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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. 

 Financial Instruments with characteristics of Equity (FICE) 

Shareholder discretion 

Objective 

1 The objective of this paper is for members to discuss the IASB’s tentative decisions on 

shareholder discretion (Q5 of the IASB Exposure Draft (‘ED’)).  

IASB Exposure Draft proposals – shareholder discretion 

2 The IASB proposed: 

(a) to clarify that whether an entity has an unconditional right to avoid delivering cash 

or another financial asset (or otherwise to settle a financial instrument in such a way 

that it would be a financial liability) depends on the facts and circumstances in which 

shareholder discretion arises. Judgement is required to assess whether shareholder 

decisions are treated as entity decisions (paragraph AG28A of the proposed IAS 32 

requirements in the ED). 

(b) to describe the factors an entity is required to consider in making that assessment, 

namely whether: 

(i) a shareholder decision would be routine in nature—made in the ordinary 

course of the entity’s business activities; 

(ii) a shareholder decision relates to an action that would be proposed or a 

transaction that would be initiated by the entity’s management; 

(iii) different classes of shareholders would benefit differently from a shareholder 

decision; and 

(iv) the exercise of a shareholder decision-making right would enable a 

shareholder to require the entity to redeem (or pay a return on) its shares in 

cash or another financial asset (or otherwise to settle it in such a way that it 

would be a financial liability) (paragraph AG28A(a)–(d) of the proposed IAS 32 

requirements in the ED). 

(c) to provide guidance on applying other potentially relevant factors in assessing 

whether a shareholder decision is treated as an entity decision (paragraph AG28B of 

the proposed IAS 32 requirements in the ED). 
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EFRAG’s Final Comment Letter 

3 In its final comment letter, EFRAG expressed overall support of IASB’s proposals and 

considered them useful in assessing whether shareholder decisions are treated as entity 

decisions. EFRAG also noted that the proposed factor approach aligns with stakeholder’s 

feedback, as the assessment would depend on the specific circumstances, thereby avoiding 

a prescriptive approach.   

4 EFRAG also suggested that the IASB clarify the principles underpinning the proposals on 

shareholder discretion and consider additional examples to illustrate where shareholder 

decisions are considered as part of the entity’s decision or not.  

IASB tentative decisions (from the IASB Update) 

5 The IASB agreed with the IASB Staff’s recommendations in paragraph 13. 

6 The IASB tentatively decided to proceed with the proposed factors-based approach set out 

in the ED for assessing at initial recognition whether shareholder decisions are treated as 

entity decisions, subject to minor drafting improvements. The EFRAG Secretariat notes that 

the minor drafting improvements are included in paragraphs 17, 27-29 and 32 below. 

7 The IASB also tentatively decided to clarify the principles underlying the proposed factors-

based approach, namely, that an entity applies judgement when considering: 

(a) the contractual terms of the financial instrument; 

(b) the facts and circumstances applicable to the reporting entity; 

(c) the capacity in which shareholders act when making decisions by applying the 

proposed factors and any other relevant factors; 

(d) the weightings to be applied to each factor, taking into account that no factor is 

conclusive on its own; and 

(e) the interaction of multiple shareholder decision-making rights and their effects on 

the classification of the financial instrument. 

Feedback received by the IASB and IASB Staff’s analysis and recommendations 

8 The IASB Staff paper on the feedback received by the IASB can be found here and on the 

IASB Staff analysis and recommendations can be found here. 

Overall feedback 

Feedback received 

9 Most of the respondents1 agreed with the IASB proposals indicating that IAS 32 does not 

contain such guidance resulting in diversity in classification in practice. They agreed that 

judgement is required for to assess whether shareholder decisions are considered as entity 

decisions depending on the legal and regulatory requirements. These respondents also 

considered the proposed factors are useful and sufficiently “principle-based”.  

 

1 mainly standard-setters, preparers and accountancy bodies 

https://www.ifrs.org/content/dam/ifrs/meetings/2025/september/iasb/ap5b-shareholder-discretion-feedback.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2025/september/iasb/ap5c-proposed-amendments-shareholder-discretion.pdf
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10 Some respondents2 provided mixed views. They welcomed that IASB’s efforts to provide 

additional guidance. However, they argued that without further application guidance, 

illustrative examples or more specific principles for the factors-based approach, significant 

uncertainty and subjectivity would remain on how judgement is applied. This would not 

significantly reduce diversity in practice or improve comparability. In addition, they did not 

agree with having factors because the factors may be seen as being more important that 

other factors that may be relevant to assess whether shareholder decisions are treated as 

entity decisions.  

11 Some other respondents, mainly preparers, disagreed with the proposals. They 

considered that further clarification is unnecessary as sufficient industry practice already 

exists. They argued that the proposed factors do not provide a sufficient basis to make the 

analysis and the cost of implementing the proposals may outweigh the benefits.  

12 A few respondents proposed alternative views to an appropriate approach for shareholder 

discretion (refer to paragraph 12 of the IASB Staff paper 5B).  

IASB Staff analysis and recommendations 

13 Based on the feedback received, the IASB Staff recommended the IASB to go ahead with 

the factors-based approach. The IASB Staff considered that it would be beneficial for 

stakeholders if the principles underlying the proposed factors-based approach would be 

clarified. Therefore, the IASB Staff recommended that an entity would apply judgement 

when assessing whether a shareholder decision is treated as an entity decision, 

considering: 

(a) the contractual terms of the particular financial instrument; 

(b) the specific facts and circumstances applicable to the reporting entity; 

(c) the capacity in which shareholders act when making their decisions by applying the 

proposed factors and any other relevant factors; 

(d) the weightings to be applied to each factor taking into account that each factor is 

not determinative or conclusive on its own; and 

(e) the interaction of multiple shareholder decision-making rights and their effect on the 

classification of the particular instrument. 

Specific feedback on the factors-based approach 

14 Some respondents asked the IASB for further clarifications as follows.  

Routine in nature 

Feedback received 

15 Respondents asked for clarification on the meaning of routine in nature and how it should 

be interpreted. They noted that shareholder decisions considered routine might differ from 

company to company and suggested examples of ‘routine’ and ‘non-routine’.  

16 A few respondents asked whether all decisions requiring a higher level of approval, i.e. 

special resolution or 75% of the votes, should automatically be considered as not an entity’s 

decision.  

 

2 mainly standard-setters and accountancy bodies 

https://www.ifrs.org/content/dam/ifrs/meetings/2025/september/iasb/ap5b-shareholder-discretion-feedback.pdf
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IASB Staff analysis and recommendations 

17 The IASB Staff agreed with the respondents that said that what could be considered 

‘routine’ may be different from entity to entity. Accordingly, the IASB Staff considered it 

useful to include in the application guidance explanations in the Basis for Conclusions 

(paragraph BC 119 of the ED), namely: 

(a) routine decisions typically include decisions on recurring items on the entity’s annual 

general meeting agenda, which relate to ordinary year-on-year business matters and 

usually require approval of a simple majority of shareholders present at the meeting. 

(b) non-routine decisions generally involve special business matters, such as changing 

the entity’s founding documents or approving a change of control of the entity. In 

many of these non-routine decisions, shareholders might be regarded as making 

investment decisions—acting in their capacity as holders of particular financial 

instruments. These non-routine decisions typically require a higher level of approval 

(such as 75% of the votes) and might take place at a special meeting outside the 

annual general meeting. 

18 Additionally, the IASB Staff thinks it would be beneficial to add some commonly occurring 

examples in the application guidance.   

Action proposed by the entity’s management for shareholder approval 

Feedback received 

19 A few respondents were concerned that structuring opportunities could arise if this factor 

was solely considered. For example, entities could include contractual terms that require 

initiation of transactions by management to meet equity classification.  

20 Other respondents asked to clarify the meaning of “management”, and which parties are 

included within that term. They also questioned how to identify the party initiating a 

transaction when it is not straight forward, and how to distinguish whether a decision made 

by a shareholder that also acts as management (e.g. private equity sector) is made in their 

fiduciary capacity or investor capacity.  

IASB Staff analysis and recommendations 

21 On the possibility of creating structuring opportunities, the IASB Staff considered that there 

is little to no risk of this. This is because including contractual terms that require initiation 

of transactions by management would not automatically result in equity classification. All 

relevant factors and the entity’s specific facts and circumstances would need to be 

considered. The purpose of the assessment is to determine whether the entity has an 

unconditional right to avoid delivering cash. 

22 Furthermore, the IASB Staff considered that the board of directors and management can 

generally be viewed as an extension of the entity in line with paragraph 9 of IAS 24 Related 

Party Disclosures3. Also, if it is not clear which party proposes an action or the capacity in 

 

3 Paragraph 9 of IAS 24 defines key management personnel as those persons having authority and 

responsibility for planning, directing and controlling the activities of the entity, directly or indirectly, 

including any director (whether executive or otherwise) of that entity 
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which the shareholder is acting in when making decisions about a particular financial 

instrument, an entity should place more emphasis on the other factors. 

23 Consequently, the IASB Staff considered that this factor is sufficiently clear and did not 

recommend any further clarification. 

Different classes of shareholders benefit differently 

Feedback received 

24 Regarding decisions that could result in different classes of shareholders benefiting 

differently, a few respondents asked for further guidance on the judgements that must be 

made in assessing the different benefits. They argued that all entity’s decisions affect each 

shareholder differently.  

IASB Staff analysis and recommendations 

25 The IASB indicated that the assessment depends on the contractual terms of the particular 

financial instrument and the facts and circumstances specific to the reporting entity. The 

IASB Staff considered that by clarifying the principles underlying the proposed factors-

based approach (see paragraph 7 of this paper), it would not be necessary to include any 

examples of how different classes of shareholders could benefit differently.  

Exercise of a shareholder decision-making right enables a shareholder to require the entity 
to redeem —or pay a return on—its shares 

Feedback received 

26 Respondents were concerned that the factor relating to a shareholder decision that 

enables a shareholder to require the entity to redeem or pay a ‘return on its shares’, could 

be misinterpreted. They argued that the reference to a ‘return on its shares’ could suggest 

that shareholder decisions on dividends or redemptions are not entity decisions. They also 

warned that this factor could lead to ordinary shares being classified as financial liabilities 

if their repurchase is approved at shareholders’ meeting. 

IASB Staff analysis and recommendations 

27 The IASB Staff noted that shareholder approval of dividends is usually treated as an entity 

decision since it is a routine decision made by shareholders collectively.  

28 The IASB intended this factor to capture cases where shareholders have rights to require 

the entity to make payments in cash or another financial asset or in such a way that the 

instrument would be a financial liability.  

29 The IASB Staff considered that clarification can be made in draft paragraph AG28A(d) of IAS 

32 so that it is clear that the factor would consider whether a shareholder or shareholder 

group has the right to require the entity to redeem—or pay a return on—a particular 

instrument it holds, in cash or another financial asset or to otherwise settle it in such a way 

that it would be a financial liability. 

 Other comments on the proposed factors 

30 There were other comments on the factors-based approach from paragraph 37 to 66 of the 

IASB Staff Paper 5C.   

31 A few respondents mentioned that the IASB should clarify that entities also should consider 

the proposed requirements when assessing other liability-type settlement i.e. obligations 

https://www.ifrs.org/content/dam/ifrs/meetings/2025/september/iasb/ap5c-proposed-amendments-shareholder-discretion.pdf
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that will or may be settled by delivering a variable number of the entity’s own equity 

instruments. 

32 In the IASB Staff’s view, it is the IASB’s intention to require entities to consider the proposed 

requirements for all liability-type settlement. The IASB Staff will consider amending the 

wording in paragraph 19 of IAS 32 when drafting the final amendments. 

September 2025 IASB discussions 

33 All IASB members agreed that this is a highly judgemental area, and these proposals 

represent the best possible outcome in order to narrow judgement. They considered it an 

improvement since there are no existing requirements. Therefore, they supported the IASB 

Staff’s recommendations. 

34 One of these members reluctantly supported the IASB Staff’s recommendations because 

this member considered that there may be a lot of questions arising from the factor-based 

approach to be dealt with by the IFRS Interpretations Committee.  

35 The IASB Staff clarified that although issuers should take these factors into account, holders 

would not be obliged to do the same because they would not have the information to make 

the assessment. The holder could apply judgement and consider how the factors have been 

applied rather than making a detailed assessment applying IAS 32.  

EFRAG Secretariat analysis 

36 The IASB’s tentative decisions reflect the views by EFRAG in its comment letter (and the 

views from stakeholders including results of the survey that EFRAG had conducted). The 

EFRAG Secretariat considers that the factor-based approach remains highly judgemental 

even with the additional principles in paragraph 7 above. However, since there are no 

existing requirements, the set of non-exhaustive factors will help entities make the 

assessment of whether shareholders’ decisions are considered part of the entity’s decision 

or not. Therefore, in the EFRAG Secretariat’s view, the factors-based approach is an 

improvement in reporting. 

13 October EFRAG FIWG discussions 

37 Members agreed with the IASB’s tentative decisions. One of the reasons provided for the 

agreement with the IASB’s tentative decisions was that a more rules-based approach would 

cause more issues. Also, disclosures would be important to explain the judgements being 

applied. The EFRAG Secretariat indicated there is a proposed disclosure requirement to 

explain the judgements that management has made (proposed paragraph B5A of IFRS 7) 

and feedback on this and other proposed disclosure requirements would be discussed at a 

future IASB meeting. 

Question for EFRAG FR TEG 

38 Does EFRAG FR TEG have any comments on the IASB’s tentative decisions? Please 

explain. 

 

 


