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Objective

1 The objective of this paper is to discuss with EFRAG FR TEG the IASB’s tentative decision
regarding the definition of what constitutes a modification of financial instruments.

Background

2 As stated in IASB Staff paper AP11A (IASB February 2026 meeting), during the post-
implementation reviews of IFRS 9, some stakeholders noted that IFRS 9 Financial
Instruments does not define ‘modifications’ for purposes of applying the Standard. They
said that the use of different terminology—modification of contractual terms versus
contractual cash flows—in different parts of IFRS 9 to describe modifications creates
application challenges and adds to diversity in practice.

3 In H1 2025, the IASB met with stakeholders from various industries and geographical
regions to gather information about current practices and the root causes of diversity in
application of the amortised cost measurement requirements in IFRS 9.

4 Outreach feedback suggested that there is a consistent practice regarding what constitutes
a modification of a financial asset or liability. All outreach participants said that only a
change in contractual terms of a financial asset or a financial liability is considered a
modification.

5 Outreach participants said that greater alignment in terminology would be beneficial, as
inconsistencies within IFRS 9 requirements presented practical challenges and may lead to
unintended outcomes.

IASB Tentative decision

6 In accordance with the IASB Staff recommendation, the IASB tentatively decided to
describe modifications of both financial assets and liabilities as ‘changes in contractual
terms which change the nature, timing, amounts or uncertainty of contractual cash flows’.

IASB Staff analysis and IASB February 2026 discussion

7 Based on the analysis of the modification requirements in IFRS 9, and outreach conducted
in 2025, the IASB Staff did not identify a robust rationale that would justify differences in
the description of modifications between financial assets and liabilities.

8 The IASB Staff acknowledged that describing modification of a financial instrument with
reference to a change in its contractual terms may result in the legal form rather than the
substance of the change to determine the accounting treatment, but noted that
paragraphs B5.4.5 - B5.4.6 of IFRS 9 already provide requirements for accounting of re-
estimation of cash flows or revisions of estimated payments or receipts arising from original
contract terms. They also highlighted that not all changes in contractual terms result in
changes to the contractual cash flows of a financial instrument.
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IASB members were supportive of the proposed description, and of applying it
symmetrically to financial assets and liabilities. They suggested exploring ways of mitigating
the legal form over substance concern, and clarifying the scope of modification compared
to reclassification of financial instruments.

EFRAG Secretariat analysis

10

11

12

The EFRAG Secretariat supports the suggested description of modification of financial
instruments. We consider the definition simple, easy to apply, and the explicit reference to
changes in the contractual cash flows enhances clarity. We also support introducing the
same definition for the modification of financial assets and liabilities.

In addition, the EFRAG Secretariat understands, on the basis of the IASB’s agenda paper,
that the IASB’s tentative decision will not result in a significant change in existing practice
as it largely reflects what many entities already do now. It therefore corresponds to the
previous views of EFRAG FR TEG and EFRAG FIWG members that any change in the existing
requirements should be made with a degree of prudence.

However, the EFRAG Secretariat also suggests the IASB clarify the interaction between a
‘change in contractual terms’ and a ‘change in the terms of the contract’, a question that
had arisen in the context of the interest rate benchmark reform (‘IBOR reform’). Relatedly,
the EFRAG Secretariat notes that the overarching issue of the interaction of laws and
contracts should be addressed as part of the FICE project.

Questions to EFRAG FR TEG

13
14

Do you have any comments on the IASB tentative decision presented in paragraph 6?

Do you have any comments on the EFRAG Secretariat analysis as seen in paragraphs 10 to
127
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