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Proposed amendments to the fair value option in IAS 28

Cover Note

Objective

1

P
3

The objective of this session is for EFRAG FR TEG to recommend EFRAG’s Draft Comment
Letter (DCL) for EFRAG FRB approval and for EFRAG FRB to approve it. The DCL is in
response to the IASB’s Exposure Draft (ED) Amendments to the Fair Value Option for
Investments in Associates and Joint Ventures - Proposed amendments to IAS 28, which is
open for comment until 20 April 2026.

The rest of the paper covers:

(a)  Project background;

(b)  Project plan;

(c)  Agenda papers;

(d)  Appendix 1: Relevant IFRS 18 paragraphs;

(e)  Appendix 2: Summary of EFRAG meetings (an oral update will be provided on the 20
February 2026 FIWG-IAWG meeting); and

(f)  Appendix 3: EFRAG’s endorsement advice on IFRS 18, EFRAG’s comment letter on
the IASB’s Equity Method process and US GAAP requirements.

roject background

In October 2025, the IASB agreed to have a fast-track project to amend the fair value option
in IAS 28 Investments in Associates and Joint Ventures (paragraphs 18 and 19 of IAS 28).
This is in response to stakeholders, particularly those from the insurance industry, who
reported diversity in how the scope of investments, to which the fair value option in IAS 28
applies, is interpreted in practice. Hence, the IASB issued an Exposure Draft (‘ED’) in
February 2026 relating to the proposed amendments.

The ED published on February 19, 2026, allows a 60-day comment period, and subject to
the comments received by the IASB, the final amendments to IAS 28 are expected to be
issued by mid-2026.
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Project plan

5 The tables below show the planned next steps:
Comment letter process
Date Meeting Objective
26 February 2026 EFRAG FRB & FR TEG Recommendation for approval and
joint meeting approval of DCL
14 April 2026 EFRAG FRB & FR TEG Recommendation for approval and
joint meeting approval of the final comment letter
By 20 April 2026 To submit final comment letter to
IASB
Endorsement process
Date Meeting Objective

22 June 2026 EFRAG FIWG meeting  To discuss a preparatory draft of an
endorsement advice

23 June 2026 EFRAG IAWG meeting  To discuss a preparatory draft of an
endorsement advice

26 June 2026 EFRAG FRB & FR TEG Recommendation for approval and
joint meeting approval of a preparatory draft of an
endorsement advice
30 July 2026 EFRAG FRB & FR TEG Recommendation for approval and
joint meeting approval of final endorsement advice

Questions for EFRAG FRB and FR TEG members

6 Do you have any comments on the project plan in paragraph 5?
7 Do you agree or disagree with EFRAG’s response in the draft DCL? Please explain.

8 Do EFRAG FR TEG members agree to recommend the DCL to EFRAG FRB for approval?

9 Does EFRAG FRB approve the DCL?

Agenda Papers

10 Inaddition to this cover note, Agenda paper 09-02 — EFRAG draft comment letter, has been
provided for this session.
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Appendix 1: Relevant IFRS 18 paragraphs

1 Paragraph 49 of IFRS 18 states:

“To classify income and expenses in the operating, investing and financing categories, an
entity shall assess whether it has a specified main business activity—that is a main business
activity of (see paragraphs B30—B41):

(@) investing in particular types of assets, referred to hereafter as investing in assets (see
paragraph 53); or

(b)  providing financing to customers.”
2 Paragraph 53 of IFRS 18 states:

“Except as required by paragraphs 55-58 for an entity that has a specified main business
activity, an entity shall classify in the investing category income and expenses specified in
paragraph 54 from:

(a) investments in associates, joint ventures and unconsolidated subsidiaries (see
paragraphs B43—-B44);

(b) cash and cash equivalents; and

(c) other assets if they generate a return individually and largely independently of the
entity’s other resources (see paragraphs B45—B49).”

3 Paragraph 55 of IFRS 18 states:

“For the assets specified in paragraph 53(a) (that is, investments in associates, joint
ventures and unconsolidated subsidiaries) that an entity invests in as a main business
activity (see paragraph B38), the entity shall classify the income and expenses specified in
paragraph 54:

(@) in the investing category if the assets are accounted for applying the equity method
(see paragraphs B43(a) and B44(a)); or

(b) in the operating category if the assets are not accounted for applying the equity
method (see paragraphs B43(b)—(c) and B44(b)—(c)).”

4 Paragraph C1 of IFRS 18 states:

“An entity shall apply this Standard for annual reporting periods beginning on or after 1
January 2027. Earlier application is permitted. If an entity applies this Standard for an
earlier period, it shall disclose that fact in the notes.”

5 Paragraph C7 of IFRS 18 states:

“ At the date of initial application of this Standard, an entity eligible to apply paragraph 18
of IAS 28 is permitted to change its election for measuring an investment in an associate or
joint venture from the equity method to fair value through profit or loss in accordance with
IFRS 9. If an entity makes such a change, the entity shall apply the change retrospectively
applying IAS 8. An entity applying paragraph 11 of IAS 27 shall make the same change in its
separate financial statements.”

EFRAG FRB and FR TEG joint meeting 26 February 2026 Paper 09-01, Page 3 of 8



Proposed Amendments to the fair value option in IAS 28 — Cover Note

Appendix 2: Summary of EFRAG meetings

EFRAG FR TEG 11 February 2026

1

The objective of the session was to gather EFRAG FR TEG members’ preliminary views to
inform the preparation of EFRAG’s draft comment letter (‘DCL’) on the upcoming IASB
Exposure Draft (‘ED’) with amendments to the Fair Value Option (‘FVQ’) in paragraphs 18
and 19 of IAS 28 Investments in Associates and Joint Ventures.

Members made the following suggestions and observations on the amendments.

Overall agreement on restricted scope: Most members agreed to have a restricted option
in order for the amendments to be timely finalised. This included one user member who
provided written comments indicating that investors pay less attention to the operating
income of insurance companies, which are typically assessed directly on an equity basis
rather than through enterprise value metrics. The members agreed with the alignment of
the amendment to the description of the main business activity in IFRS 18 Presentation and
Disclosure in Financial Statements.

One member, however, considered that the amendments related to measurement, while
the notion of ‘main business activity’ pertained to classification and presentation.

Wording suggestion related to entities in scope: Some members questioned the wording
applied to reflect the notion of the ‘main business activity’. They considered that the
amendments should clarify that ‘similar entities’ include entities that invest specifically in
associates and joint ventures as a main business activity, to not give the impression that
any entity investing in assets would be in scope of the amendments. In this respect, the
IASB representative noted that this suggestion would conflict with the principle in IFRS 18
that equity-accounted investments should be classified in the investing category. Overall,
it was agreed that there was a description of the main business activity in IFRS 18 and the
amendments related to IAS 28 and not IFRS 18.

Mixed views on whether banks could apply the amendments: A few members considered
that banks may apply the option, as paragraph B31 only referred to examples. A preparer
from the banking industry explained that some banks need to invest in joint ventures and
associates to provide a range of services to their clients (e.g. payment infrastructure). As
this is one of their main business activities, they considered that they could apply the
amendments by using paragraphs B31 and B32 of IFRS 18 together.

A few other members considered that it was not clear whether banks could apply the
amendments.

Split accounting permissible: An IASB member confirmed that practice would not change
regarding split accounting, as noted in the EFRAG Secretariat paper.

EFRAG FIWG 2 February 2026

9

Two members considered that the scope of the FVO should be unrestricted as it could be
relevant for all entities that view investments as a large part of their business, irrespective
of their industry, by making measurement and presentation more consistent with how they
are managing their business activities.
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One member considered that the scope of the FVO should be restricted to banks and
insurers as the FVO should not be used as a tool to move income/expenses from the
investing category to the operating category in every situation and it was more prudent not
to widen the scope.

A few members noted that, conceptually, accounting should not determine whether
income/expenses are presented in the operating, investing or financing category.

Some members asked about the meaning of ‘main business activity’ that will be introduced
in the amended paragraphs 18-19 of IAS 28 and whether the determination of a main
business activity is performed at the reporting entity level or group level. The EFRAG
Secretariat confirmed that the concept of ‘main business activity’ is derived from IFRS 18
Presentation and Disclosure in Financial Statements and that the determination is
performed at the reporting entity level as a whole.

EFRAG FRB & EFRAG FR TEG 17 December 2025

13

14

15

16

Most of the members agreed with the IASB’s tentative decisions and preferred restricting
the scope of the FVO in IAS 28 rather than having an unrestricted option for the following
reasons:

(a)  Anunrestricted option would affect comparability among entities;

(b)  Broadening the scope makes it very complex for users as it would be a fundamental
accounting policy choice and for each investment, they would need to check how
it is valued; and

(c)  One member stated that the issue was raised by insurers and this member did not
hear concerns from other entities. There would be a need to assess the impact (and
possible unintended consequences) of an unrestricted FVO.

One member was concerned that IFRS 18 was being rediscussed. This
member stated that there are some alternativesin IFRS 18, including an extra
subtotal, operating profit plus results from associates and ventures. It should be further
assessed whether there are any consequences from the proposals. However, another
member considered that this was about clarifying the application of paragraphs 18 and
19 of IAS 28 Investments in Associates and Joint Ventures, and it was not about IFRS 18
requirements.

It was acknowledged that, with the revised wording of paragraphs 18 and 19 of IAS 28, both
banks and insurers would be able to apply the FVO.

Members were thankful for the quick action taken by the IASB and considered it important
that the amendments are finalised before IFRS 18 becomes effective.

EFRAG IAWG 3 December 2025

17

Members agreed with the IASB Staff’'s recommended amendments to paragraphs 18 and
19, and they welcomed the quick solution, which was focused on insurance entities and
will not address the revocation of FVO once opted for. They considered it important to
apply these amendments at the same time as the effective date of IFRS 18. One of the
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members acknowledged the IASB Staff’s reasons1 for not providing an option to revoke the
election including that other IFRS Accounting Standards do not allow revocation. The
member considered that the main issue had been addressed.

Another member suggested a clarification in paragraph 18 of IAS 28 as follows - ‘assets as
a main business activity as defined in IFRS 18'.

One of the other members, while agreeing with the IASB Staff’'s recommendations,
indicated that the suggested amendment of paragraph 19 of IAS 28, whereby there will be
no explicit mention of investment linked insurance funds, was not ideal. He observed that
investment linked insurance funds are based on the Variable Fee Approach (‘VFA’) and so
the investment in associates is split so that the VFA portfolio invested in that is measured
at fair value through profit or loss2 (‘FVPL’) non-VFA portfolio invested in that is measured
through the equity method3. He considered that, based on the current wording in
paragraph 19, this split measurement was no longer possible, thereby resulting in
accounting mismatches and increased volatility. Some of the auditor members did not read
the words as strictly and stated that this needed to be further discussed with auditors.

Some members provided a similar issue relating to investments in real estate whereby part
of the investment is backed by life insurance contracts (where VFA is applied) and part by
property and casualty contracts (non-VFA). Many apply FVPL measurement for the whole
investment in real estate or apply amortised cost fully instead of doing a split measurement
as there were questions on how to do this split measurement.

! These reasons were in the IASB’s December meeting paper

2 which would result in income and expenses from the investment in associates and joint ventures in the

operating category of its statement of profit or loss.

3 which would result in income and expenses from the investment in associates and joint ventures in the

investing category of its statement of profit or loss.
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Appendix 3: EFRAG’s endorsement advice on IFRS 18, EFRAG comment

letter on the IASB’s Equity Method process and US GAAP requirements

Considerations related to IFRS 18

1

The IFRS 18 endorsement advice states (emphasis placed):

“EFRAG is aware that stakeholders in the insurance industry raised specific concerns about
classifying, in the investing category, income and expenses from investments in associates
and joint ventures accounted for using the equity method that are linked to insurance
contracts or held for prudential purposes to meet solvency requirements. These
stakeholders suggested that insurers classify such income and expenses in the operating
category, because those income and expenses are part of ‘net financial result’ (investment
income minus insurance finance income and expenses), which is an important indicator of
an insurer’s operating performance. IFRS 17 Insurance Contracts requires an entity to
disclose and explain the relationship between investment returns on its assets and
insurance finance income and expenses.

Preparers of financial statements, specifically banks and insurers, noted that the option
allowed by paragraph 18 of IAS 283 is subject to interpretation and its application is
determined by the structure of the holding or the features of the insurance contract rather
than the business model of the entity itself. Therefore, the structure of the holding or the
features of the insurance contract, rather than the business model, might have an impact
on whether the related investment result is presented differently from the related insurance
result (i.e. in the investing category, while the related insurance result would be included in
the operating category). For instance, for the insurance entities it is a common practice to
have equity-accounted investments as part of their specific business models, which may
include a direct link between investments in the equity-accounted associates or joint
ventures and insurance liabilities that form part of the underwriting result included within
the operating profit. Such contracts are generally accounted for under the variable fee
approach (VFA). The same question about the application of IAS 28.18 arises for other types
of contracts, for example property and casualty contracts (P&C), which are accounted for
under the general model or the premium allocation approach (PAA). While there will be a
direct link between the insurance liability and its servicing asset under the VFA model, there
will be no such direct link for contracts accounted for under the general model or PAA.
However, the investments in associates or joint ventures will still serve the same purpose —
i.e. to provide income to the insurance entity so that it can service its insurance liabilities or
be held for solvency purposes.”

Considerations related to IAS 28

3 EFRAG, inits final comment letter on the IASB Exposure Draft Equity Method of Accounting,
highlighted the following (emphasis placed):
4 “Stakeholders raised concerns that the current provisions of IAS 28.18 are subject to

interpretation — for example, the notion of ‘similar entities’ is not clear and results in
diversity in practice. Further, it was noted that the fair value option is provided based on
the structure of the parent entity (venture organisation, mutual fund, unit trust, etc.) and
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not based on the characteristics of the associate entity. As such, the same investment held
by a different entity would be accounted for differently.

In light of the implementation of IFRS 18, many stakeholders, especially entities in the
banking and insurance sectors, raised this issue as a significant matter. For instance, for
the insurance entities it is a common practice to have equity-accounted investments as part
of the specific business models, which may include a direct link between investments in the
in the equity-accounted associates or joint ventures to insurance liabilities forming part of
the underwriting result included within the operating profit. Such contracts are generally
accounted for under the variable fee approach (VFA). Other examples included property and
casualty contracts accounted for under the general model or the premium allocation
approach (PAA). Whereas there will be a direct link between the insurance liability and its
servicing asset under the VFA model, there will be no direct link for the contracts accounted
for under the general model or PAA. However, the investments in associates or joint
ventures will still serve the same purpose — i.e. to provide income to the insurance entity so
that it can service its insurance liabilities.

Similarly, EFRAG noted that the banking industry has a practice of establishing joint
ventures with entities which provide technical support or other shared services for a pool of
banks. Because of the current diversity in the interpretation of the requirements of
paragraph 18 of IAS 28, it was not always possible for the concerned entities to select the
fair value option in order to mitigate the classification mismatch. Consequently, the
intended objective of the IFRS 18 transition requirements to mitigate the classification
mismatch may not be met.”

US GAAP Treatment

7

Under US GAAP, equity method investments are considered financial assets and therefore
are eligible for the fair value option. If this option is elected, an entity measures its
investment in associates or joint ventures at fair value through profit or loss, regardless of
whether it is a venture capital or similar organization.

In addition, as per paragraph 25-2 of ASC 825-10 Financial Instruments — Overall, the
decision whether to elect the fair value option is applied by instrument (subject to some
exceptions), is irrevocable, similarly to IAS 28, and is applied only to an entire instrument
and not to only specified risks, specific cash flows, or portions of that instrument.

If the FVO is elected for only some of the eligible items within a group of similar eligible
items, the paragraph also requires the notes to include a description of those similar items
and the reasons for partial election. In addition, the reporting entity should disclose how
the group of similar items relates to what is recorded on the balance sheet.
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