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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 

Cover Note 

Introduction and objective 

1 The objective of this session is to discuss the IASB’s tentative decisions on classifying 

financial instruments containing contingent settlement provisions, as part of the re-

deliberations of the proposals in the IASB’s Exposure Draft (ED) on Financial Instruments 

with Characteristics of Equity (FICE). 

2 Paragraph 25 of IAS 32 sets out the requirements for classifying a financial instrument 

containing a contingent settlement provision when the issuer does not have the 

unconditional right to avoid delivering cash or another financial asset (or otherwise to 

settle it in such a way that it would be a financial liability). 

3 Questions in practice arose about: 

(a) whether to classify a financial instrument with a contingent settlement provision as 

a financial liability in its entirety, even if it is a compound financial instrument with 

both liability and equity components; 

(b) whether to reflect the probability and estimated timing of occurrence of the 

contingent event in the measurement of a financial liability (or a liability component) 

arising from a contingent settlement provision, on and after initial recognition; 

(c) the assessment of ‘not genuine’ in paragraph 25(a) of IAS 32; and 

(d) the meaning of the term ‘liquidation’ in paragraph 25(b) of IAS 32. 

4 To address the practice questions, the ED included proposed amendments to IAS 32 to 

clarify how an entity would apply the requirements in paragraph 25 of IAS 32 related to 

contingent settlement provisions (Q4 of the ED), i.e., clarifications that: 

(a) some financial instruments with contingent settlement provisions are compound 

financial instruments with liability and equity components; 

(b) the initial and subsequent measurement of the financial liability (or liability 

component of a compound financial instrument) arising from a contingent 

settlement provision would not take into account the probability and estimated 

timing of occurrence or non-occurrence of the contingent event); 

https://www.ifrs.org/content/dam/ifrs/project/fice/exposure-draft/iasb-ed-2023-5.pdf
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(c) payments at the issuer’s discretion are recognised in equity even if the equity 

component of a compound financial instrument has an initial carrying amount of 

zero; 

(d) the term ‘liquidation’ refers to the process that begins after an entity has 

permanently ceased its operations; and 

(e) the assessment of whether a contractual term is ‘not genuine’ in accordance with 

paragraph 25(a) of IAS 32 requires judgement based on the specific facts and 

circumstances and is not based solely on the probability or likelihood of the 

contingent event occurring. 

5 Questions for EFRAG FR TEG are in agenda paper 08-02.  

Project timeline 

6 Based on the IASB Staff’s paper 5C (February 2026 IASB meeting), the following are topics 

yet to be redeliberated: 

(a) Obligations to purchase own equity instruments (including put options on non-

controlling interests); 

(b) Other disclosure requirements (including those for subsidiaries without public 

accountability); and 

(c) Transition. 

7 The IASB’s technical redeliberation of all the proposals in the ED could be completed by the 

end of 2026. 

8 The next step thereafter would be to ask the IASB for its permission to start the balloting 

process. 

9 The final amendments may be expected to be issued in 2027. 

Agenda papers 

10 In addition to this cover note, the agenda papers for this session are: 

(a) Agenda paper 08-02 – FICE Update – contingent settlement provisions – PowerPoint 

presentation; 

(b) Agenda paper 08-03 – Scope and discretionary payments – for background; 

(c) Agenda paper 08-04 – Measurement - for background; and 

(d) Agenda paper 08-05 – Liquidation and not genuine - for background. 

https://www.ifrs.org/content/dam/ifrs/meetings/2026/february/iasb/ap5c-project-update.pdf

