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 What is Fee Amortization? 

Fee Amortization is the process of matching the costs of a loan to the 

accounting periods during which the loan is outstanding. 

In other words, making sure that when a debt is carried on your books, your 

records not only accurately reflect the interest cost that month or quarter, but 

include fees associated with the debt. This means that rather than putting 

through all of your debt fees in one big lump (usually upfront), accounting 

standard requires you to apportion it appropriately over the life of the loan. 

When it comes the kind of loans handled by treasury, this can become a 

complex issue. There are significant fees and costs wrapped up with debt 

raising. 

Effective Interest Rate (EIR) 

Based on IFRS 9, fees must be amortized using the effective interest rate (EIR) 

The definition of EIR is as follows: 

The rate that exactly discounts estimated future cash payments or receipts 

through the expected life of the financial asset or financial liability to the gross 

carrying amount of a financial asset or to the amortised cost of a financial 

liability. When calculating the effective interest rate, an entity shall estimate 

the expected cash flows by considering all the contractual terms of the 

financial instrument. 

IFRS 9—Appendix A 

The rules are similar for IAS 39 and FRS 102, but not identical, so make sure 

you take a good look at the details of all accounting standards that apply to 

you and get clearance from your auditor before you start. 

Fee Amortization Worksheet Tool 

In this memorandum, we will use the worksheet that you can download below, 

to show you how to compute the fee amortization profile associated with 

loans and debt issuances. 

Fee Amortization Worksheet 

Download 

Fee Amortization 
The ever-expanding scope of treasury operations and risk management activities means that 

treasurers need to make multiple complex calculations, quickly and accurately, on a daily basis.  

In this memorandum, we’ll talk you through the principles and methodology behind fee 

amortization and give you some useful tools and resources to simplify the task and ease the burden 

of this complex issue. 
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Step-by-Step Instructions 
 
Accounting for Fee Amortization. 
 

https://www.cslucas.com/wp-content/uploads/2020/03/Fee_Amortization_Model.xlsx
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This fee amortization worksheet is made up of two resources, used for 

different types of loan profile. The first is for calculating amortization on loans 

with bullet principal repayment on maturity. The second should be used if 

principal is repaid over the life of the loan. 

We’ve filled these documents out with example figures for guidance. To use 

them yourself, replace the loan structure and fee amounts with your own 

numbers as appropriate and re-compute the amortization amounts. 

Step-by-Step Instructions 

We'll begin with computing the amortize fee on a loan with bullet repayment. 

For the purposes of this demo, we’ll consider a loan with the following 

parameters: 

  Principal   1,000,000 

  Interest/Coupon  6.15% pa (Act/365) 

  Frequency  Semi-annual 

  Tenor   3 years 

Here’s how that looks in the worksheet: 

 

Now let’s assume a fee of 45,000 is paid on draw down. The net cash flow is 

shown below: 

 

Based on the above, the net loan is 955,000. 

Next, you need to enter the derive the EIR, using the Excel Goal Seek Feature. 

We begin with an "estimated" EIR of 7%. 
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N.B. These are the equations that are being used to work out the period 

interest, period repayment and closing/outstanding figures: 

 

At 7%, you can see that there is a negative net residual balance on the 

maturity. 

Using the goal seek tool in Excel, we can now "seek" the EIR that will 

completely repay the net outstanding balance: 

 

 

The final results are a follows: 
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The required EIR is 7.8616299% (rounded).  The table below profiles the 

amortized fee balance at the semi-annual dates interest payment dates. 

 

Accounting for Fee Amortization 

For accounting purposes, the unamortized fee outstanding need to be stated 

at the month end date.  The worksheet provides a simple inear interpolation 

calculator.   To use this, enter the semi-annual dates into the table below and it 

will interpolate the unamortized balances on those month-end dates from the 

semi-annually interest period. 

 

Please note that linear interpolation is an approximation.  A better estimate 

can be derived using cubic spline interpolation. This will generate a curve that 

runs through all the semi-annual points. 

Click on the link to download a copy of the CS Lucas accounting treatment for 

Fee Amortization.  Download  

 

 

 

The rate that exactly discounts estimated 

future cash payments or receipts through 

the expected life of the financial asset or 

financial liability to the gross carrying 

amount of a financial asset or to the 

amortised cost of a financial liability. 

When calculating the effective interest 

rate, an entity shall estimate the 

expected cash flows by considering all the 

contractual terms of the financial 

instrument. 

 

IFRS 9 – Appendix A 
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