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Objective

1

The objective of this session is to discuss with the EFRAG FR TEG the IASB tentative
decisions on the description of what constitutes a modification of financial assets and
liabilities, and on the assessment of whether a modification is substantial.

Background of the IASB project

2

In September 2024 the IASB started the Amortised Cost Measurement research project in
response to feedback on the post-implementation reviews (PIRs) of IFRS 9 Financial
Instruments.

The purpose of the Amortised Cost Measurement project is to resolve application questions
and challenges associated with the amortised cost measurement requirements of IFRS 9,
taking into account both recent PIRs and previous history of addressing the accounting
challenges concerning the measurement of amortised cost through the ‘targeted
improvements’ approach.

At its September 2024 meeting, the IASB identified three main areas of the project:
(a)  Mechanics of effective interest rate method;

(b)  Modification, derecognition, write off; and

(c) Interaction with impairment.

In Q4 2024, the IASB consulted with the IFRS IC, the ASAF and the Emerging Economies
Group, seeking feedback on the project objectives, approach and scope. Following the
advice of the consultative groups the IASB Staff performed the outreach with stakeholders,
mostly preparers, to gather information on the root causes of the diversity in the
application of amortised cost measurement requirements in IFRS 9. The IASB have
discussed these issues at their June 2025 meeting.

At its June 2025 meeting, the IASB considered that, taking into account the input from the
PIRs of classification and measurement requirements and the impairment requirements
and the work performed so far in the Amortised Cost Measurement project, it had sufficient
information to move the project from the research to the standard-setting programme.

To reach this conclusion, the IASB Staff performed an assessment against the Due Process
Handbook criteria and concluded that there are:

(a)  Deficiencies in current reporting;

(b)  The matters in this project are important to users of financial statements (in addition
to preparers, auditors and standard-setters);

(c)  Many different types of entities are likely to be affected by the issues identified;

(d)  Theissues are pervasive; and
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(e) The benefits of any improvements for issues in scope of this project would be
expected to outweigh the costs.

Based on its analysis, the IASB Staff considered that the IASB has sufficient information to
proceed directly to an exposure draft (i.e. without publishing a discussion paper).

All 14 IASB members agreed with the IASB staff proposal to move the project to the
standard-setting programme.

In Q3 2025 the IASB began deliberations in scope of the project. In the February 2026 IASB
meeting, the two topics covered in this session were discussed.

FIWG feedback

11

The EFRAG FIWG discussed the two topics in its 9 March 2026 meeting. Members provided
the following feedback.

Definition/description of modification:

12

13

Members supported the definition of a modification for both financial assets and liabilities.
In particular, one member highlighted that the definition provides further clarity, as
changes in contractual terms may not necessarily lead to changes in contractual cash flows
(e.g. in the case of covenants). However, one member pointed out that since the definition
makes no reference to ‘expected’ cash flows, even minor changes to the cash flows would
trigger a modification.

Some members also asked about the interaction between changes to ‘contractual terms’
and changes to the ‘contractual cash flows’” stemming from external factors, e.g., in the
case of interest rate benchmark changes, or legally imposed changes. The EFRAG
Secretariat responded that if a basis referenced in the contract is changing (e.g. interest
rate benchmark) then there would be no modification, but whether the change was
contractual or legally imposed should not determine whether a modification takes place.
However, the EFRAG Secretariat suggested that the interaction of laws and contracts
should be addressed as part of the FICE project. On the request for clarification between
change in contractual terms and change in terms in a contract, the issue will be brought to
the attention of the IASB.

Assessment of whether a modification is substantial:

14

15

Members overall supported the IASB’s direction of travel in requiring a principles-based
approach for determining whether a modification is substantial. They considered that
conducting a qualitative assessment first and then a quantitative one, if needed, is sensible
and will reduce diversity in practice. To illustrate this, they gave the example of a loan
whose maturity is extended, which would lead to a different risk profile, even if the
guantitative criterion is not met (i.e. thereby constituting a substantial modification). They
also emphasised that in a forbearance situation, the threshold for determining whether a
modification is substantial is much higher.

In addition, in line with the EFRAG Secretariat’s recommendations, most members agreed
that the 10 per cent test should be based on the expected cash flows. However, one
member expressed the concern that applying the 10 per cent test on the expected cash
flows, especially in the case of non-forbearance situations, would represent a disruption
rather than a clarification of current practice, and the impact should be considered.

Next steps

16

The current timeline of the IASB project is presented in paragraphs 11 to 13 of agenda
paper AP11 to the September 2025 IASB meeting. The IASB’s plan is to publish an Exposure
Draft in H2 2026.
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17 In future meetings, the IASB intends to discuss:

(a) the staff analysis and recommendations on topics previously discussed by the IASB,
such as the accounting for subsequent changes to the EIR, applying paragraphs
B5.4.5 and B5.4.6 of IFRS 9; and

(b)  the staff analysis on remaining project topics, such as the relationship between
modification, derecognition and impairment.

18  The EFRAG Secretariat will continue to monitor the IASB developments on the project and
provide update to the EFRAG FR TEG.

Agenda Papers

19 In addition to this Cover Note the following Agenda Papers are presented for this session:
(a) 08-02 — Amortised Cost — Definition of modification; and

(b)  08-03 — Amortised Cost — Substantial modification.
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