. 

36 In summary, the IASB Staff concluded that the entity described in the fact pattern:  

(a) has a main business activity of investing in unconsolidated subsidiaries; and  

(b) therefore, is required to classify income and expenses from investments in 

unconsolidated subsidiaries in the operating category in its statement of profit or 

loss. 

37 The IASB Staff recommended IFRIC not add a standard-setting project to the work plan but 

publish a tentative agenda decision that explains how the parent described in the 

submission applies the requirements in IFRS 18. 

38 The IASB Staff asks: 

(a) Whether IFRIC agrees with their analysis of the application of the requirements in 

IFRS 18; 
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(b) Whether IFRIC agrees with the recommendation not to add a standard-setting 

project to the work plan; and 

(c) Whether IFRIC has any comments on the wording of the tentative agenda decision 

described in Appendix A of AP7. 

Presentation of Taxes or Other Charges that are Not Income Taxes within the Scope of IAS 12 
Income Taxes (IFRS 18 Presentation and Disclosure in Financial Statements) 

Issue and background 

39 The IASB asked IFRIC whether an entity applying IFRS 18 is permitted to present taxes or 

other charges that are not income taxes within the scope of IAS 12. 

40 As part of its horizon-scanning activities, the IASB Staff considered that non-income taxes 

are prevalent across jurisdictions and the amounts involved can be material. The IASB 

Staff’s research suggested that there are different views about whether an entity may 

present non-income taxes either as part of the line item ‘income tax expense or income’ 

applying paragraph 75(a)(iv) of IFRS 18 or as an additional line item within the ‘income 

taxes’ category of the statement of profit or loss. 

41 The different views would result in some entities classifying a non-income tax in the income 

taxes category and some entities classifying that same non-income tax in another category 

in the statement of profit or loss. 

IASB Staff initial analysis and recommendations 

42 The IASB Staff considered that Paragraph 67 of IFRS 18 requires an entity to classify in the 

income taxes category of the statement of profit or loss only tax expense or tax income 

that is included in the statement of profit or loss applying IAS 12 (and any related foreign 

exchange differences) and concluded that an entity is not permitted to present non-income 

taxes. 

(a) In the ‘income tax expense or income’ line item of the statement of profit or loss 

required by paragraph 75(a)(iv) of IFRS 18; and  

(b) In the income taxes category of the statement of profit or loss. 

43 The IASB Staff recommended not to add a standard-setting project to the work plan 

because the requirements in IFRS 18 provide an adequate basis for an entity to determine 

the required accounting. 

44 The IASB Staff asks: 

(a) Whether IFRIC agrees with their analysis of the application of the requirements in 

IFRS 18; 

https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap7-initial-consideration.pdf
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(b) Whether IFRIC agrees with the recommendation not to add a standard-setting 

project to the work plan; and 

(c) Whether IFRIC has any comments on the wording of the tentative agenda decision 

described in Appendix A of AP8. 

Comment letters received on tentative agenda decision 

Embedded Prepayment Option (IFRS 9 Financial Instruments) 

Issue and background 

45 In June 2025, IFRS IC published a tentative agenda decision in response to a submission 

about the application of the requirements in paragraph B4.3.5(e)(ii)3 of IFRS 9 Financial 

Instruments to determine whether to separate an embedded prepayment option in a loan 

agreement (for more information, refer to AP3 for the June 2025 IFRIC meeting). The 

submission was asking whether the reference to ‘the entity’ in this paragraph should be 

read to refer to ‘the lender’ or ‘the reporting entity’ (that is the borrower).  

46 According to the submitter, two interpretations could be argued as follows: 

(a) "the entity" refers to 'the lender' as lost interest should be considered from the 

lender's perspective. It is observed that to consider lost interest from the perspective 

of the borrower would not represent the substance of the transaction or reflect the 

economic reality of what you would legally have to pay the lender if you did prepay. 

OR 

(b) "the entity" is 'the reporting entity' and lost interest should be considered from the 

reporting entity's perspective. 

47 The distinction between ‘the entity’ meaning ‘the lender’ or ‘the borrower’ can be 

significant, because the assessment of whether or not to separate an embedded derivative 

from the host contract, could be different depending on whether it is assessed from the 

lender’s or the borrower’s perspective. According to submitter the effects of accounting 

for an embedded derivative at fair value through profit or loss and for a host contract at 

 

3 Paragraph B4.3.5(e)(ii) of IFRS 9 states: … 

e) A call, put, or prepayment option embedded in a host debt contract or host insurance contract is not closely related to the host 

contract unless: …  

(ii) the exercise price of a prepayment option reimburses the lender for an amount up to the approximate present value of lost interest 

for the remaining term of the host contract. Lost interest is the product of the principal amount prepaid multiplied by the interest 

rate differential. The interest rate differential is the excess of the effective interest rate of the host contract over the effective interest 

rate the entity would receive at the prepayment date if it reinvested the principal amount prepaid in a similar contract for the 

remaining term of the host contract [emphasis added] 

https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap8-initial-consideration.pdf
https://www.ifrs.org/projects/work-plan/embedded-prepayment-option-ifrs-9/tad-and-cls-embedded-prepayment-option/
https://www.ifrs.org/content/dam/ifrs/meetings/2025/june/ifric/ap3-initial-consideration.pdf
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amortised cost could materially differ from the effects of accounting for the entire financial 

liability at amortised cost. 

48 The lost interest would also be calculated differently from the borrower’s and lender’s 

perspective 

IASB Staff initial analysis and recommendations 

49 IASB staff sent an information request to members of the IFASS, securities regulators and 

large accounting firms. 15 responses were received. 

50 All respondents did not observe any diversity in practice with the interpretation of the term 

‘the entity’ in paragraph B4.3.5(e)(ii) of IFRS 9 which is in their opinion should be read as 

referring to the lender. 

51 They provided the following arguments:  

(a) The first sentence of the paragraph B4.3.5(e)(ii) of IFRS 9 refers to the lender and 

‘the entity’ in the last sentence of the same paragraph only specifies how the 

principle in the first sentence should be applied. 

(b) Only ‘the lender’ makes sense in the context of lost interest and the reinvesting the 

prepaid amount. 

(c) Paragraph BCZ4.97 of the BC on IFRS 94 explaining the IASB’s intention to provide the 

exception to embedded prepayment option, also refers to ‘compensation to the 

lender’. 

(d) The guidance of the some of the large accounting firms on embedded derivatives 

also considers that ‘the entity’ means ‘the lender’. 

(e) A few respondents suggested the IASB consider replacing ‘the entity’ with ‘the 

lender’ in paragraph B4.3.5(e)(ii) of IFRS 9 for clarity, for example, as part of the 

Annual Improvements process. 

(f) One accounting firm noted that, in many instances, the fair value of the prepayment 

option is not material as the terms of the option typically are set to disincentivise a 

borrower from prepayment. 

 

4 Paragraph BCZ4.97 of IFRS 9: ‘...This exception is in respect of prepayment options, the exercise prices of which compensate the 

lender for the loss of interest income because the loan was prepaid. This exception is conditional on the exercise price compensating 

the lender for loss of interest by reducing the economic loss from reinvestment risk. [emphasis added]’ 
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52 Based on the feedback received, the IASB Staff concluded that there was no evidence that 

the matter had widespread effect or that diversity in application could have a material 

effect on entities’ financial statements.  

53 Consequently, the IASB Staff recommended not to add a standard-setting project to the 

work plan and instead to publish a tentative agenda decision that explains its reasons for 

not adding a standard-setting project.  

Comment letter analysis 

54 The IASB received 9 comment letters to the tentative agenda decision by the comment 

letter deadline. 

55 Analysis of comment letters received by the IASB is provided in AP4 for the November 2025 

IFRIC meeting. 

General conclusion 

56 Five out of 9 respondents agreed with the IFRS IC’s decision not to add a standard-setting 

project to the work plan for the reasons set out in the tentative agenda decision. 

57 Three respondents agreed with the IFRS IC’s findings that there is no, or only little diversity 

in practice and that stakeholders read the requirements in paragraph B4.3.5 of IFRS 9 as 

referring to the lender. However, they suggested amending paragraph B4.3.5 of IFRS 9 to 

replace the term ‘the entity’ with ‘the lender’ or providing illustrative examples to avoid 

any ambiguity in future. 

58 The remaining respondent (an individual) disagreed with the IFRS IC’s conclusion and says 

there is diversity in practice between jurisdictions and suggested IFRS IC provide guidance 

to improve consistent application. 

IASB Staff analysis 

59 The IASB staff recommended not amending paragraph B4.3.5 of IFRS 9. In particular, in 

their view:  

(a) such an amendment might not be as simple as suggested by respondents. Other 

requirements in IFRS 9 also use the term ‘the entity’, and depending on context, the 

term might refer to the reporting entity or to the counterpart of a financial 

instrument. Amending paragraph B4.3.5 of IFRS 9 might imply that the term ‘the 

entity’ refers only to the ‘reporting entity’, which could have unintended 

consequences on the application of those other paragraphs. 

https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap4-tad-comment-letters.pdf
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(b) given the evidence gathered by IFRS IC (including from responses to the tentative 

agenda decision) does not indicate diversity in practice, such an amendment would 

have limited benefits. 

60 Also, the IASB staff recommended that IFRS IC does not provide further guidance or 

clarification on the matter described in the tentative agenda decision. They noted that 

providing guidance on other requirements in IFRS 9 would go beyond the scope of the 

matter raised in the submission. 

Overall IASB Staff recommendation 

61 IASB staff recommended finalising the agenda decision, as published in IFRIC Update in 

June 2025, with changes to the wording of the tentative agenda decision as marked in the 

Appendix of AP4 for the November 2025 IFRIC meeting. If IFRS IC agrees with their 

recommendation, they will ask the IASB whether it objects to the agenda decision at the 

first IASB meeting at which it is practicable to present the agenda decision. 

Determining and Accounting for Transaction Costs (IFRS 9 Financial Instruments) 

Issue and background 

62 In June 2025, IFRS IC published a tentative agenda decision in response to a submission 

about application of the definition of, and requirements in IFRS 9 Financial Instruments 

relating to transaction costs (for more information, refer to AP2 for the June 2025 IFRIC 

meeting). 

63 The submission asked how an entity determines whether costs that are directly 

attributable to originating a financial instrument but incurred prior to entering into the 

contractual arrangement, are ‘incremental’ and therefore meet the definition of 

transaction costs in Appendix A of IFRS 9. 

64 The submission outlined two views: 

(a) View 1—costs that are incurred prior to entering into the contractual arrangement 

are not transaction costs as defined in Appendix A of IFRS 9. This view is based on 

the notion of ‘incremental costs’ explained in the definition of transaction costs that 

states that ‘an incremental cost is one that would not have been incurred if the entity 

had not acquired, issued or disposed of the financial instrument’; 

(b) View 2—costs that are incurred prior to entering into the contractual arrangement 

meet the definition of transaction costs even if there is a possibility that the financial 

instrument might not be originated or issued.  

https://www.ifrs.org/news-and-events/updates/ifric/2025/ifric-update-june-2025/
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap4-tad-comment-letters.pdf
https://www.ifrs.org/projects/work-plan/determining-and-accounting-for-transaction-costs-ifrs-9/tad-and-cls-determining-accounting-transaction-costs/
https://www.ifrs.org/content/dam/ifrs/meetings/2025/june/ifric/ap2-initial-consideration.pdf
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65 Assuming that such costs are determined to be transaction costs, the submission asked 

how to account for such costs in the period between incurring the costs and entering into 

the contractual arrangement. 

IASB Staff initial analysis and recommendations 

66 IASB staff sent an information request to members of the IFASS, securities regulators and 

large accounting firms. 15 responses were received. 

67 Feedback received by IASB staff indicated no diversity that could have a material effect on 

entities’ financial statements with regards to determining and accounting for transaction 

costs incurred prior to entering into a contractual arrangement. Feedback suggested that: 

(a) Costs that are directly attributable to the origination or issuance of a financial 

instrument and incurred prior to entering into the contractual arrangement, are 

determined to be incremental and, accordingly, transaction costs; and 

(b) Such costs are recognised in the statement of financial position (often as 

prepayments or other assets) until they are included in the amortised cost of the 

financial instrument. 

68 Therefore, the IASB staff recommended not adding a standard-setting project to the work 

plan and instead publishing a tentative agenda decision that explained the Committee’s 

reasons for not adding a standard-setting project. 

Comment letter analysis 

69 The IASB received 15 comment letters to the tentative agenda decision by the comment 

letter deadline. 

70 Analysis of comment letters received by the IASB is provided in AP5 for the November 2025 

IFRIC meeting. 

General Conclusions 

71 Nine out of 15 respondents agreed with the IFRS IC decision not to add a standard-setting 

project to the work plan for the reasons set out in the tentative agenda decision. Four of 

these respondents suggested adding further clarifications and guidance, such as illustrative 

examples, regarding the accounting for costs incurred before entering into a contractual 

arrangement; and one respondent (an accounting firm) suggested wording changes to the 

tentative agenda decision. 

72 Three respondents disagreed with IFRS IC’s decision not to add a standard-setting project 

to the work plan. These respondents said that IFRS IC should add a standard-setting project 

https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap5-tad-comment-letters.pdf


Update on the activity of the IFRS Interpretations Committee 

EFRAG FR TEG-CFSS meeting 26 November 2025 Paper 07-01, Page 16 of 22 
 

to the workplan to clarify the definition of the term ‘incremental costs’ and to ensure its 

consistent application across different IFRS Accounting Standards. 

73 Two respondents (individuals) did not specify whether they agree with the decision but 

provide their own technical analysis of the submitted fact pattern. 

74 One respondent (an individual) did not object to IFRS IC’s decision not to add a standard-

setting project to the work plan. However, that respondent said the fact pattern described 

in the tentative agenda decision is common. Therefore, the respondent suggested that IFRS 

IC undertake a technical analysis of the matter and include explanatory material in the 

agenda decision. 

Overall IASB Staff recommendation 

75 IASB staff recommended finalising the agenda decision, as published in IFRIC Update in 

June 2025, with the changes to the wording of the tentative agenda decision as marked in 

Appendix A of AP5 for the November 2025 IFRIC meeting. If IFRS IC agrees with their 

recommendation, they will ask the IASB whether it objects to the agenda decision at the 

first IASB meeting at which it is practicable to present the agenda decision. 

Updates to Committee’s agenda decisions for IFRS 18 

Issue and background 

76 In June 2025, the IFRS IC, at the request of the IASB, decided: 

(a) to update nine agenda decisions to replace the references to IAS 1 Presentation of 

Financial Statements with references to new or amended requirements in IFRS 18 

Presentation and Disclosure in Financial Statements; and 

(b) to update the Agenda Decision Supply Chain Financing Arrangements—Reverse 

Factoring considering the requirements of IFRS 18 (which responds to questions on 

(a) how an entity presents liabilities to pay for goods or services received when the 

related invoices are part of a reverse factoring arrangement; and (b) what 

information about reverse factoring arrangements an entity is required to disclose 

in its financial statement). 

77 The IASB received 17 comment letters (received by the comment letter deadline). 

Nine agenda decisions  

Comment letter analysis 

78 Analysis of comment letters received by the IASB regarding the nine agenda decisions is 

provided in Agenda paper AP9A.  

https://www.ifrs.org/news-and-events/updates/ifric/2025/ifric-update-june-2025/
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap5-tad-comment-letters.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/november/ic/ap9a-cl-changes-nine-agenda-decisions.pdf
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IASB Staff analysis and recommendations for the nine agenda decisions 

79 For Topics I, II, III, V, VI, VII and VIII, the IASB Staff proposed no changes (besides editorial 

refinements) to the agenda decision based on respondent feedback.  

80 However, in two cases, besides editorial refinements, the IASB Staff made some changes 

to the agenda decision based on feedback received.  

(a) For Topic IV Disclosure of Changes in Liabilities Arising from Financing Activities, the 

IASB Staff accepted the suggestion to restrict the updated reference to IFRS 18 

paragraphs 41–42, excluding paragraph 43 because it has specific requirements 

regarding labels, which are new and were not reflected in paragraph 30A of IAS 1.  

(b) For Topic IX Current or Non-current Asset Classification—Normal Operating Cycle, 

the IASB Staff agreed that the updated references were incomplete and 

recommended adding references to IFRS 18 paragraphs 41–42 and paragraph 106, 

reflecting requirements on aggregation, disaggregation, descriptions, and ordering. 

Reverse factoring agenda decision 

Comment letter analysis 

81 Nine respondents provided comments on the proposed updates to the agenda decision 

concerning reverse factoring. Five respondents agreed (or did not disagree) with the 

updates but offered suggestions for improving the wording. Four respondents raised 

concerns.  

82 Comments were grouped into three areas (below are some comments indicated):  

(a) Presentation in the statement of financial position – Four respondents indicated that 

the proposed updates lay have unintended consequences on how stakeholders 

understand the requirements in IFRS 18. They suggest further analysing the 

requirements in IFRS 18, or instead, withdrawing the agenda decision,  

(b) Presentation in the statement of cash flows – One respondent stated that the 

proposed updates do not consider the underlying differences in principles and 

definitions between IFRS 18 and IAS 7 or include explanatory material on how to 

proceed in the event of a difference between the requirements in the two standards, 

and  

(c) The 2023 Amendments – Four respondents indicated that not including a reference 

to the 2023 amendments Supplier Finance Arrangements (Amendments to IAS 7 and 

IFRS 7) renders the agenda decision incomplete and misleading. 
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IASB Staff analysis and recommendations  

83 Considering feedback received, the IASB Staff suggested a possible updated reverse 

factoring agenda decision in Appendix B of Agenda paper 9B. That is, the IASB Staff 

considered refining the draft by adding requested cross-references, replacing detailed lists 

of characteristics with a higher-level explanation of the relevant IFRS 18 principles, and 

emphasising that the relevance of characteristics depends on the facts and circumstances 

(paragraph 25 of Agenda paper 9B). 

84 The IASB Staff considered that the possible updated agenda decision includes helpful 

explanatory material that entities would be required to consider determining the 

appropriate classification and presentation. However, it does not explain specific 

application of IFRS 18 requirements to reverse factoring arrangements, e.g. how 

requirements about the roles of the primary financial statements, principles of aggregation 

and disaggregation and characteristics of items work together when an entity makes its 

judgement to determine which line items to present in its statement of financial position 

and statement of cash flows.   

85 To do this, the IASB Staff would require significant additional resources from the 

Committee and stakeholders which is not justified in the absence of evidence of divergent 

practice on IFRS 18 and goes beyond what the IFRS IC originally considered. 

86 Accordingly, the IASB Staff recommended to withdraw the agenda decision entirely, 

noting in the staff papers that stakeholders may raise a new question in the future if 

diversity in practice emerges. 

Open for Consultation 

Classification of a Foreign Exchange Difference from an Intragroup Monetary Liability (or Asset) 
(IFRS 18) 

Issue and background 

87 The submitter raised an issue regarding the classification of foreign exchange (FX) 

differences in the consolidated statement of profit or loss, specifically when these 

differences arise from an intragroup monetary liability (such as a loan between a parent 

and subsidiary with different functional currencies) and when the related income and 

expenses are eliminated during consolidation.  

88 The issue stems from IFRS 18 Presentation and Disclosure in Financial Statements, 

paragraph B65, which generally requires FX differences to be classified in the same 

category as the income and expenses from the items that gave rise to them. However, 

when these intragroup income and expenses are eliminated on consolidation, the "same 

category" reference becomes ambiguous, leading to diverse interpretations among 
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preparers. The submitter highlighted that such intragroup loans are common, the resulting 

FX differences can be material, and there's a perceived lack of explicit guidance leading to 

inconsistent application. 

89 Some issuers are ready to apply IFRS 18 early or intend to reflect the IFRS 18 requirements 

from 1 January 2026 in order to have comparative information for 2027. The IASB did not 

perform outreach on this submission and instead discussed the topic with some selected 

stakeholders that are ready to apply the requirements within short notice. Therefore, a 

pragmatic approach for IFRS 18 in relation to the understanding of the widespread effect 

of such matters from the evidence referred to in the submission and from discussions with 

stakeholders was followed. This supports the urgency of providing guidance for the first 

time adoption of IFRS 18. 

IASB Staff initial analysis and recommendations 

90 The IASB staff's analysis identified two reasonable ways to classify the exchange difference 

under IFRS 18: 

91 View I (Similar to View 1 in the submission): The parent would classify the exchange 

difference in the same category in which the income and expenses from the intragroup 

loan would have been classified if they had not been eliminated on consolidation. This 

approach considers that eliminating income and expenses is akin to offsetting them for 

presentation, meaning they still "exist" for the purpose of categorisation. If this approach 

would involve undue cost or effort, the exchange difference would then be classified in the 

operating category. 

92 View II (Similar to View 4 in the submission): The parent could reasonably conclude that 

since the income and expenses from the intragroup loan have been eliminated and are not 

presented, there is no "same" category to refer to under paragraph B65 of IFRS 18. In this 

scenario, the exchange difference would be classified by default in the operating category 

as per paragraph 52 of IFRS 18. A key question in relation to view II is the understanding of 

elimination in IFRS 10 as offsetting by referencing to the framework and guidance in IAS 21.   

93 The IASB staff disagreed with other views that suggested classification based on the nature 

of the transaction as solely financing or investing, or allowing an accounting policy choice 

among all five views, deeming them inappropriate applications of the requirements. 

94 The IASB staff's recommendation was not to add a standard-setting project to the work 

plan. While acknowledging the prevalence and potential materiality of the issue and the 

possibility of diversity, they concluded that the expected benefits of standard-setting 

would not outweigh the costs. They noted that even a new standard might not eliminate 



Update on the activity of the IFRS Interpretations Committee 

EFRAG FR TEG-CFSS meeting 26 November 2025 Paper 07-01, Page 20 of 22 
 

all diversity due to the "undue cost or effort" exemption and that undertaking standard-

setting now could disrupt current IFRS 18 implementation efforts. Instead, the IASB staff 

recommended publishing a tentative agenda decision to explain how the existing IFRS 18 

requirements apply to this fact pattern, without creating new standards. 

IFRS IC Update - September 2025 meeting  

95 As per the IFRS IC Update: 

(a) View I—Classify the exchange difference in the operating category as the default 

category in accordance with paragraph 52 of IFRS 18; and 

(b) View II—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. 

96 Seven IFRS IC members viewed View I (in paragraph 95 above) as the sole reasonable 

interpretation of IFRS 18 paragraph B65, while the other seven considered both View I and 

View II (in paragraph 95) reasonable. All members agreed that the three additional views 

stated below were not reasonable readings of paragraph B65 of IFRS 18.  

97 The three additional views were that in its consolidated financial statements the entity: 

(a) classifies the exchange difference in the financing category because, for the entity, 

the transactions in the fact pattern involve only the raising of finance; 

(b) classifies the exchange difference in the investing category because, for the entity, 

the exchange difference arose from the transfer of cash from one currency into 

another for a period of time; or 

(c) develops an accounting policy based on any of the views included in the request 

because IFRS 18 is not clear about how the exchange difference should be classified. 

98 Despite these differing opinions, the IFRS IC decided not to pursue a standard-setting 

project. 

Economic Benefits from Use of a Battery under an Offtake Arrangement (IFRS 16) 

Issue and background 

99 In the fact pattern (two submissions), a battery owner and an electricity retailer enter into 

a battery offtake arrangement in a gross pool electricity market. The battery owner keeps 

custody of the battery but must operate it fully under the retailer’s instructions, which 

cover 100% of its capacity. The retailer pays a fixed fee for the right to use the battery, 

while the owner transacts with the market operator at spot prices (i.e. buying and selling 



Update on the activity of the IFRS Interpretations Committee 

EFRAG FR TEG-CFSS meeting 26 November 2025 Paper 07-01, Page 21 of 22 
 

energy and charging and discharging the battery) and passes cash flows to the retailer. In 

substance, the owner operates the battery on behalf of the retailer and receives a fixed 

payment. The battery cannot be substituted. 

100 The question is whether this arrangement constitutes a lease under IFRS 16. For a lease, 

the customer must have (a) the right to obtain substantially all economic benefits from use 

of the asset, and (b) the right to direct its use. The submissions assume criterion (b) is met, 

and therefore it focuses on whether criterion (a) is met—whether the retailer obtains 

substantially all the economic benefits from the battery. 

IASB Staff initial analysis and recommendations 

101 According to IFRS 16 paragraph B21, economic benefits from an asset include exclusive use 

of it during the contract period. In the fact pattern, the electricity retailer has exclusive 

rights to the entire battery capacity and pays for its use regardless of charging or 

discharging. 

102 The primary economic benefit of the battery lies in its storage capability, similar to a 

warehouse, rather than in the electricity itself (i.e. which the battery cannot generate). By 

directing when to charge and discharge, the retailer benefits from price differentials in the 

electricity market. 

103 Therefore, the IFRS IC staff was of the view that the retailer has the right to obtain 

substantially all the economic benefits from the battery, as these stem from its storage 

capacity and the retailer’s exclusive control over its use. 

104 Submission 2 (View 2) suggested that the fact pattern should be split into two separate 

contracts—the offtake arrangement and the electricity sale/purchase transactions—

arguing that IFRS 16 paragraph B2 does not require combining them because the contracts 

involve different counterparties and were not entered into at the same time. 

105 The IFRS IC staff disagreed with this view. They emphasised that the analysis should focus 

only on the offtake arrangement between the retailer and the battery owner, since the 

retailer is not a party to the electricity sale/purchase transactions. Those transactions are 

carried out by the battery owner solely under the retailer’s instructions. Consequently, the 

staff concluded that IFRS 16 paragraph B2 is not applicable to the fact pattern. 

106 The submissions asked whether the battery fact pattern should be analysed in the same 

way as the windfarm fact pattern from the IFRS IC’s December 2021 Agenda Decision which 

the IFRS IC concluded there was no lease because the retailer only obtained renewable 

energy credits and had no rights to the electricity produced. 



Update on the activity of the IFRS Interpretations Committee 

EFRAG FR TEG-CFSS meeting 26 November 2025 Paper 07-01, Page 22 of 22 
 

107 The IASB Staff was of the view that this fact pattern differs because the battery provides 

storage (not generation), and the retailer has exclusive rights to its full capacity. 

108 The IFRS IC Staff recommended that the IFRS IC not add a standard-setting project to the 

work plan but publish tentative agenda decision that explains how a customer (electricity 

retailer) applies the requirements in IFRS 16 to the fact pattern described in the submission. 

IFRS IC Update - September 2025 meeting  

109 The IFRS IC concluded that the principles and requirements in IFRS Accounting Standards 

provide an adequate basis for an electricity retailer, as the customer in a battery offtake 

arrangement as described in the requests, to determine whether it has the right to obtain 

substantially all of the economic benefits from use of the battery. Consequently, the 

Committee [decided] not to add a standard-setting project to the work plan.  

Next steps 

110 The EFRAG Secretariat will continue to monitor the IFRS IC’s discussions. 

Questions for EFRAG FR TEG and CFSS  

111 Does EFRAG FR TEG and CFSS have any comments on the above IFRS IC topics? Are there 

topics which EFRAG FR TEG and CFSS consider are significant and where standard setting 

is needed? Please explain. 

 


