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Scope and discretionary
payments

11 June 2026 - www.efrag.org



@ EFRAG
IASB ED proposals and EFRAG’s comment letter

ED proposals EFRAG Comment Letter

Proposed paragraphs 25 and 32A of IAS 32

Clarifying which liabilities the requirements apply to

 Applies not only to a financial instruments in its ¢ Welcomed the clarification
entirety but also to a compound instrument

Discretionary payments

e Payments at the issuer’s discretion are * Welcomed the clarification
recognised in equity even if the equity * However, if recognised in equity, an entity
component of a compound financial instrument cannot hedge the interest payments made in a
has an initial carrying amount of zero foreign currency
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|ASB feedback received

Clarifying which financial liabilities the requirements apply to

 Some agreed with the proposals - confirms that the presence of a contingent settlement
provision does not preclude an instrument from being a compound instrument

* Some others, although agreeing with the proposals, noted that the current requirements for
contingent settlement provisions are used in practice to determine classification of financial
instruments but not measurement

» Stakeholders suggested the IASB further clarify which financial liabilities the contingent
settlement provision requirements apply to — do they only apply to financial instrument that
is classified as a financial liability (or a liability component) only as a result of a contingent
settlement provision?
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|ASB feedback received

Discretionary payments

 Some agreed with the proposals — consistency with the equity component, reduce diversity
in practice

e Some stakeholders (mainly preparers) disagreed with the proposal to recognise
discretionary payments in equity when the equity component has an initial carrying amount
of zero:

* Not more relevant information for users compared to recognising the discretionary coupons as
interest in profit or loss when the entire initial amount is recognised as a financial liability

e Could lead to the creation of new non-IFRS adjustments in investor presentations due to material
increase in net profit

* Would add complexity when financial instruments with contingent settlement provisions are
accounted for as compound financial instruments

* Potential challenges that would arise from the interaction between the proposed
amendments and the application of hedge accounting
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|IASB tentative decisions

To proceed with the proposed requirements set out in the ED subject to minor drafting
improvements and some targeted refinements, namely:

 clarifying that the requirements in paragraph 25 of IAS 32 apply to a financial instrument (or
a component of one) that could require settlement giving rise to a financial liability only as a
result of the occurrence or non-occurrence of an uncertain future event that is beyond the
control of both the issuer and the holder.

» clarifying that, for the purposes of an entity applying paragraph 36* of IAS 32, dividend
payments are recognised as expenses if shares are wholly classified (instead of recognised) as
liabilities to resolve an inconsistency within the Standard.

* "The classification of a financial instrument as a financial liability or an equity instrument determines whether interest, dividends, losses and
gains relating to that instrument are recognised as income or expense in profit or loss. Thus, dividend payments on shares wholly recognised as
liabilities are recognised as expense in the same way as interest on a bond... [emphasis added]"

11 June 2026 - www.efrag.org 7



J EFRAG
EFRAG FIWG™ feedback

e Some members

 indicated that this topic is linked to measurement - difficulty to hedge foreign exchange and
interest rate risks for zero coupon bonds if payments at the issuer’s discretion are recognised
in equity. One member indicated that some issues could be addressed via the 1ASB’s Risk
Mitigation Accounting (RMA)

* welcomed that some of the concerns about the effect on current hedging relationships could
be resolved through transitional relief

(IASB Staff indicated that some of these concerns could be resolved through transitional relief —
to be brought in the future)

* Members emphasised that implementation timing for FICE, RMA and any amendments stemming
the PIR IFRS 9 — Hedge Accounting project, should be aligned

* Meeting on 24 April 2026
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ED proposals

Proposed paragraph 25A of IAS 32

On initial recognition and subsequently,
measured at the present value of the settlement
amount, assuming settlement will occur at the
earliest possible settlement date specified in the
contract

The probability and estimated timing of the

contingent event occurring are therefore
disregarded when measuring the financial
liability

(W EFRAG

IASB ED proposals and EFRAG’s comment letter

EFRAG Comment Letter

EFRAG expressed some concerns:

Mixed stakeholder views on measurement
 Some agreed with IASB proposals
 Some indicated to measure the liability at a
probability-weighted amount

What to do when a contingent settlement
feature or a liability component includes caps,
that has a higher value than the entire
consideration that was received by the entity
when it issued the instrument?
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|ASB feedback received

 Some agreed with the proposals
* More prudent than eg probability weighted amount

* Avoids complexities and costs with periodic remeasurement for preparers balancing interests
of investors and preparers

 Aligns with measuring obligations to purchase own equity instruments at the present value of
the redemption amount

* Most disagreed
* Introduced a new measurement basis other than amortised cost and fair value

* Would fail to appropriately capture the expected value of the entity’s obligation, both at
initial recognition and subsequently

 Practical concerns/questions raised, e.g.

* How to account for day one gains or losses

* How to determine the discount rate, should it be updated
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|IASB tentative decisions

* Not to proceed with the proposed requirements related to the measurement of
the financial liability arising from a contingent settlement provision in the FICE
project

* |nstead, to respond to the measurement-related issues as part of the project on
Amortised Cost Measurement.
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EFRAG FIWG feedback

* General agreement with contingent events that affect the principal amount in the
measurement of a financial liability in the Amortised Cost Measurement |IASB project

 Some members - Additional Tier 1 (AT1) instruments should be measured at 100% of
its nominal amount, without taking probability or timing into account (current
practice). Hedging foreign exchange risk for AT1 instruments should be made
possible

e One member — concerns with the different timelines between the 1ASB’s amortised
cost project and the FICE project - should be some alignment for transition.
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Questions to EFRAG FR TEG

1) Do you agree with the IASB’s tentative decisions on scope, discretionary
payments and measurement? Please explain.
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Liquidation and not genuine
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@ EFRAG
IASB ED proposals and EFRAG’s comment letter

ED proposals EFRAG Comment Letter

Proposed paragraph 11 of IAS 32

e Ligquidation referred to the process that begins after Welcomed the clarifications

an entity has permanently ceased its operations e Liquidation — Suggested the IASB to explain the

meaning of the process of liquidation for

*  ‘Not genuine’ — Clarification that the assessment of permanently ceasing operations , e.g.,, how it
whether a contractual term is ‘not genuine’ in interacts with resolution

accordance with paragraph 25(a)* of IAS 32 requires
judgement based on the specific facts and °* Not genuine - Would be useful to link the clarification

circumstances and is not based solely on the of ‘non-genuine’ to the concepts of ‘not being legally
probability or likelihood of the contingent event enforceable’ and ‘not substantive’ and see how ‘non-
occurring genuine’ is used in other IFRS Accounting Standards

* “"A financial instrument may require the entity to deliver cash or another financial asset, or otherwise to settle it in such a way that it would be a
financial liability, in the event of the occurrence or non-occurrence of uncertain future events (or on the outcome of uncertain circumstances) that are
beyond the control of both the issuer and the holder of the instrument, .... Therefore, it is a financial liability of the issuer unless:

(a) the part of the contingent settlement provision that could require settlement in cash or another financial asset (or otherwise in such a way that it

would be a financial liability) is not genuine; ...” [emphasis added] 11 June 2026 - www.efrag.org 16
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|ASB feedback received

Liquidation

* Some stakeholders agreed with the proposed definition

* Many disagreed

e Perceived inconsistency with other IFRS Accounting Standards, e.g., they did not consider
that the Conceptual Framework equates liquidation with ceasing to trade

* A lack of clarity on what is meant by ‘permanently ceased its operations’, how to
determine when an entity has ceased its operations and when such cessation becomes

‘oermanent’.

* A few said that the proposed definition is unnecessarily restrictive and narrower than the
current practice
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|ASB feedback received

Not genuine

e Stakeholders suggsted to further clarify the assessment of ‘not genuine’ — additional

examples, application guidance, disclosures on assessing whether a contractual term is ‘not
genuine’

 Mixed views on including a ‘regulatory change clause’ as an example of a contingent
settlement provision that would be genuine
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|IASB tentative decisions

* To describe liquidation as a process that has the objective of permanently ceasing an entity’s
operations and includes activities such as converting assets, paying obligations and settling equity
claims.

* To clarify that when an entity assesses whether a contractual term is ‘not genuine’, it considers
both the probability and nature of the contingent event, including whether the event has a
substantive business purpose. A contractual term with a substantive business purpose would be
considered genuine, even if the probability of the event is remote.
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EFRAG FIWG feedback

* Mixed views on the tentative decisions
* Some supported the clarifications

* Some others considered that standard-setting was not needed - no significant
issues in practice, and defining the concepts could have unintended
consequences
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Questions to EFRAG FR TEG

2) Do you agree with the IASB’s tentative decisions on clarifications relating to
liquidation and not genuine? Please explain.
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Useful links on FICE

EFRAG’s FICE project page

@ EFRAG’s Comment Letter

IASB’s Exposure Draft

11 June 2026 - www.efrag.org 22


https://efrag-website.azurewebsites.net/Assets/Download?assetUrl=/sites/webpublishing/Project%20Documents/2101291501214267/EFRAG%20Final%20Comment%20Letter%20-%20IASB%20ED-2023-5%20-%20FICE.pdf
https://www.efrag.org/en/projects/financial-instruments-with-characteristics-of-equity-fice-standardsetting/monitoring
https://www.ifrs.org/projects/work-plan/financial-instruments-with-characteristics-of-equity/#published-documents
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