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Objective

1

The objective of this paper is to discuss with the EFRAG FR TEG the IASB’s tentative
decisions related to whether modification of a financial asset or liability results in
derecognition.

Background

2

As stated in IASB Staff paper AP11B (IASB February 2026 meeting), most respondents to
the requests for information in the post-implementation reviews of IFRS 9 Financial
Instruments were of the view that there is insufficient guidance in IFRS 9 about how to
determine whether a modification results in derecognition including how to assess
whether a modification is ‘substantial’ and when to use qualitative or quantitative
indicators or both.

In the case of financial liabilities, stakeholders asked whether the assessment of a
modification as ‘substantial’ should be purely based on the quantitative 10 per cent test
(described in paragraph B 3.3.6 of IFRS 9), or on qualitative factors even if the quantitative
test is not met. In the case of financial assets, they asked for application guidance as IFRS 9
does not provide any.

During the IASB Staff’s outreach, most stakeholders noted that for financial liabilities, their
main analysis is based on the 10 per cent test, with some supplementing it with a
qualitative analysis, while, for financial asset, most stakeholders performed only qualitative
analyses (although a few applied the 10 per cent test too).

Overall, most stakeholders expressed support for developing principle-based clarifications
and application guidance on the assessment, with some suggesting the use of the 10 per
cent test as well. Stakeholders, particularly from financial institutions, highlighted that the
reason for the modification should also be considered, especially for financial assets,
differentiating between commercial modifications and forbearance modifications. In their
view, if a financial asset is modified as part of forbearance, then it may be more challenging
to conclude that the original financial asset should be derecognised in its entirety.

IASB Tentative decisions

6

The IASB tentatively decided:

(a) to clarify that a substantial modification of a financial asset, or a part of a financial
asset, is accounted for as derecognition of the original financial asset and recognition
of a new financial asset; and

(b)  to require that an entity apply a principles-based approach in assessing whether a
modification of a financial asset or a financial liability is substantial and results in
derecognition.
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IASB Staff analysis and IASB February 2026 discussion

7

10

11

The IASB Staff noted that diversity in practice in applying the modification requirements in
IFRS 9 results from the lack of requirements or guidance for assessing whether a
modification is substantial. They highlighted that an approach consistent between financial
assets and liabilities should be sought, to ensure symmetrical accounting between lenders
and borrowers.

The IASB Staff further considered that the principle that a substantial modification of
contractual terms or cash flows results in derecognition underpins the derecognition
requirements for both financial liabilities and financial assets, so they recommended
stating it explicitly.

In addition, they suggested introducing a principles-based approach for determining
whether a modification is substantial would be appropriate, whereby qualitative factors
would be considered first, and only if the qualitative assessment is not determinative,
perform the quantitative 10 per cent test.

In terms of application guidance, the IASB Staff presented a preliminary list of qualitative
factors that might indicate a substantial modification!, and recommended clarifying the
purpose of the quantitative assessment (i.e. to capture substantial modifications not
otherwise captured by the qualitative assessment). Lastly, the IASB Staff suggested
developing additional application guidance for financial assets, related to the interaction
with classification and measurement and write-off requirements and to the reason for their
modification, as well as for revolving credit facilities (which could encompass a different
quantitative indicator, such as assessing whether a change in contract terms alters a
facility's credit limit by more than 10 percent, or a qualitative-only approach).

The IASB was overall supportive of the IASB Staff’s direction of travel to develop a
principles-based approach for the assessment, which would include both qualitative and
guantitative indicators. During the meeting, they made the following points on various
aspects of the recommendations:

(a) Most members were in favour of retaining the 10 per cent test as an absolute
guantitative indicator. Although acknowledging that it might be arbitrary, they
considered that requiring a qualitative-only assessment could lead to more diversity
in practice and enable preparers to potentially apply judgement to achieve a
desirable outcome.

(b)  Mixed views were expressed on whether to require the simultaneous consideration
of qualitative and quantitative indicators or to use the quantitative 10 per cent test
as a backstop in case the qualitative assessment is inconclusive or negative.

(c)  Atthesame time, members also voiced varying views whether the quantitative test,
as well as the credit position of the borrower, which were identified as important
indicators, should be accompanied by a rebuttable presumption, or given additional
weighting.

" These included (a) a change in the currency in which the principal or interest is denominated; (b) a change
in counterparties to the contract, unless the new counterparty shares common control; (c) addition or
removal of a contingent interest rate; (d) a change in the basis for determining interest (such as a change
from fixed rate to floating rate, or vice versa); and (e) a change in other contractual terms—such as
extension of maturity—which effectively reprices the modified instrument to its current market value (ie
including repricing to prevailing market interest rate).
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(d) The interaction with ECL/impairment requirements should be considered. One
member highlighted that modification should not be used for resetting a financial
asset’s ECL.

(e)  The potential cash flows should be considered as one of the indicators, which would
be a principles-based solution that would also capture revolving credit lines.
However, on the latter, another member expressed the view that the assessment in
their case should remain solely qualitative.

(f) Members considered that examples of applying the assessment would be useful to
determine the robustness of the proposed criteria.

EFRAG Secretariat analysis
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14

The EFRAG Secretariat overall supports the IASB tentative decisions. We consider that if
IFRS 9 already implies that a substantial modification leads to derecognition, then this
should be stated explicitly in the standard.

Moreover, the EFRAG Secretariat is in favour of a principles-based approach for assessing
whether a modification is substantial, using both qualitative and quantitative indicators.
The EFRAG Secretariat concurs with the reasoning provided by IASB members to retain the
10 per cent test as a quantitative indicator. The EFRAG Secretariat recommend clarifying
that the 10 per cent test (currently located in paragraph B3.3.6 of IFRS 9) is based on the
expected cash flows pre- and post the modification.

We consider that the two-step approach laid out in IASB Staff paper AP11B, in which
qualitative indicators are assessed first, with the quantitative assessment as a backstop (i.e.
only if a modification is not assessed as substantial, based on the qualitative indicators),
would be beneficial, for the following reasons:

(a)  As highlighted during the IASB Staff’s consultation, this is the way practice has
evolved. Therefore, the approach represents a clarification rather than an
introduction of new requirements. It is notable that many stakeholders analogise the
10 per cent test (required for financial liabilities), besides considering qualitative
indicators.

(b)  This approach avoids a mechanical application of the requirements, and structuring
opportunities to achieve a particular accounting outcome. The approach is also cost-
efficient as preparers will not need to conduct the 10 per cent test for all financial
assets and liabilities.

(c) As noted in the IASB Staff paper, we expect the approach will benefit users as
modification gains and losses will reflect substantial changes to the nature, amount,
timing, or uncertainty of contractual cash flows.

(d)  Notwithstanding the need to apply judgement in making the assessment,
accompanying application guidance tailored to financial assets and liabilities
separately can further promote consistent application.

Questions to EFRAG FR TEG

15
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Do you have any comments on the IASB tentative decisions presented in paragraph 6?

Do you have any comments on the EFRAG Secretariat analysis as seen in paragraphs 12-
14?

Which indicators for assessing whether a modification leads in derecognition do you
consider in practice?
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