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

Financial Instruments with characteristics of Equity (FICE) 

Fixed-for-fixed condition 

Introduction and Objective 

1 The objective of this paper is for members to discuss the IASB’s tentative decisions on the 

fixed-for-fixed condition (Q2 of the IASB Exposure Draft (‘ED’)).  

2 The IASB discussed this topic in its December 2025 meeting and then there was a decision-

making session in its February 2026 meeting. 

3 This paper is structured as follows: 

(a) IASB Exposure Draft proposals; 

(b) EFRAG’s Final Comment Letter; 

(c) February 2026 IASB tentative decisions; 

(d) Feedback received by the IASB on the ED proposals; 

(e) IASB Staff analysis; 

(f) February 2026 IASB discussions;  

(g) 9 March 2026 EFRAG FIWG discussions; and 

(h) EFRAG Secretariat analysis. 

IASB Exposure Draft proposals – fixed-for-fixed condition (ED Question 2) 

4 In its Exposure Draft, the IASB proposed to clarify when the fixed-for-fixed condition in 

paragraph 16(b)(ii) of IAS 32 is met by specifying that the amount of consideration to be 

exchanged for each of an entity’s own equity instruments is required to be denominated 

in the entity’s functional currency, and either: 

(a) fixed (will not vary under any circumstances); or 

(b) variable solely because of: 

(i) preservation adjustments that require the entity to preserve the relative 

economic interests of future shareholders to an equal or lesser extent than 

those of current shareholders; and/or 

(ii) passage-of-time adjustments that are predetermined, vary with the passage 

of time only, and have the effect of fixing on initial recognition the present 

https://www.ifrs.org/content/dam/ifrs/project/fice/exposure-draft/iasb-ed-2023-5.pdf
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value of the amount of consideration exchanged for each of the entity’s own 

equity instruments. 

5 The IASB also proposed to clarify that if a derivative gives one party a choice of settlement 

between two or more classes of an entity’s own equity instruments, the entity considers 

whether the fixed-for-fixed condition is met for each class of its own equity instruments 

that may be delivered on settlement. Such a derivative is an equity instrument only if all 

the settlement alternatives meet the fixed-for-fixed condition. 

6 The IASB further proposed to clarify that a contract that will or may be settled by the 

exchange of a fixed number of one class of an entity’s own non-derivative equity 

instruments for a fixed number of another class of its own non-derivative equity 

instruments is an equity instrument. 

EFRAG’s Final Comment Letter 

7 In its final comment letter, EFRAG welcomed the IASB’s clarifications on the fixed-for-fixed 

condition and overall supported the proposals.  

Adjustment principle 

8 EFRAG considered it important that the IASB provides guidance to help preparers to assess 

whether an adjustment is a preservation adjustment or a passage of time adjustment 

depending on what it is intended to compensate the bondholder for (e.g., including a 

flowchart in the final amendments summarising the proposals and helping preparers in 

reaching a conclusion). This is because such a distinction might not always be clear. 

Adjustment principle – preservation adjustments 

9 EFRAG recommends that the IASB provides additional examples (particularly on those that 

meet the preservation adjustment principles as both the Basis for Conclusions and 

Illustrative Examples seem to be more focused on instruments that do not meet the 

preservation adjustment principle) and guidance on preservation adjustments as well as 

more details on the assessment of the nature of the adjustments, including the application 

of paragraph AG27A(b)1 of the ED in the context of consolidated financial statements with 

instruments issued by different legal entities. 

Adjustment principle – passage of time adjustments 

10 EFRAG welcomes additional examples and guidance on passage of time adjustments, 

including explanations on how the principles would apply to convertible instruments with 

a variable interest rate. 

Functional currency 

11 EFRAG considered that the IASB should provide more guidance and illustrative examples 

on which currency should be the appropriate reference point, including derivative 

contracts on equity instruments of another entity within the same group (e.g., classification 

 

1 Paragraph AG27A(b) of the ED states “if a derivative gives one party a choice of settlement between two or more 

classes of an entity’s own equity instruments (such as a choice between settlement in ordinary shares or in preference 

shares, both of which are equity instruments), the requirements in paragraphs 22B and 22C are applied to each class of 

own equity instruments that may be delivered on settlement. Such a derivative is an equity instrument only if all the 

settlement alternatives meet these requirements.” 

https://www.efrag.org/system/files/sites/webpublishing/Project%20Documents/2101291501214267/EFRAG%20Final%20Comment%20Letter%20-%20IASB%20ED-2023-5%20-%20FICE.pdf
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in a group when a parent with a Norwegian Krone functional currency issues a derivative 

on equity instruments of the subsidiary with strike price in Norwegian Krone and the 

subsidiary’s functional currency is in euro), to better explain how these principles would 

apply in practice considering different perspectives (subsidiary, parent and group) and the 

different concepts of presentation and functional currency (e.g., a parent entity that issues 

a derivative on its own equity in its functional currency and the group uses another 

currency as its presentation currency). 

February 2026 IASB tentative decisions (from the IASB Update) 

12 The IASB tentatively decided to proceed with the proposed requirements set out in the 

Exposure Draft related to the classification of derivatives on own equity when entities apply 

the fixed-for-fixed condition, subject to minor drafting improvements and some targeted 

refinements, namely: 

(a) clarifying that a derivative meets the fixed-for-fixed condition if there is a fixed 

amount of consideration and either a fixed number of own equity instruments or a 

fixed exchange ratio. 

(b) clarifying that when a group entity issues a derivative on another group entity’s 

shares, the derivative could meet the fixed-for-fixed condition in the consolidated 

financial statements if the consideration amount is denominated in either: 

(i) the functional currency of the group entity issuing the derivative; or 

(ii) the functional currency of the group entity whose shares are being delivered. 

(c) replacing the term ‘preservation adjustments’ with ‘adjustments that compensate 

the future holders of the equity instruments’ and clarifying that such adjustments 

(to the amount of consideration or number of own equity instruments or both) are 

consistent with the fixed-for-fixed condition only if they: 

(i) aim to place the future holders in an economic position comparable to that of 

the current holders after a specified trigger event; and 

(ii) do not expose an entity to any additional risks compared to issuing the 

underlying equity instruments. 

(d) replacing the term ‘passage-of-time adjustments’ with ‘adjustments that are solely 

a function of time’ and clarifying that such adjustments (to the amount of 

consideration or number of own equity instruments or both) are consistent with the 

fixed-for-fixed condition only if they: 

(i) are predetermined; and 

(ii) vary solely with the passing of time between potential exercise or conversion 

dates and do not expose the issuer to any other risks or variability—that is, 

the adjustment is not related to the time value of money. 

(e) withdrawing a proposed criterion for ‘passage-of-time adjustments’ in the Exposure 

Draft. This criterion related to fixing on initial recognition the present value of the 

amount of consideration exchanged for each of an entity’s own equity instruments. 
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(f) clarifying that for an adjustment to be ‘predetermined’ as described in (d), the 

amount of consideration and number of own equity instruments to be exchanged on 

each settlement date are required, at inception of the derivative: 

(i) to be specified in the contract; or 

(ii) to be determinable based on a formula specified in the contract, in which time 

is the only variable. 

(g) clarifying that if a contract specifies more than one adjustment that could affect the 

amount of consideration or the number of own equity instruments or both, each 

individual adjustment is required to meet the fixed-for-fixed condition. If any 

adjustment fails the fixed-for-fixed condition, an entity classifies the entire derivative 

as a financial asset or liability. 

(h) clarifying that adjustments described in (c) and (d) also apply to share-for-share 

exchanges—exchanging a fixed number of one class of own equity instruments for a 

fixed number of another class of own equity instruments. 

13 All 13 IASB members agreed with these decisions. 

Feedback received by the IASB on the ED proposals  

14 In general: 

(a) some (mainly preparers and regulators) agreed with the proposals indicating that 

the clarifications were largely consistent with current practice and provided a more 

robust framework to support it; 

(b) many (mainly standard-setters, accountancy bodies, accounting firms and preparers) 

provided mixed views. They supported the IASB’s efforts but disagreed with some of 

the proposals or mentioned that the proposed amendments would be complicated 

to apply and asked for further clarification or application guidance; and 

(c) some others (across the main stakeholder groups) disagreed with the proposals 

saying they were overly restrictive and would disrupt current practice because many 

adjustments which they believed should pass the fixed-for-fixed condition, would 

instead fail it. 

15 Although there was general support for the efforts to clarify and improve the requirements, 

concerns raised by the stakeholders included:  

(a) the effect of foreign currency2 - stakeholders considered the proposals too restrictive 

for multinational corporations which may be issuing derivatives on own equity 

through foreign subsidiaries and/or in foreign markets.  

 

2 The ED proposed that to meet the fixed-for-fixed condition: 

(a) the amount of consideration to be exchanged is required to be denominated in the entity’s functional currency; and 

(b) in the consolidated financial statements when a group entity issues a derivative on another group entity’s shares, 

the consideration amount is in the functional currency of the entity within the group whose equity instruments will be 

delivered on settlement. 
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(b) preservation adjustments3 - stakeholders said the proposals would negatively affect 

common contractual terms which are widely accepted as anti-dilutive and meeting 

the fixed-for-fixed condition, in some jurisdictions.  

(c) passage-of-time adjustments4 - stakeholders thought the proposals are overly 

restrictive because instruments where the conversion price is adjusted based on 

interest rate benchmarks or inflation rates would not meet the fixed-for-fixed 

condition. They also highlighted practical difficulties and the significant level of 

judgement that would be required to assess whether an adjustment has the effect 

of fixing on initial recognition the present value of the amount of consideration 

exchanged. 

IASB Staff analysis  

Fixed-for-fixed condition  

Fixed exchange ratio (February 2026 IASB Staff paper 5A) 

16 The IASB received comments from stakeholders to clarify the meaning of fixed amount and 

its interaction with the concept of a fixed exchange ratio referred to in the Basis for 

Conclusions5 on the ED. 

17 The IASB Staff is of the view that fixed-for-fixed in absolute terms is what the IASB intended 

with the proposed amendments. In other words, that the fixed exchange ratio must be 

derived from a fixed amount of cash and a fixed number of shares. 

18 To avoid confusion, the IASB Staff therefore recommended removing references to a fixed 

exchange ratio and ‘the amount of consideration to be exchanged for each of an entity’s 

own equity instruments’ when clarifying the fixed-for-fixed condition. Instead, the current 

notion of a fixed amount of consideration for a fixed number of shares would remain. 

 

3 In the ED, the IASB proposed that, for the purposes of the fixed-for-fixed condition, the amount of consideration to 

be exchanged for each of an entity’s own equity instruments could vary solely because of a preservation adjustment 

that: 

(a) is made upon the occurrence of a contractually specified event(s) that affects the economic interests of the current 

equity instrument holders; and 

(b) preserves the economic interests of the future holders of the entity’s own equity instruments to an equal or lesser 

extent, relative to that of the current equity instrument holders. 

4 In the ED, the IASB proposed that the fixed-for-fixed condition would be met if the amount of consideration to be 

exchanged for each of an entity’s own equity instruments varies solely because of passage-of-time adjustments that 

are:  

(a) predetermined at inception of the contract; 

(b) vary with the passage of time only; and 

(c) have the effect of fixing on initial recognition the present value of the amount of consideration exchanged for each 

of the entity’s own equity instruments—any difference in the amounts of consideration to be exchanged on each 

possible settlement date represents compensation proportional to the passage of time. 

5 In the Basis for Conclusions of the ED, paragraph BC35 states “The Board concluded that to meet the fixed-for-fixed 

condition, in general, a derivative contract is required to include a fixed exchange ratio—the amount of consideration 

to be exchanged per equity instrument delivered does not vary. This would be the case, for example, if a derivative 

contract will be settled by delivering an amount of CU100 in exchange for 20 ordinary shares —in other words, the 

exchange ratio is fixed at CU5 per share.” 

https://www.ifrs.org/content/dam/ifrs/meetings/2026/february/iasb/ap5a-fixed-for-fixed-1.pdf
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19 The EFRAG Secretariat notes that the above IASB Staff recommendation was changed 

during the February IASB discussions and the fixed exchange ratio has been kept. Refer to 

paragraph 12(a) above for the IASB tentative decision and to paragraphs 31 to 37 above for 

a summary of the February IASB discussions. 

Effect of foreign currency (December 2025 IASB Staff paper 5A) 

20 The IASB Staff identified the following themes from the feedback received: 

(a) derivatives involving different entities in the consolidated group (see paragraphs 17–

26 of December IASB Staff paper 5A); 

(i) In light of the feedback, the IASB Staff indicated that it could be appropriate 

to consider the ‘specific entity’ in a broader sense by referring to the 

consolidated group because it is the group’s equity instruments that are being 

delivered. For the purposes of applying the fixed-for-fixed condition in the 

consolidated financial statements, there should be a determination of 

whether the group is exposed to foreign exchange risk. 

(b) foreign currency rights issues vs foreign currency bonds (see paragraphs 27–31 of 

December IASB Staff paper 5A); 

(c) pegged currencies (see paragraphs 32–33 of December IASB Staff paper 5A); and 

(d) foreign exchange risk mitigation (see paragraph 34 of December IASB Staff paper 

5A). 

Preservation adjustments (December 2025 IASB Staff paper 5B) 

21 The IASB Staff analysed the following themes from the feedback received: 

(a) terminology related to preservation adjustments (paragraphs 11–20 of December 

IASB Staff paper 5B); 

(b) rationale for including ‘to a lesser extent’ (paragraphs 21–28 of December IASB Staff 

paper 5B); 

(c) volume weighted average share price adjustments (paragraphs 29–34 of December 

IASB Staff paper 5B); and 

(d) adjustments to compensate for a below-market-price issuance or a type of down-

round adjustment (paragraphs 35–38 of December IASB Staff paper 5B). 

Passage-of-time adjustments (December 2025 IASB Staff paper 5C) 

22 The IASB Staff analysed the following themes from the feedback received: 

(a) adjustment is predetermined (see paragraphs 16–18 of December IASB Staff paper 

5C); 

(b) adjustment varies with the passage of time only (see paragraphs 19–29 of December 

IASB Staff paper 5C); 

(c) effect of fixing on initial recognition the present value of the amount of consideration 

(see paragraphs 30–36 of December IASB Staff paper 5C); and 

(d) change of control provisions (see paragraphs 37–45 of December IASB Staff paper 

5C). 

https://www.ifrs.org/content/dam/ifrs/meetings/2025/december/iasb/ap5a-effects-foreign-currency.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/december/iasb/ap5b-preservation-adjustments.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/december/iasb/ap5c-passage-time-adjustments.pdf
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Refinements to the proposed adjustments to the amount of consideration and/or the number of 
own equity instruments that are considered consistent with the ‘fixed-for-fixed condition’ 
(February 2026 IASB Staff paper 5B) 

Adjustments that compensate future holders of the equity instrument 

23 Some contracts that specify a fixed amount of cash to be exchanged for a fixed number of 

shares or are based on a fixed exercise or conversion price, might also specify an 

adjustment to the fixed components when specified events occur. The purpose of this 

adjustment is to compensate the future holders of the equity instruments so that they are 

in a similar economic position relative to the current holders of the equity instruments after 

the specified event.  

24 The IASB Staff considered that it would be clearer to refer to ‘adjustments that compensate 

the future holders of the equity instruments’ instead of preservation adjustments. For this 

purpose, ‘future holders of the equity instruments’ refer to the parties to the contract that 

could receive the equity instruments in the future. 

25 The IASB Staff noted that even though the adjustment is compensating the future holders 

of the equity instrument, the analysis is still performed from the issuer’s perspective. The 

adjustment cannot expose the issuer to any additional risks compared to issuing the 

underlying equity instruments 

Adjustments that are solely a function of time 

26 See footnote 4 above for the proposals in the ED. 

27 What adjustments that are solely a function of time intend to reflect: If there is nothing to 

indicate that the adjustment is exposing the issuer to any risks or variability, and the 

adjustment is predetermined and varies with time only, the adjustment clause in the 

derivative would pass the fixed-for-fixed condition. The IASB is not focusing on the amount 

of consideration but rather on the exposure to risk from issuing the derivative compared 

to issuing underlying equity instruments instead. 

28 Difference between time value of money and adjustments that are solely a function of time: 

Passage of time in the ED is not the same as time value of money. Time value of money is 

described in paragraph B4.1.7A6 of IFRS 9 as a significant element of interest, in the context 

of assessing whether contractual cash flows are solely payments of principal and interest 

on the principal amount outstanding. 

29 ‘Passage of time’ was used in the ED in a different context to that in IFRS 9 because it is not 

directly related to the concept of interest components or interest rate reset periods. The 

focus is on fixed amounts of consideration and fixed number of shares at different and 

discrete points in time over the life of the derivative. 

30 Whether indexation to inflation indices could in some cases meet the fixed-for-fixed 

condition: Adjustments to the exercise price based on an inflation index at the date of 

 

6 Paragraph B4.1.7A of IFRS 9 states that “contractual cash flows that are solely payments of principal and interest on 

the principal amount outstanding are consistent with a basic lending arrangement. In a basic lending arrangement, 

consideration for the time value of money … and credit risk are typically the most significant elements of interest. 

However, in such an arrangement, interest can also include consideration for other basic lending risks (for example, 

liquidity risk) and costs (for example, administrative costs) associated with holding the financial asset for a particular 

period of time. In addition, interest can include a profit margin that is consistent with a basic lending arrangement. …” 

https://www.ifrs.org/content/dam/ifrs/meetings/2026/february/iasb/ap5b-fixed-for-fixed-2.pdf
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conversion would not meet the fixed-for-fixed condition because they expose the issuer of 

the derivative to additional risks that are not usually associated with issuing underlying 

equity instruments. 

February 2026 IASB discussions 

IASB Staff paper 5A on the fixed-for fixed condition 

31 Members mainly discussed about the fixed exchange ratio.  

32 The IASB Staff indicated that there are three components in assessing the fixed-for-fixed 

condition, the amount, the number of shares and the fixed exchange ratio. If at least two 

are fixed, then the third component can be considered as fixed as well. 

33 Members, in general supported what the IASB Staff indicated in paragraph 32 above as it 

was not clear in the paper.   

34 A few members suggested to have an underlying rationale or principle that an instrument 

may meet the fixed-for-fixed condition if there is equity risk or may indicate what is not 

equity risk while a few others were concerned about bringing new principles at this stage 

and indicated that they were addressing existing challenges and not defining what is equity. 

35 One member indicated that the fixed exchange ratio was put in the ED and it was supported 

by stakeholders, but they just asked for clarification/more guidance and not to remove it.  

36 Members did not have any specific comments on the clarifications relating to the functional 

currency (see paragraph 20(a) above). 

37 13 members voted in favour of the IASB’s recommendations incorporating the IASB Staff’s 

explanation in paragraph 32 above. 

IASB Staff paper 5B on the proposed adjustments to the amount of consideration and/or the 
number of own equity instruments 

38 The IASB Staff stated that as part of their drafting, the term ‘future holders’ would be 

clarified to mean ‘those parties to the derivative that is being assessed for classification, 

that will become holders of the equity instruments as a result of that contract.’ 

39 One member asked how much work stakeholders would need to do to prove that 

preservation adjustments are with the fixed-for-fixed condition only if they: 

(a) aim to place the future holders in an economic position comparable to that of the 

current holders after a specified trigger event; and 

(b) do not expose an entity to any additional risks compared to issuing the underlying 

equity instruments. 

40 The IASB Staff indicated that it is not a comparison of amounts nor a quantitative formula. 

Future holders should not obtain something that ordinary shareholders are not getting.  

41 Referring to the proposals in paragraph 39 above, a few members stated that if an entity 

enters into complex financial instruments then more work would be needed to get the 

appropriate accounting and it was not a big hurdle to do an economic analysis since these 
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instruments are largely sold. Therefore, they were not concerned with the proposals. One 

of the members suggested to say that the preservation adjustment should not put the 

future holders in a better position than the current holders. 

42 13 members voted in favour of the IASB Staff’s recommendations. 

Project update 

43 A few members highlighted that the upcoming issues are contentious and there should be 

a solid line of arguments and a robust position. Therefore, spending a few more months 

may be worthwhile. 

9 March 2026 EFRAG FIWG discussions 

44 One member referred to the IASB’s tentative decision in paragraph 12(c) above and stated 

that since both conditions need to be met, option time value adjustments in the event of a 

change in control may fail to meet the fixed-for-fixed condition. This member indicated 

that criterion (i) in paragraph 12(c) above was the most important and criterion (ii) was a 

safeguard which was welcomed but there was a need to ensure that there would be no 

unintended consequences, e.g. needing to go through a wide range of existing clauses to 

double check that criterion (ii) would not give rise to unintended consequences.  

(a) An IASB Staff responded that the intention of the proposed amendments was to 

make it simpler so that a change in control would be easier to pass the fixed-for-fixed 

condition.  The Staff stated that it was not about looking at compensation for time 

value or lost time value, it was about whether the future holder would be in a similar 

position to the ordinary shareholders and whether there were any additional risks. 

45 It was agreed that a convertible bond with a price adjustment if the entity issued shares at 

a discount would not pass the fixed-for-fixed condition. In this way, the proposals would 

provide consistency.  

EFRAG Secretariat analysis 

46 EFRAG’s comment letter asked for guidance on the IASB’s proposals that the amount of 

consideration to be exchanged for each of an entity’s own equity instruments is required 

to be denominated in the entity’s functional currency and the interaction between 

subsidiary, parent and group. The EFRAG Secretariat notes that the IASB has considered 

this issue (see paragraph 12(b) above). 

47 The IASB has also provided additional clarifications on the preservation adjustment and the 

passage of time adjustment including a change in the terminology which the EFRAG 

Secretariat considers useful. 

Questions for EFRAG FR TEG 

48 Does EFRAG FR TEG agree with the IASB’s tentative decisions in paragraph 12 above? 

Please explain why or why not. 

49 Do you foresee any significant issues with the IASB’s tentative decisions in paragraph 12 

above? If so, please explain. 

 


