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DISCLAIMER

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
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Key issues of the RMA model (1/7) — Objective of RMA

EFRAG’s DCL —

Summary

Some issues in

more detail

The stated objective of RMA is for financial statements to represent the economic effect of an entity’s risk
management activities if the entity manages repricing risk on a net basis

Improvement to current accounting, e.g., by reducing the extent of using proxy hedging

Some stakeholders question whether this objective should prevail over eliminating the accounting mismatches,
especially those that arise in profit or loss

These stakeholders see advantages in considering both a faithful representation to reflect an entity’s risk
management activities and eliminating accounting mismatches to be equal objectives of RMA

Despite the stated primary objective of the ED, the RMA model in the ED may be a significant
departure from the way in which entities perform their interest rate risk management
activities. The net of the underlying exposures that are within the scope of the ED may only by
chance be equal to the net an entity manages

It does not reflect the risk management practices of non-banking entities, notably insurers

FVTPL instruments, lease items and others excluded from eligible instruments — contrary to the
risk management practices
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Key issues of the RMA model (2/7) — Inflated accounting of FVOCI

EFRAG’s DCL —
Summary

Some issues in
more detail

Conceptually, there is inflated recognitions of the interest rate component of the fair value
gains or losses by recognising both financial assets at fair value though comprehensive income
(FVOCI) and the risk mitigation adjustment on the balance sheet

This creates an inflated impact in the balance sheet and a volatility in total comprehensive
income

The issue is relevant for both European banks and insurers

The absolute inflated effect is a function of whether the OCI position is in the same or opposite
direction as the net position and, if in the same direction, whether the OCI position is small or
large relative to the net position.

For the relative inflated effect, the size of the underlying OCl position and the underlying AC
position also matter. This relative effect is the reason that makes banks assess the topic as not
too material in general, while insurers have the opposite view, due to a much larger proportion
of financial assets at FVOCI in their balance sheet.

Example in agenda paper 07-04 further illustrates the issue.
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Key issues of the RMA model (3/7) — AT1 instruments

EFRAG’s DCL —
Summary

Some issues in
more detail

Currently some entities recognise AT1 instruments as financial liabilities but, depending on the
IASB’s Financial Instruments with Characteristics of Equity (FICE) project, they may have to
recognise them as equity instruments or at least, the coupons would be recognised as equity
instruments.

These entities consider it important to include AT1 instruments in the underlying portfolio in
order to align with their risk management practices.

By applying the equity proxy, AT1 instruments can be reflected in the underlying portfolios by
identifying the financial assets that back these equity instruments

However, entities may not have sufficient relevant exposure in financial assets to create a
solution by including financial assets from the underlying portfolios for AT1 instruments

The issue is relevant both for banks and insurers
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Key issues of the RMA model (4/7) — Time bands

EFRAG’s DCL —
Summary

Some issues in
more detail

Some entities do not calculate their interest rate risk exposure by time bands

Issues with the use of lower of test by time bands

Longer time bands — exposures are modified and thus not faithfully reflected

Short time bands — may be difficult to find derivatives for the exact dates. The lower of test in
deciding the RMO may fail to reflect the actual risk management of the entity

Time bands of different duration — issues when time passes and position switches between
time bands
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Key issues of the RMA model (5/7) — Unexpected changes

EFRAG’s DCL —

Summary

Some issues in

more detail

How to differentiate ‘unexpected changes’ from other changes in the context of the RMA
model?

Is the notion of ‘unexpected’ changes appropriate at all in the context of the RMA model?

In the context of the RMA model, the use of the word ‘unexpected’ may not be needed because:
(a) it may be excessive (no ‘expected changes’ are referred to in the ED); and
(b) such wording may contradict the nature of the model, which is based on dynamic risk management and
frequent changes in expectations

On a net basis, unexpected changes are a sum of gross changes to assets and liabilities each of which may or
may not be much more significant than the resulting net change. Accordingly, items of the NRRE derecognised
during a period may be individually more, less or equal to the overall unexpected change during this period. A
derecognition of underlying items will result in accounting mismatches in profit or loss, as there is no direct link
between the size of the derecognised underlying items and the unexpected changes.
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Key issues of the RMA model (6/7) — RMA excess test

Significant uncertainty of how to perform the risk mitigation excess test

EFRAG’s DCL —

Summa ry Additional guidance on what indicators to be used for the test would be useful

The calculation of the present value of the NRRE — conceptual and operational issues ranging

Some issues in from general understanding of this new concept to operational difficulties, both general and
specific to certain elements

more detail

May bring results that are not justifiable economically (subject to field-testing)

20 March 2026 - www.efrag.org 9



@ EFRAG
Key issues of the RMA model (7/7) — intragroup issues

* Some stakeholders have asked for clarification on whether the RMA model should be applied at
the consolidated level rather than on a sub-level basis, e.g. at the subsidiary level, as the
reporting entity allocates the risk limits to the lower levels

EFRAG’s DCL —
Summary

* Also, the subsidiary level underlying portfolios could have internal derivatives, and
externalisation of these derivatives would be done at consolidated level

Some issues in « Example in agenda paper 07-05 further illustrates the issue
more detail
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Question for EFRAG FR TEG

1. What are your views on each of those issues — its relevance, importance, ways to resolve it?
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EFRAG is co-funded by the European Union through
the Single Market Programme in which the EEA-EFTA
countries (Norway, Iceland and Liechtenstein), as well
as Kosovo participate. Any views and opinions
expressed are however those of the presenter only
and do not necessarily reflect those of the European
Union, the European Commission or of countries that
participate in the Single Market Programme. Neither
the European Union, the European Commission nor
countries participating in the Single market
Programme can be held responsible for them.
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