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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. 

PIR IFRS 9 – Hedge Accounting 

Issues Paper 

Objective 

1 The objective of the session is to update EFRAG FR TEG – CFSS members on the upcoming 

project timeline and obtain their views about the potential topics to be addressed as part 

of the project.  

Project background 

2 PIR IFRS 9 – Hedging is the third and final phase of the post implementation review of IFRS 

9 Financial Instruments. To overlap with the Exposure period for ED on Dynamic Risk 

Management, the PIR IFRS 9 – Hedge accounting is expected to start in Q1 2026. 

3 The IASB carries out a post-implementation review of each new IFRS Accounting Standard 

or major amendment to a Standard. The objective of a post-implementation review is to 

assess whether the effects of applying the new requirements on users of financial 

statements (users), preparers, auditors and regulators are as intended when the new 

requirements were developed.  

4 During a post-implementation review, the IASB considers important or contentious matters 

it discussed during the development of the new requirements and market developments 

since those new requirements were issued. It also considers whether there are unintended 

consequences from applying the new requirements that the IASB was not aware of when 

it developed those requirements. A post-implementation review might also identify 

application questions. 
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5 The IASB considers whether to take any action on matters identified in the 

post‑implementation review and how to prioritise those matters depending on the extent 

to which evidence gathered during the post-implementation review indicates: 

(a) the matter has substantial consequences (for example, widespread diversity in 

practice materially affects users’ ability to analyse trends and compare entities); 

(b) the matter is pervasive (for example, it affects transactions that occur frequently in 

various industries and jurisdictions); 

(c) the matter arises from a financial reporting issue that can be addressed by the IASB 

or the Committee (that is, a feasible solution is likely to exist); and 

(d) the benefits of any action are expected to outweigh the costs (considering the extent 

of disruption to current practice and operational costs from change in the light of 

the importance of the matter to users). 

6 Actions could include standard-setting, referring a matter to the Committee or developing 

materials to support consistent application. The IASB can also conclude that no action is 

required. A post-implementation review is not a standard-setting project and does not 

automatically lead to standard-setting. 

Description of the issue(s) 

7 Based on the preliminary research, the EFRAG Secretariat identified a list of potential topics 

to be explored further. The list is presented in Appendix 1 of this paper.  

EFRAG User Panel meeting on 13 November 2025 

8 Members noted that the issue of hedge accounting for the credit risk, both by financial and 

non-financial entities, will probably be a valid point for the PIR. 

9 They also emphasised importance of disclosures for non-collateralised derivatives, 

especially for entities in less regulated sectors. 

EFRAG FIWG meeting on 13 October 2025 

10 Members generally agreed that IFRS 9 hedge accounting works without fundamental flaws. 

11 With regards to the ‘’highly probable’’ requirement, several members noted that, despite 

concerns over its application in the context of IFRS 9, it is a long-standing principle and 

changing it would be a fundamental review and would create a burden and cause a 

significant change of the established practice.   
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12 Several members referred to the load-following swap issue as an important one in the 

context of this PIR. 

13 One member noted that the unit of account issue is important though he was not sure 

about its prevalence. 

14 The same member noted that an issue to add to the list could be management of FX 

positions within groups though acknowledging that he was not expecting an easy answer 

to this issue. 

15 One member noted that he does not see IFRS 7 disclosures as a major issue. 

EFRAG IAWG meeting on 6 October 2025 

16 Members generally agreed with the issues for the PIR IFRS 9 Hedge accounting included in 

the EFRAG Secretariat’s list in the agenda paper.  In particular, one member emphasised 

that the ‘’highly probable’’ requirement inherited from IAS 39 does not reflect the general 

spirit of IFRS 9.  

17 An additional issue identified and considered significant for insurance companies by several 

members  is  hedging  of  credit  risk.  IFRS  9  generally  requires  that  the  risk  component 

designated  in  a  hedging  relationship  be  separately  identifiable  and  reliably  measurable 

while credit risk does not meet these requirements. This restriction is misaligned with the 

actual  hedging  practice  where  hedging  for  credit  risk  (by  using  CDS  and  other  similar 

instruments) is widely applied.   

18 One member noted that their entity currently applies IAS 39 cash flow hedging of highly 

probable forecast transactions and was not sure whether this hedge could work the same 

way under IFRS 9. 

EFRAG Academic Panel meeting on 22 September 2025 

19 Despite the introduction of IFRS 9, a significant portion of companies — especially in the 

banking and financial sector — continue to apply IAS 39 for hedge accounting. Studies 

suggest that over 50% of financial institutions still rely on IAS 39. Due to this widespread 

continued use of IAS 39, it is not ideal to provide comprehensive feedback on IFRS 9’s 

effectiveness, especially in hedge accounting. Outside the financial sector, many 

companies do not apply hedge accounting at all. Therefore, the empirical evidence remains 

limited.   

20 While IFRS 7 applies to disclosures across both standards, the content and structure differ 

depending on whether the hedging model is under IAS 39 or IFRS 9. 
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Questions for EFRAG FR TEG - CFSS 

21 Does EFRAG FR TEG - CFSS have any questions with regard to the list of topics included 

in Appendix 1?  

22 Do you have any other topics which could be added to the list? 
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Appendix 1: Preliminary list of topics identified for PIR IFRS 9 Hedge 
Accounting 

Credit risk 

1 In accordance with paragraph 6.3.7 of IFRS 9, a risk component may be designated if it is 

separately identifiable and reliably measurable. The IASB concluded in BC6.504 of IFRS 9 

that credit risk does not meet these criteria unless it is contractually specified. 

2 This requirement, based on the difficulty of reliably isolating and measuring this risk, limits 

the accounting treatment of management strategies actually implemented, particularly in 

the banking and insurance sectors.  

3 In practice, however, instruments such as Credit Default Swaps (CDS) or combinations of 

bond forwards and forward swaps make it possible to specifically measure and hedge credit 

risk, based on observable market prices: 

(a) In the case of CDS, the credit spread includes components other than credit risk 

alone. However, some consider that credit risk remains reliably measurable by 

reference to observable market prices (collateralized CDS) for the same issuer and 

the same maturity as the hedged risk; 

(b) In the case of combined instruments (bond forward + forward swap), the total fair 

value of the instrument is observable in an active market. 

4 Furthermore, the alternative of recognising derivative instruments at fair value through 

profit or loss may be unsatisfactory. This alternative leads to recognizing all fair value 

changes in profit or loss, not just the credit component, creating an accounting mismatch. 

5 Possible solutions may be as follows: 

(a) the designation of credit risk when this risk can be reliably measured based on 

observable market data; 

(b) the designation of the residual portion of the hedged item, equal to the difference 

between the total fair value of that item, less the separate components that meet 

the criteria for separability and reliable measurement of the component in 

accordance with IFRS 9. 

Load-following swap 

6 The EFRAG Secretariat considers that the IFRIC’s agenda decision of March 2019 treating 

the application of the highly probable requirement when a specific derivative is designated 

as a hedging instrument should be reconsidered in light of the recent Amendments to IFRS 

9 and IFRS 7 related to Contracts Referencing Nature-dependent Electricity (NDE 



PIR IFRS 9 – Hedge Accounting – Issues Paper 

EFRAG FR TEG - CFSS meeting 26 November 2025 Paper 10-01, Page 6 of 9 
 

Amendments). Load-following swaps highlights the possibility of a hedging relationship 

being fully effective although the defined hedged item not fulfilling the highly probable 

requirement proposed by EFRAG Secretariat to be removed as explained above. 

Implied practical expedient when ‘Highly probable’ requirement for hedged item is fulfilled 

7 Today a significant number of entities apply as a practical expedient the assumption of no 

volume uncertainty and thus no impairment from changes in expectations as long as future 

transactions are deemed highly probable. As this is contrary to the principle of measuring 

changes in the fair value of the hedged item as stipulated in paragraphs 6.5.11 and 6.5.8 of 

IFRS 9,  it would be beneficial to make it explicit in IFRS 9 that an entity that hedges a highly 

probable future transaction may, as long as the transaction is considered highly probable, 

ignore, as a practical expedient, changes in the expected probability of the hedged item. 

‘Highly probable’ requirement for hedged item 

8 IFRS 9 aims to align hedge accounting with an entity’s actual risk management activities, 

not to impose arbitrary thresholds. The requirement for a hedged item to be “highly 

probable” to qualify for hedge accounting, brought into IFRS 9 from IAS 39, may prevent 

entities from applying hedge accounting to transactions that are part of their genuine risk 

management strategy but do not meet the strict probability threshold. In practice, entities 

hedge exposures that are reasonably expected, not just those that are highly probable. 

9 IAS 39, BC 235 outlines the reasons for the ‘highly probable’ requirement as follows:  

‘This requirement is intended to ensure that changes in the fair value of designated hedging 
instruments are recognised in other comprehensive income only for those hedged forecast 
transactions that are highly probable to occur. This requirement is an important discipline 
in applying hedge accounting to forecast transactions.’ 

10 This requirement was aligned with other similar requirements geared to ensure discipline 

in applying hedge accounting under IAS 39, for example, the 80%-125% effectiveness test. 

IFRS 9 removed the effectiveness test aligning hedge accounting with management 

practice. Retaining the “highly probable” requirement is inconsistent with this philosophy. 

11 Further, one could argue that the hedged item should not be limited by the ‘highly probable 

criteria’ prior to the effectiveness test analysis. Locally, a company would identify a hedged 

item and a hedging instrument. These two items should have inverse correlation to allow 

the hedge. The stronger the correlation, the more efficient the hedging strategy. The 

effectiveness test is geared to identify and account for the ineffective portion of the 

hedging relationship. If the hedged transaction becomes unlikely or a portion of the 

transaction becomes unlikely to happen, that portion is then recognised as ineffective and 

is accounted for in P&L. Therefore, pre-requirement related to the hedged item is not 
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necessary. The argument that the ‘highly probable’ requirement allows to minimise the 

volatility in P&L (as it minimises the situations where the hedged item or a portion of it 

becomes unlikely to happen) should not be considered here. It is up to the reporting entity, 

based on its risk management strategy, to assess the level of volatility it is willing to accept 

in its P&L.  

Unit of account  

12 IFRS 9 specifies that a qualifying instrument must be designated in its entirety as a hedging 

instrument, except for a limited number of exceptions. The EFRAG Secretariat considers 

that the IASB should reassess, as part of its PIR of IFRS 9, the unit of account used for hedge 

accounting. Risk management is often conducted at a more granular level than the 

derivative contract (e.g., by risk type, tenor buckets, layers of exposure, portions of 

notional amounts or specific notional amounts out of a larger whole). There might be 

situation where a more granular unit of account may be better aligned with management’s 

risk strategy. For example, a company may be hedging its electricity purchases only for the 

week-days, excluding from the hedging relationship the weekend and the annual holidays 

when the manufacturing is stopped. In this case, an entity should be able to designate only 

the dedicated days and present the rest at FV through PL since the inception. Similar 

analysis should be possible for the own-use exception.   

13 Further, IFRS 9 allows components of financial and non-financial items to be designated as 

hedged items (e.g., risk components, layers, and proportions). This shows that IFRS 9 

accepts granularity in hedged items, and thus it is consistent to allow granularity in the 

hedging instruments as well. 

Roll-over requirements  

14 IFRS 9 does not provide a precise definition of what constitutes a “roll-over” of a hedging 

relationship. The standard refers to the continuation of hedge accounting when a hedging 

instrument or hedged item is replaced or extended, but the criteria for when this is 

permissible are open to interpretation. The lack of guidance leads to diversity in practice.  

15 IFRS 9 requires entities to document the hedging relationship and the risk management 

objective at inception. However, when rolling over a hedge, it is unclear whether the 

original documentation suffices or if new documentation is required. 

16 The standard emphasises that hedge accounting should reflect an entity’s risk management 

activities. But it does not clearly specify how to assess whether a roll-over maintains the 

economic continuity of the original hedge. For example, if a company rolls over a hedge 
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but changes the notional amount or maturity, does this break the economic link? The 

Standard is silent on such nuances.  

17 Different jurisdictions and auditors may interpret the roll-over requirements differently, 

leading to divergent practices. Some may allow roll-overs with minimal changes, while 

others may require a full re-designation, creating inconsistency in financial reporting. 

18 The EFRAG Secretariat calls upon the IASB to consider providing practical examples and 

illustrative cases for roll-over strategies.  

Disclosures (IFRS 7)  

19 Based on the review of the ESMA’s Enforcement and regulatory activities of European 

enforcers reports for periods 2019-2024, the EFRAG Secretariat notes:  

(a) ESMA’s reminder on the importance of disclosing information on the risk 

management strategy for each risk category, including the nominal value of hedging 

instruments, fair value changes of those instruments, the book value of hedged 

assets, and cumulated recognized fair value changes;  

(b) The need to provide disclosures that enable users of financial statements to evaluate 

changes in their exposure to interest rate risks, commodity price risks, and related 

liquidity risks;  

(c) Overall call for improving quality, transparency and consistency of disclosures under 

IFRS 9 and IFRS 7, particularly concerning the complexity of financial instruments, 

various financial risks and hedge accounting; 

(d) The issue of disclosures may be of particular relevance for certain types of 

instruments (e.g., non-collateralised derivatives), especially for entities in less 

regulated industries.  

20 As such, the Secretariat considers that the PIR should include the question on the relevance 

and understandability of the IFRS 7 disclosures related to hedge accounting.  

LIBOR (IFRS 9 Editorial)  

21 The last LIBOR was quoted on 30 September 2024. As an editorial issue, references to LIBOR 

made 23 times in IFRS 9 should now be considered to be updated or redrafted. 

Hedged item (IFRS 9 Editorial)  

22 Section 6.3 and B6.3 covers the topic of hedged items. Paragraph B6.5.2 includes examples 

with reasoning of what may and may not be designated hedge items. It could be considered 
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to move the examples in paragraph B6.5.2 to Section 6.3 or Section B6.3 or to include in 

the standard text a reference from these sections to paragraph B6.5.2. 

Reference to hedge effectiveness requirements (IFRS 9 Editorial)  

23 The hedge effectiveness requirements are described in paragraph 6.3.1(c)(i)-(iii). In 

paragraph B6.5.6 it is made a reference to the hedge effectiveness requirements. From the 

setting (which do not relate to credit risk or hedge ratio as a hypothetical derivative do not 

reflect changes in credit risk related to the value of the derivative or changes in hedged 

ratio) it may be suggested to make the reference in paragraph B6.5.6 more explicit to the 

hedge effectiveness requirement in paragraph 6.3.1(c)(i). 

Embedded derivatives (issues identified as part of the endorsement process) 

24 Derivatives embedded in financial assets are not eligible as hedging instruments on a stand-

alone basis. This can limit the situations where hedge effectiveness requirements are met, 

even if the financial asset itself is designated as a hedging instrument. The Secretariat, as 

part of its work related to the PIR, will gather any additional information on the matter, if 

there is any since the endorsement process. 

 


