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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. 

Provisions–Targeted Improvements (Proposed amendments to IAS 37) 

Issues Paper 

Objective 

1 EFRAG published its Draft Comment Letter (‘DCL’) on the IASB's Exposure Draft 

IASB/ED/2024/8 Provisions—Targeted Improvements (Proposed amendments to 

IAS 37) (the 'ED') in December 2024 and requested comments by 25 February 20251.  

2 In this session EFRAG TEG FR will be provided an overview of the main takeaways and issues 

identified from the outreach done so far by the EFRAG project team. EFRAG FR TEG will be 

asked whether to include these issues in EFRAG’s (final) comment letter. The answers of 

the EFRAG FR TEG will only represent tentative positions that may change following input 

from comment letters and additional outreach. Nevertheless, the tentative positions of 

EFRAG FR TEG will help the EFRAG Secretariat prepare the papers for the March 2025 

meeting of EFRAG FR TEG.  

3 In addition, EFRAG FR TEG will be asked for its initial view on whether it prefers: 

(a) the current requirements included IAS 37 on when a provision exists (as reflected in 

IFRIC 21); 

(b) the direction of the proposed requirements in the ED on when a provision exits. This 

means that a provision for a levy exists when the entity has taken at least one of the 

necessary actions for having to pay a levy and it has no practical ability to avoid taking 

the remaining necessary actions; 

(c) an approach under which recurring levies (also those only depending on holding 

specific assets or liabilities on a given date) would be considered a cost of doing 

 

1 EFRAG requested the IASB to extend the IASB comment period by 60 days. However, the IASB rejected 

this request. 

https://www.efrag.org/sites/default/files/sites/webpublishing/SiteAssets/Draft%20Comment%20Letter%20on%20Provisions%20ED.pdf
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business in a period (in which all of the necessary conditions for the levy would be 

met). Under this approach the past-event condition is considered met, and the 

resulting present obligation accumulates, over that time. 

4 EFRAG’s DCL included the views expressed in (a) and (b) of paragraph 3, however, during 

outreach, the EFRAG Secretariat has also been presented for views similar to that 

expressed in (c).  

Next steps  

5 The EFRAG FRB will be informed about the discussions of EFRAG FR TEG at its meeting on 

27 February 2025. EFRAG FR TEG will consider the comment letters EFRAG will receive in 

response to the DCL and based on these comments and additional input received from 

outreach activities, the EFRAG FR TEG will finalise its recommended comment letter in 

response to the ED at its meeting on 11 March 2025. The EFRAG FRB will consider the 

recommendations of the EFRAG FR TEG at its 27 March 2025 meeting.  

Outreach summary  

6 The EFRAG project team has organised and participated in a number of outreach calls with 

various stakeholders, including: 

(a) Outreach to a preparer in the financial industry; 

(b) Outreach to DSRC, AFRAC and FER stakeholders (in cooperation with these standard 

setters and the IASB),  

(c) Outreach to the ANC; 

(d) Outreach to various auditors and accounting professionals. 

7 Overall, the main takeaway is that there is support for updating IAS 37 to align the 

definition of a liability in IAS 37 with the definition of a liability included in the Conceptual 

Framework. There has also been some support for including the three conditions for the 

present obligation recognition criterion (i.e. an obligation condition, a transfer condition 

and a past event condition). However, some have also considered this to create 

unnecessary complexity. Despite the support for updating the definition of a liability 

included in IAS 37, currently uncertainty exists on how to apply the proposed present 

obligation recognition criterion (the three conditions), including the accompanying 

implementation guidance, to different types of levies. This could increase, rather than 

reduce, diversity in practice. Also, the proposals would likely require more judgement 

compared to current requirements which could increase rather than reduce compliance 
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cost2.  There was general support for the remaining proposals with some suggestions for 

clarification. 

8 The following paragraphs include further details on some of the main issues identified 

together with recommendations of the EFRAG Secretariat on whether, and if so how, to 

address them in EFRAG’s (final) comment letter. In the appendix, the EFRAG Secretariat 

provides a list of other potential issues brought to the attention of the EFRAG Secretariat 

and the EFRAG Secretariat’s recommendations on whether, and if so how, they should be 

addressed in the comment letter. Issues have been placed in the appendices if they have 

been considered to be a of less importance/less controversial than those included in the 

main paper, or the issues have already been considered by EFRAG in its DCL.  

9 The issues considered in the following paragraphs are: 

Present obligation recognition criterion 

(a) Some levies that are considered to accumulate over a period would be recognised at 

a point in time according to the ED; 

(b) Unclear guidance and confusing wording used in the present obligation recognition 

criterion; 

(c) Increased use of judgement related to when to recognise a provision; 

(d) Concern with how legal and constructive obligations are explained. 

Expenditure required to settle an obligation 

(e) Costs to include – and interaction with deletion of paragraph 18 of IAS 37; 

(f) Are payments of levies and similar payments always a transfer?  

Discount rates 

(g) Risks and uncertainties – potential double-counting;  

(h) Recognition of a gain when a provision is settled and becomes a financial liability 

covered by IFRS 9. 

 

2 In relation to the amendments on when to recognise a provision, it has been explained that the aims have 

been to: reduce compliance costs, support consistent application and provide earlier information to users 

of financial statements (see, for example, https://www.ifrs.org/projects/work-plan/provisions/iasb-

proposed-improvements-to-requirements-provisions). 

https://www.ifrs.org/projects/work-plan/provisions/iasb-proposed-improvements-to-requirements-provisions
https://www.ifrs.org/projects/work-plan/provisions/iasb-proposed-improvements-to-requirements-provisions


Provisions–Targeted Improvements (Proposed amendments to IAS 37) - Issues Paper 

EFRAG FR TEG meeting 12 February 2025  Paper 09-01, Page 4 of 32 
 

Transition requirements and effective date 

(i) Concerns with the two exemptions to retrospective application should be applied 

from different accounting periods.  

Guidance on implementing IAS 37 

(j) Concern with the guidance on implementing IAS 37 

Present obligation recognition criterion 

Some levies that are considered to accumulate over a period would be recognised at a point in 
time according to the ED  

Issue identified  

10 During the outreach, some stakeholders noted that the proposed amendments do not go 

far enough to ensure that levies they consider relate to a period are recognised over that 

period rather than at a point in time. These stakeholders noted that in some cases applying 

the proposed requirements to asset-based (or liability-based) levies may result in 

recognition in full of the provision for the related levy at a point in time, instead of 

accumulating the levy provision over time. These stakeholders disagree with this outcome 

and argue that recognition at a point in time does not reflect the economics of these asset-

based levy transactions. The issue is, for example, relevant for some banking levies and 

real-estate (property) taxes. 

The proposed requirements – obligating event   

11 One of the three conditions of meeting the present obligation criterion is meeting the past 

event condition. Under proposed requirements, an entity’s obligation becomes a present 

obligation that exists as a result of a past event when the entity: 

(a) has obtained specific economic benefits or taken a specific action; and 

(b) as a consequence of having obtained those benefits or taken that action, will or may 

have to transfer an economic resource it would not otherwise have had to transfer. 

12 It seems to follow from the proposed Guidance on implementing IAS 37 (e.g., Example 

13C—A property tax) and the Basis for Conclusions on the ED (e.g. par. BC34–BC36) that 

only actions that are necessary for having to transfer a resource are considered. 

Accordingly, if an entity is acquiring a building on 30 December 20X1 and will have to pay 

a levy if it holds that building on 31 December 20X1, the only action that is relevant for 

assessing whether the past event condition is whether the entity is holding the building on 

31 December 20X1. This is because acquiring the building or holding it before, or after, 31 

December are not necessary conditions for having to pay the levy. It is only a necessary 

condition that the entity holds the building on 31 December 20X1. The entity would thus 
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also have had to pay the levy if it had received the building as a gift or would just have 

acquired the building on 31 December and sold it again the day after. In relation to the 

past-event condition, the ‘no practical ability to avoid’ seems therefore also to only relate 

to necessary actions. That is, even if the entity would not have a practical ability not to hold 

a building on 31 December 20X1, if it acquires the building on 30 December 20X1, this 

should not be taken into account as acquiring the building is not a necessary action in 

relation to the levy. 

13 The ‘no practical ability to avoid’ could, on the other hand, be relevant to consider if a levy 

would depend on an entity holding an asset on 31 December 20X1 and the number of 

months the entity would be operating in 20X2. 

EFRAG secretariat analysis  

14 Based on the input received, EFRAG assesses that there would/could be some recurring 

levies that under the proposals of the ED would still be recognised at a point in time (and 

hence only be affecting one set of quarterly financial statements). This could happen when 

the possession of a given asset on a given date is the only criterion for having to pay a levy 

or, for example, when the criteria are possession of a given asset and operating in the 

following period and it is assessed that the entity does not have a practical ability to not 

operate in the following period. Some stakeholders question the usefulness of this 

outcome, and in the view of the EFRAG Secretariat, the ED may therefore not address the 

concern related to IFRIC 21. In its endorsement advice to IFRIC 21, EFRAG thus noted:  

Particularly, when the legislation is developed in such a way as to identify a specific date/event that 

triggers the obligation to pay the levy and the levy is charged on a recurring basis (e.g. an annual 

basis), the levy is often regarded as a charge that relates to a period of time (i.e. annual period). 

15 The EFRAG Secretariat accordingly recommends raising it as a concern in EFRAG’s (final) 

comment letter that the ED does not result in all levies that are regarded as a charge related 

to a period of time being recognised over that period of time. (Paragraph 116more 

generally asks for EFRAG FR TEG’s view on the proposals related to the present obligation 

criterion).  

Questions for EFRAG FR TEG 

16 Do you agree with the tentative recommendation of the EFRAG Secretariat listed in 

paragraph 15 above?  
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Unclear guidance and confusing wording used in the present obligation recognition criterion 

Issue identified  

17 EFRAG’s DCL already includes some examples of requirements of the ED that are 

considered insufficiently clear. In addition, outreach has indicated additional areas that 

need to be clarified. Specifically, some argue that it is unclear at what point in time the 

‘action’ (obligating event) for asset-based levies is taken and therefore at which point in 

time the past event condition is met. A concern, for example, relates to the fact that some 

requirements (e.g. levies) may not be particularly clear on what the necessary conditions 

are, and the ED is unclear on the extent to which implicit conditions should be considered. 

For example, whether a levy on an asset (or liability) holds an implicit requirement that this 

asset has to be obtained somehow (by acquiring it, receiving it or developing it). In other 

words, should entities account differently for these two levies: 

(a) a levy explicitly requiring entities that at a point in time have acquired, received or 

developed a specific asset and is holding this specific asset on 31 December to pay a 

levy based on the value of this asset at that date. 

(b) a levy only explicitly requiring entities holding a specific asset on 31 December to pay 

a levy based on the value of this asset at that date. 

18 If they should be accounted for similarly, should the action of acquiring, receiving or 

developing a specific asset in (a) be ignored or implicitly be assumed to be included in (b)? 

If the acquisition, receival or development of an asset is to be considered a necessary action 

under (a), but not under (b), this could result in an earlier recognition of a levy under (a) 

than under (b).  

19 Constituents have also noted the different outcomes for examples 13B and 13C of the 

proposed implementation guidance.  

20 Example 13B (bank levy) considers that there are two distinct actions, that is, operating in 

the entity’s current annual reporting period and operating as a bank on the last day of that 

same period. The analysis states that from the start of the current annual reporting period, 

the entity starts to take the first action and has no practical ability to avoid the second 

action.  The analysis concludes that because the extent of the entity’s obligation depends 

on the length of its annual reporting period, the present obligation accumulates over the 

annual reporting period (paragraph 14O). 

21 Example 13C (property tax) considers that there is only one district action, that is, owning 

and holding land and buildings for business use on a specific date (31 December 20X5). The 

analysis concludes that as a consequence of owning land and buildings on 31 December 
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20X5 and holding them for business use on that date, the entity will have to pay a tax it 

would not otherwise have had to pay (paragraph 14N).  

22 Some constituents have found it unclear from the fact pattern why ‘operating’ in the period 

is a separate action but ‘ownership’ during the period in example 13C is not a separate 

action.   

EFRAG secretariat analysis  

23 The EFRAG Secretariat observes that constituents have experienced difficulties in 

identifying which actions to consider in relation to the recognition of a provision under the 

proposals of the ED. The EFRAG Secretariat notes that under the current requirements, the 

last necessary action of an entity would (if other criteria are also met) trigger the 

recognition of a provision. Under the ED, the first necessary action that are followed by 

actions that the entity would not have a practical ability to avoid, would (if other criteria 

are also met) trigger the recognition of the provision under the DP. The identification of 

the necessary actions would therefore be more important under the requirements of the 

ED compared with the current requirements. For these reasons the EFRAG Secretariat 

suggests EFRAG’s comment letter to recommend that additional guidance on the 

identification of the relevant actions be included in IAS 37, should the IASB implement the 

proposals.  

24 The usefulness of the different outcomes of examples 13B and 13C of the proposed 

Guidance on implementing IAS 37 is considered in relation to the discussion in paragraph 

116 below. 

Increased use of judgement related to when to recognise a provision 

Issue identified  

27 Some stakeholders have noted that the proposals will result in more judgement than the 

current requirements. For example in relation to determining the necessary actions (see 

paragraphs 17–24 above) and assessing when an entity has a practical ability to avoid taking 

one (or more) additional actions (paragraph 14Q of the ED). They therefore question 

Questions for EFRAG FR TEG 

25 Does EFRAG FR TEG agree with the recommendation of the EFRAG Secretariat included in 

paragraph 23 above? 

26 Other than bank levies and property tax, are there other examples of balance-sheet-based 

levies/taxes for which you consider the proposed amendments to be unclear or for which 

application of the proposed requirements would delay recognition of the provision?  
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whether the amendments on when to recognise a provision will reduce compliance costs 

and support consistent application. 

EFRAG secretariat analysis  

28 The EFRAG Secretariat notes that the input it has received so far has indicated a high level 

of uncertainty on how to apply the new requirements. The EFRAG Secretariat would expect 

the level of uncertainty to decrease if the proposals would be implemented and preparers 

and auditors would become more used to them. The EFRAG Secretariat also assesses that 

the proposed guidance on how to assess when the present obligation recognition criterion 

is met (including the introduction of the three conditions) would be helpful for some types 

of provisions. Nevertheless, the EFRAG Secretariat also assesses that the proposals will 

require more use of judgement. Therefore, also in the longer term the new requirements 

may be more costly to apply compared with the current requirements.  

29 The EFRAG Secretariat therefore recommends including in EFRAG’s comment letter that 

EFRAG questions whether the proposals of the ED will reduce compliance costs. 

Concern with how legal and constructive obligations are explained 

The proposed requirements  

31 When assessing the obligation condition, paragraph 14B introduces the notion of ‘a 

mechanism’ being in place that imposes a responsibility on the entity if it obtains specific 

economic benefits or takes a specific action, and an entity has no practical ability to avoid 

that responsibility.   

32 On the ‘no practical ability to avoid’ notion, paragraph 14F states that an entity cannot 

avoid discharging its responsibility:  

(a) in the case of a legal obligation, if:  

(i) the other party has a legal right to act against the entity if the entity fails to 

discharge the responsibility—for example, to ask a court to enforce 

settlement, charge the entity a financial penalty or restrict the entity’s access 

to economic benefits; and  

(ii) as a result of that right, the economic consequences for the entity of not 

discharging the responsibility are expected to be significantly worse than the 

costs of discharging it; or  

Questions for EFRAG FR TEG 

30 Does EFRAG FR TEG agree with the recommendation of the EFRAG Secretariat included in 

paragraph 29 above? 
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(b) in the case of a constructive obligation, if the entity’s pattern of past practice, 

published policy or sufficiently specific current statement creates valid expectations 

in other parties that the entity will discharge the responsibility. 

33 Paragraph 4.34 of the Conceptual Framework for Financial Reporting states that ‘The 

factors used to assess whether an entity has the practical ability to avoid transferring an 

economic resource may depend on the nature of the entity’s duty or responsibility. For 

example, in some cases, an entity may have no practical ability to avoid a transfer if any 

action that it could take to avoid the transfer would have economic consequences 

significantly more adverse than the transfer itself. However, neither an intention to make 

a transfer, nor a high likelihood of a transfer, is sufficient reason for concluding that the 

entity has no practical ability to avoid a transfer.’ 

Issues identified  

34 Some stakeholders indicated that the proposed paragraph 14F, on when an entity has no 

practical ability to avoid discharging a responsibility, can result in an unintended 

interpretation. This interpretation would be that, in the case of a legal obligation, if the 

economic consequences for an entity of not discharging a responsibility are not expected 

to be significantly worse than the costs of discharging it (‘An entity has no practical ability 

to avoid discharging a responsibility…the economic consequences for the entity of not 

discharging the responsibility are expected to be significantly worse than the costs of 

discharging it’, e.g., a penalty imposed on an entity for not carrying out its decommissioning 

obligations that costs about the same as fulfilling such obligations), then the entity has the 

practical ability to avoid discharging such a responsibility. According to this interpretation, 

the present obligation recognition criterion is not met and no provision is recognised. 

35 In other words, some stakeholders interpret the wording of the requirements to mean that 

if an entity would have to pay a levy of CU 100 and the fine of not doing so would be CU 101, 

the entity would not have an obligation to pay the levy as the consequences for the entity 

of not paying the levy would not be significantly worse than the costs of paying the levy. 

36 These stakeholders further remarked that it is inappropriate to have to determine whether 

the consequences of not meeting a legal obligation outweigh the benefits of failing to 

satisfy the obligation (leading to diversity in practice as it will be subject to increased 

management judgement). 

37 In addition, stakeholders considered that there is a mismatch between the ‘no practical 

ability to avoid’ notion in the case of a legal obligation and that of a constructive obligation, 

as the assessment of the economic consequences is only included in the explanation of a 
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legal obligation. On this basis, stakeholders have called for drafting amendments to 

paragraph 14F, possibly by including paragraph 14F(a)(ii) in 14F(b). 

38 Further, the notion of ‘restricting the entity’s access to economic benefits’ was considered 

to be a broad concept subject to interpretation, leading to increased management 

judgement and diversity in practice. Moreover, stakeholders questioned why this notion 

applied only to the legal obligation and considered that it would also be relevant for the 

constructive obligation.  

39 In addition, some stakeholders noted that a mechanism needs to meet both (i) and (ii) 

included within paragraph 14(a) of the ED. However, in their view, the notion of economic 

constraint (14(a)(ii)) may be relevant as long as the court decision has not been made, but 

it ceases to be relevant once the court decision has been rendered. Therefore, an entity 

should be able to meet the legal obligation criterion when only (i) is fulfilled, but not both 

(i) and (ii), as currently proposed.  

EFRAG Secretariat analysis 

40 The EFRAG Secretariat agrees that the current drafting of the proposals may lead to the 

interpretation that a legal obligation, whereby, the economic consequences for the entity 

of not discharging the responsibility are not expected to be significantly worse than the 

costs of discharging it, does not result in the recognition of a provision. 

41 Moreover, paragraph 4.34 of the Conceptual Framework for Financial Reporting explains 

the assessment of the ‘no practical ability to avoid’ notion, and refers to the significantly 

more adverse economic consequences as an example rather than a prerequisite of this 

notion (‘For example, in some cases, an entity may have no practical ability to avoid a 

transfer if any action that it could take to avoid the transfer would have economic 

consequences significantly more adverse than the transfer itself.’).  

42 The EFRAG Secretariat acknowledges that the reference to the consequences of not 

discharging one’s responsibilities was introduced to provide guidance for the cases where 

the courts could not be used to enforce the responsibilities of an entity. However, the 

EFRAG Secretariat suggests EFRAG’s comment letter to recommend the IASB to either: 

(a) consider aligning paragraph 14F to the conceptual framework, by introducing the 

significantly more adverse economic consequences as an example only, or 

(b) only referring to ‘expected to be worse than’ (i.e. removing ‘significantly’) 
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43 The EFRAG Secretariat also agrees with stakeholders’ observation that the reference to 

economic consequences and restriction of entity’s access to economic benefits should 

apply in relation to a constructive obligation as well.  

Expenditure required to settle an obligation 

Costs to include – and interaction with deletion of paragraph 18 of IAS 37  

Issues identified  

45 During the outreach, several stakeholders asked what type of costs should be included in 

the measurement of a provision when applying paragraph 40A of the proposed 

requirements. For example, when measuring a legal or a warranty provision should the 

future costs of a legal department be included or should only third-party costs be included. 

Stakeholders also noted that it will make a significant difference to current practice to 

include all future costs of the legal or warranty department(s).  

46 Some stakeholders also questioned why the IASB deleted paragraphs 18 and 19 of IAS 37 

when developing the proposed requirements. These stakeholders informed that these 

paragraphs, particularly paragraph 18, were widely used in practice and were concerned 

that deleting them raised questions on whether when applying paragraph 40A of the 

proposed requirements an entity should include future costs.  

47 Some stakeholders have also questioned whether the 2020 Amendments to IAS 37 on 

which costs an entity includes when assessing whether a contract is onerous (incremental 

costs of fulfilling that contract and an allocation of other costs that relate directly to 

fulfilling contracts) should be extended to all provisions. These stakeholders consider that 

paragraph 40A of the proposed requirements is too broad and requires more precision 

particularly about whether future costs of settling an obligation should be reflected in the 

measurement of the provision.  

Current requirements  

48 Paragraph 18 of existing IAS 37 states ‘Financial statements deal with the financial position 

of an entity at the end of its reporting period and not its possible position in the future. 

Therefore, no provision is recognised for costs that need to be incurred to operate in the 

future. The only liabilities recognised in an entity’s statement of financial position are those 

that exist at the end of the reporting period.’ 

Questions for EFRAG FR TEG 

44 Does EFRAG FR TEG agree with the suggestions of the EFRAG Secretariat included in paragraphs 

42 and 43 above? 
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49 Paragraph 19 of existing IAS 37 elaborates on what is intended by paragraph 18 and states 

‘It is only those obligations arising from past events existing independently of an entity’s 

future actions (i.e. the future conduct of its business) that are recognised as provisions’.  

50 IAS 37 does not provide much guidance on the type of costs to include in the measurement 

of a provision. However, based on paragraph 18 of IAS 37, it is clear that future costs are 

prohibited.   

The proposed requirements – costs to include  

51 Paragraph 40A of the proposed requirements provides broad guidance on which costs to 

include in the measurement of a provision and states that a provision should include the 

costs that relate directly to the obligation – these include (1) incremental costs and (2) 

direct overhead costs that relate directly to settling the related obligation.  

52 Other than what is included in paragraph 40A, the proposed requirements do not specify 

which type of incremental and directly related costs should be included in the 

measurement of a provision.  

53 The Basis for Conclusions (paragraphs BC63-BC66) of the proposed requirements explain 

that paragraph 40A aligns with the May 2020 amendments on the costs an entity includes 

in assessing whether a contract is onerous, and hence in determining whether the entity 

recognises an onerous contract provision.  

54 The 2020 amendments require an entity to include the incremental costs of fulfilling that 

contract and an allocation of other costs that relate directly to fulfilling contracts—for 

example, an allocation of the depreciation charge for an item of plant or equipment. When 

developing these amendments some stakeholders asked the IASB whether an entity is also 

required to include the same types of costs in measuring other types of provisions within 

the scope of IAS 37 (other than onerous contracts). The proposed requirements aim to 

respond to this request.  

EFRAG Secretariat analysis  

55 The EFRAG Secretariat understands that the deletion of paragraph 18 in IAS 37 is not 

intended to introduce a significant change in practice.  We understand that the intention 

of deleting paragraphs 18-22 of IAS 37 is to make the recognition requirements (particularly 

the present obligation criterion) clearer and disentangle the mixed principles/guidance that 

currently exists on the three required conditions for a provision to exist. These deleted 

paragraphs were replaced with the new paragraphs 14B–14U of the proposed 

requirements. However, the EFRAG Secretariat acknowledges the concern around 

recognition of future costs that may arise if this paragraph is deleted.  
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56 The EFRAG Secretariat considers that if an entity uses a third party (sub-contractor) to 

settle a decommissioning provision for site clean-up, an entity should use cost of using the 

third party. If an entity were to do the clean-up in-house, an entity should make an estimate 

of its directly related costs to settle the clean-up provision (incremental and allocation of 

other costs that are directly related to settle the provision) to arrive at the amount an entity 

would rationally pay to settle the obligation at the end of the reporting period or to transfer 

it to a third party at that time (par. 37 of the current IAS 37). On the other hand, the EFRAG 

Secretariat considers that including the future costs of staff dealing with warranties in the 

cost of a provision related to warranties, could result in a provision for costs to operate in 

the future. 

57 Given, the uncertainties raised by stakeholders on which costs to include in the 

measurement of a provision, in particular internal costs, the EFRAG Secretariat 

recommends to include in EFRAG’s comment letter that the IASB should consider 

reinstating paragraph 18 (or similar wording prohibiting the recognition of future operating 

costs) and provide guidance and examples of which types of internal directly related costs 

an entity should include (allocate) in the measurement of a  provision.  

Question for EFRAG FR TEG 

58 Do you agree with the EFRAG Secretariat analysis and recommendation as stated in 

paragraph 57? If not, please explain why.  

59 At this stage, do you have other comments on the IASB proposal on the costs to include 

in the measurement of a provision?  

Are payments of levies and similar payments always a transfer?  

Issue identified  

60 Some stakeholders have questioned whether the payment of a levy should always be 

considered to be a transfer, or there could be some cases where it would be a transfer 

because it would result in a separate asset or because it will be included in the cost of an 

asset.  

The proposed requirements – transfer condition  

61 The second condition required for meeting the present obligation criterion is that the entity 

must have an obligation to transfer an economic resource to another party (paragraph 14I 

of the proposed requirements).  

62 Paragraph 14L of the proposed requirements states that ‘An obligation to exchange 

economic resources with another party is not an obligation to transfer an economic 

resource to that party unless the terms of the exchange are unfavourable to the entity. 
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Accordingly, the obligations arising under an executory contract—for example, a contract 

to receive goods in exchange for paying cash—are not obligations to transfer an economic 

resource unless the contract is onerous.’ 

63 The proposed requirements do not explicitly state that levies are always transfers (non-

exchange transactions) and whether there could be cases where the payment of a levy 

would form part of an exchange transaction. 

64 IFRIC 21, which will be withdrawn if the proposed requirements are finalised, provides 

guidance on prepayments of levies (where for example legislation requires a levy to be paid 

in advance). IFRIC 21 requires an entity to recognise an asset if it has prepaid a levy but 

does not yet have a present obligation to pay that levy. 

65 However, IFRIC 21 does not address the accounting for the costs that arise from recognising 

a liability to pay a levy. Entities should apply other IFRS Standards (such as IAS 2 Inventories, 

IAS 16 Property, Plant and Equipment and IAS 38 Intangible Assets) to decide whether the 

recognition of a liability to pay a levy gives rise to an asset or an expense. 

EFRAG Secretariat analysis  

66 The EFRAG Secretariat notes that when commenting on IFRIC 21 some stakeholders 

informed the IASB that the ‘cost’ when paying a levy to operate in a certain market could 

be an asset – a license to operate in a market – could be a right (an intangible asset). These 

stakeholders noted that judgement would be needed in certain cases to determine 

whether an entity paying a levy receives an asset.  

67 The EFRAG Secretariat, however, notes that most stakeholders have informed that they 

(generally) consider levies to be non-exchange (non-reciprocal) transactions and thus 

implying that a levy would not give rise to stand-alone asset in its own right.  

68 The EFRAG Secretariat considers that with a payment for levies there is no exchange of 

resources. Levies3 typically involve a payment (such as payment for property taxes, 

commodity taxes and import duties) to a public authority (such as a government) without 

receiving anything in return from the counterparty. Therefore, under the proposed 

requirements one could argue that levies are transfers and not exchange transactions, and 

 

3 IFRIC 21 (BC9) defines a levy as “a levy is an outflow of resources embodying economic benefits that is 

imposed by governments on entities in accordance with legislation (ie laws and/or regulations), other than 

those outflows of resources that are within the scope of other Standards (such as income taxes that are 

within the scope of IAS 12)”.  
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therefore the payment of a levy, in itself, would not give rise to an asset as there is no clear 

link to future economic benefits.  

69 The EFRAG Secretariat also considers that the fact that the amount of a levy would be 

included in the cost of an asset will not in itself result in the payment of a levy being 

considered an exchange transaction. 

70 Under existing IAS 37, a provision is recognised for decommissioning costs. For example, a 

provision is recognised for the expected cost of dismantling an oil rig when the rig is 

constructed or installed. The proposed requirements do not change this requirement as 

illustrated in example 3 of the proposed implementation guidance. IAS 16 Property, Plant 

and Equipment requires that the cost of dismantling an asset and restoring the site (for 

example an oil rig) be included in the cost of the related asset (PPE) to the extent that such 

cost is recognised as a provision under IAS 37. Accordingly, currently a provision is 

recognised even when the costs are capitalised. 

71 Although, as noted in paragraphs 67 and 68 above, the EFRAG Secretariat understands that 

levies are typically transfer transactions (and therefore non-exchange transactions), this is 

not explicitly noted or explained in the proposed amendments and could give rise to 

different interpretations.  The EFRAG Secretariat therefore suggests EFRAG’s comment 

letter to include a recommendation to the IASB to further clarify whether/when a levy 

could be an exchange transaction.  Such guidance should also inform whether the costs to 

pay levy could give rise to a ‘right’ that should be recognised as a separate stand-alone 

asset and whether the obligation to pay a levy in the future is an executory contract.  

Questions for EFRAG FR TEG 

72 Do you agree with the EFRAG Secretariat analysis and recommendation noted in 

paragraph 71? If not, please explain why.  

Discount rates 

Risks and uncertainties—potential ‘double-counting’ 

The proposed requirements 

73 Paragraph 42 of the ED (and the current IAS 37) states that the risks and uncertainties that 

inevitably surround many evets and circumstances shall be taken into account in reaching 

the best estimate of a provision. 

74 Paragraph 47(b) of the ED states that the discount rate shall reflect ‘risks surrounding the 

amount or timing of the expenditure required to settle the obligation … if those risks are 

not reflected in the estimates off the future cash flows.’  
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Issue identified 

75 A few stakeholders have suggested that the proposed paragraph 47(b) of IAS 37 can lead 

to double counting. This paragraph requires reflecting the risks surrounding the amount or 

timing of the expenditure required to settle a provision in the discount rate, if these risks 

are not already reflected in the estimate of future cash flows. 

76 However, these stakeholders considered that paragraph 42 of IAS 37 (‘the risks and 

uncertainties that inevitably surround many events and circumstances shall be taken into 

account in reaching the best estimate of a provision’) requires reflecting the risks 

surrounding the amount or timing of the expenditure specifically in the estimate of future 

cash flows.  

77 Accordingly, these stakeholders are concerned that by allowing risks surrounding the 

amount or timing being reflected in the discount rate, when paragraph 42 requires those 

being reflected in the cash flows can result in the risks and uncertainties related to the 

timing and expenditure required to settle a provision being reflected in both the cash flows 

and in the discount rate. 

78 They suggest the IASB require reflecting only the time value of money, represented by a 

risk-free rate, i.e., proposed paragraph 47(a), in the discount rate, and explicitly state that 

the risks associated with the expenditure should be reflected only in the cash flows. 

EFRAG Secretariat analysis 

79 The EFRAG Secretariat does not consider that paragraph 42 of IAS 37 requires the risks 

surrounding the amount or timing of the expenditure required to settle a provision being 

reflected in the estimated cash flows. Paragraph 42 of IAS 37 refers to risks and 

uncertainties being taken into account in reaching the best estimate of a provision. 

Paragraph 36 of IAS 37 describes that the amount recognised as a provision shall be the 

best estimate of the expenditure required to settle the present obligation at the end of the 

reporting period. The EFRAG secretariat accordingly interprets the ‘best estimate’ to refer 

to a discounted amount, and not only the undiscounted cash flows. Therefore, the EFRAG 

Secretariat does not consider there being a risk of double counting. 

80 The EFRAG Secretariat accordingly recommends not reflecting this issue in EFRAG’s 

comment letter. 

Questions for EFRAG FR TEG 

81 Do you agree with the EFRAG Secretariat recommendation noted in paragraph 80?  
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Recognition of a gain when a provision is settled and becomes a financial liability covered by 
IFRS 9 

The proposed requirements 

82 It is proposed that IAS 37 would state that the rate used to discount provisions should not 

reflect non-performance risk–the risk that the entity will not settle the obligation 

(paragraph 47A). 

Identified issue 

83 EFRAG’s DCL notes that a day-2 loss could arise when a provision has been acquired in a 

business combination and subsequently will have to be measured following the proposed 

requirements of IAS 37 (and the changes in the measurement are not reflected in a 

corresponding asset). This happens as the fair value measurement required under IFRS 3 

would reflect non-performance risk in the discount rate, whereas this would not be the 

case under the measurement in IAS 37. 

84 Alongside the concern about the of a day-2 difference in relation with IFRS 3, a constituent 

raised the concern of a potential gain when a liability would move from being covered by 

IAS 37 to being covered by IFRS 9 Financial Instruments. When a provision would become 

a financial liability the measurement basis would be fair value (which would include non-

performance risk). Input collected suggests that there are differing views on whether this 

issue would arise or not. 

85 Firstly, the question raised a debate on whether and when a provision would become a 

financial liability under IFRS 9. Some constituents noted that a liability does not 

automatically become a financial liability under IFRS 9, even if it creates an obligation to 

pay a specific amount on a set date. A financial contract specifically refers to an obligation 

to pay under a contract. Another constituent used an example in the context of 

decommissioning to highlight the fact that you would not always move from IAS 37 towards 

IFRS 9. 

86 Secondly, the question arises on whether the amount to be discounted under IAS 37 should 

be the fair value of the financial liability that could arise when a provision is settled, or it is 

the actual cash outflows that would arise when settling that financial liability that should 

be discounted. 

EFRAG Secretariat analysis 

87 Under IFRS 9 a financial liability is defined as any liability that is: 

(a) A contractual obligation to deliver cash or another financial asset to another entity, 

or 
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(b) A contractual obligation to exchange financial instruments under conditions that are 

potentially unfavourable. 

88 Accordingly, if an entity is required to restore a site after use and decommissioning in 50 

years, a provision covered by IAS 37 is made for this obligation. The obligation is covered 

by IAS 37 as the exact amount is uncertain (but will be determined once the uncertainty is 

resolved). The entity expects that it will hire a third party to do the cleanup. It will measure 

the provision by estimating the amount it expects it will have to pay to the third party. In 

year 2X50, the entity will contract a third party to handle the cleanup. At this point, the 

provision to do the clean-up will be settled. Instead, a financial liability will be recognised 

upon entering into the contract with the third party. This liability will initially be measured 

at fair value (taking into account the non-performance risk of the entity). Depending on 

how the provision was discounted, a gain could arise when the provision is settled, and a 

financial liability is recognised as a result of different discount rates being used. 

89 The EFRAG Secretariat acknowledges that, depending on how the requirements on the 

amount to discount are interpreted, a gain could arise in a scenario as that illustrated in 

paragraph 88 above. The initial assessment of the EFRAG Secretariat is, however, that the 

number of circumstances a gain could arise would be low. 

90 Firstly, because many of the obligations that will initially be covered by IAS 37 do not 

become financial liabilities to be accounted for under IFRS 9. IAS 37 does thus not require 

a provision to be reclassified once its amount and/or timing become certain.  

91 Secondly, because in the cases where the this would happen, the remaining effect of the 

discounting would likely be minimal. 

92 The EFRAG Secretariat accordingly suggests EFRAG’s comment letter to state that the IASB 

should examine whether there would be more than an insignificant number of cases where 

a gain would be recognised as a result of the requirements. If this would be the case, either 

the requirements proposed in IAS 37 or the requirements in IFRS 9 should be reassessed to 

avoid such a situation. One approach the IASB could consider would be to state in IAS 37, 

that if a provision would be settled in a manner that would result in the entity incurring a 

financial liability, the amount that should be discounted should be the fair value of that 

financial liability and not the cash outflow. 

Questions for EFRAG FR TEG 

93 Do you agree with the EFRAG Secretariat recommendation noted in paragraph 92?  
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Transition requirements and effective date  

Concerns with the two exemptions to retrospective application should be applied from different 
accounting periods 

The proposed requirements 

94 The ED requires the proposals to be applied retrospectively, with two exceptions (one 

required and one optional): 

(a) A modified retrospective approach for changes in how to measure the cost of a 

provision (required). These changes should be applied: 

(i) only to obligations that exist on, or arise after, the beginning of the annual 

reporting period in which the entity first applies the amendment; and 

(ii) without restating comparative information. Instead, the entity recognises the 

cumulative effect of applying the amendment as an adjustment to the opening 

balance of retained earnings or other component of equity, as appropriate, at 

the date of initial application. 

(b) A simplified approach for changes in discount rates (option). Under this approach an 

entity could: 

(i) apply the amended requirements to restate the provision at the start of the 

first period for which it provided comparative information; and 

(ii) apportion the amount by which it adjusts the provision at that date between 

the related asset and retained earnings.  

Issue identified 

95 A few stakeholders considered that the differences between the transition requirements 

for the costs included in the measure of a provision and those for determining discount 

rates used to discount provisions could lead to confusion. This was due to the former being 

applied without restating comparative information, while the latter being applied, if so 

elected by an entity, at the transition date (i.e., the beginning of the first annual reporting 

period for which the entity provides comparative information). 

EFRAG Secretariat analysis 

96 The EFRAG Secretariat considers that the different recognition date for any adjustments to 

the measurement of provisions, following the proposed transition requirements, may 

reinforce the need to explain the proposed transition requirements, such as with an 

example on the approach for adjustments in the discount rates, as recommended in 

EFRAG’s DCL. 
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97 The EFRAG Secretariat notes that the proposed transition requirements on the costs are in 

line with the transition requirements for assessing whether a contract is onerous, and the 

transition requirements on the discount rate are in line with those in paragraph D21 of IFRS 

1 First-time Adoption of International Financial Reporting Standards, on decommissioning 

liabilities included in the cost of property, plant and equipment. 

98 IFRS 1 exempts first-time adopters from applying IFRIC 1 Changes in Existing 

Decommissioning, Restoration and Similar Liabilities for fluctuations in estimates of the 

cash outflows and market interest rates that occurred before the date of transition to IFRS 

Accounting Standards. Paragraph D21 of IFRS 1 sets out a simplified retrospective approach 

for an entity that chooses to use this exemption. 

99 The EFRAG Secretariat thus acknowledges that the proposed transition requirements are 

consistent with the IFRS accounting requirements stated in paragraph 98 above. However, 

the EFRAG Secretariat also notes that there may be some types of provisions that will be 

affected by both the proposed changes to the cost and the discount rate proposals. In those 

cases, the EFRAG Secretariat assesses that users would find helpful that only one reporting 

period would be affected by the impact of the proposals (rather than the comparatives 

would be affected by the new requirements related to the discount rate and the current 

figures by the requirements related to the cost to include when measuring a provision). 

100 Therefore, the EFRAG Secretariat recommends mandating the application of the transition 

requirements at a single date. Whether this date should either be the transition date or the 

date of initial application of the requirements, would depend on the effective date.   

Questions for EFRAG FR TEG 

101 Do you agree with the EFRAG Secretariat recommendation in paragraph 100? 

Guidance on implementing IAS 37 

Issues identified 

102 Many constituents appreciate the changes to the Implementation Guidance, especially the 

structured fact patterns in a table focusing on three key conditions: Obligation, Transfer, 

and Past-Event. These are helpful for analysis and familiarisation with the standard. 

103 However, during outreach, several concerns were raised, including the need for greater 

clarity and consistency in interpreting the proposed requirements. Key issues include the 

items listed below.  

104 Opportunities for improving language and precision: Some constituents have criticised 

imprecise language, particularly terms like ‘society at large’ which create ambiguity 
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regarding third parties. For example, examples 2A, 2B, 12, 13A, 13B, 13C, and 14 refer to 

government action ‘on behalf of society’, while Example 6 only mentions factory workers, 

narrowing the scope. Example 7 also remains unclear about whether training is conducted 

to comply with regulations or to gain benefits. Also, it should be clarified who the 

counterparty is, particularly in Example 6—Legal requirement to fit smoke filters. This 

example is unclear as to whether it describes the obligation towards the factory 

workers/government or the party delivering and installing smoke filters. 

105 Clarity in the distinction between actions and measurement bases: Many constituents 

have raised concerns over inconsistencies in applying criteria for obligations triggered by 

ownership or activities regarding the illustrative examples 13A, 13B, and 13C. The 

distinction between actions that trigger obligations and those that affect the measurement 

of obligations is unclear. In all three cases, it's difficult to determine whether the activities 

described should be considered as distinct actions or merely as bases for measuring the 

obligation:  

(a) Example 13A considers revenue generation as an action, but it could also be seen as 

a measurement basis, depending on the levy conditions. 

(b) Examples 13B and 13C raise similar concerns about whether activities during the 

reporting period (e.g., operating as a bank) should be considered as separate actions 

triggering obligations, or if they are part of the obligation measurement process. 

(c) The guidance should clarify how specific mechanisms trigger obligations and how to 

distinguish these from mere measurement factors. Furthermore, a clearer 

distinction between actions and measurement bases is necessary, as the current 

examples blur this line. 

(d) Although measurement is not the central topic of this discussion, the accounting for 

emission rights it is still a prevalent issue among constituents. One constituent thus 

wanted more clarity on how to measure a provision that can be settled either by a 

transfer of emission rights or by incurring a future incremental cost, for example, by 

consuming green fuel (and thereby receiving emission rights). The cost of the green 

fuel would be higher than that of conventional fuel. In this context, how should the 

cost of the provision be measured?  

106 Providing clearer boundaries with other standards: One constituent highlighted the fact 

that some examples seem to overlap with other standards, raising concerns about 

unintended consequences and the need for clearer boundaries.  
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107 For example: Example 5B, regarding penalties payable to customers, potentially overlaps 

with IFRS 15.  

108 Further, examples 5A and 5B address termination benefits, but while IAS 19, paragraph 

165, provides guidance on the timing and recognition of termination benefits and refers to 

IAS 37 for restructurings, IAS 37 itself does not reference IAS 19, creating a gap in 

understanding. One constituent suggests adding a reference to paragraph 165 of IAS 19 in 

the new proposed paragraph 80A of the Exposure Draft. Additionally, this would be an 

opportunity for the IASB to consider unifying the provisions of IAS 19 and IAS 37 concerning 

termination benefits. The current differences between the two standards on the timing of 

liability recognition results in challenges for stakeholders and may not provide useful 

information for users. For example, a restructuring plan focused solely on termination 

benefits could be recognized at different times depending on whether it is evaluated under 

IAS 19 or IAS 37. 

109 Example 11B, involving repair and maintenance, could be interpreted as overlapping with 

IFRS 9 regarding economic benefits from services. Clearer distinctions between these 

standards are needed. 

110 Opportunity for further development and additional illustrative examples to enhance 

clarity: One constituent noted that the current illustrative example only addresses the 

conditions being met without considering the financial impact. Some stakeholders have 

expressed a desire for more examples to clarify specific issues; such as how to measure 

expenditures related to litigation or internal carbon credits. Additionally, clearer 

explanations for examples involving legal obligations, like staff training or aircraft 

maintenance, would be helpful, especially for cases with interim considerations. 

111 To improve the explanations of Examples 13A and 13B, one suggestion is to enhance the 

distinction between actions and measurement bases by expanding on some of the 

proposed examples. This could involve adding an alternative scenario with slightly modified 

fact patterns to illustrate how a different conclusion might be reached based on those 

changes. For instance, if a base scenario concludes that two separate actions are involved, 

the alternative scenario could explore how a different set of facts might lead to one of 

those actions being considered just a measurement basis. 

EFRAG Secretariat analysis 

112 The EFRAG Secretariat suggests dealing with the input mentioned above as follows: 
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(a) Not to reflect the comments on using the term ‘society at large’ in EFRAG’s comment 

letter. This term is also used in the Conceptual Framework (see paragraph 104 

above). 

(b) Reflecting the comment that Example 6—Legal requirement to fit smoke filters 

should be clearer on the counterparty of the different obligations discussed (the 

factory workers/government or the party delivering and installing smoke filters) (see 

paragraph 104 above). 

(c) To reflect the comment on the distinction between actions that trigger obligations 

and those that affect the measurement of obligations. EFRAG’s DCL argued that 

uncertainties could result from the proposals of the ED on what affects recognition 

and what affects measurement. EFRAG’s comment letter could add that additional 

guidance on this could be supported by considering this aspect in some of the 

examples provided in the Guidance on implementing IAS 37. 

(d) Not to further reflect the interaction with IAS 19, but to mention possible interaction 

with IFRS 15. EFRAG’s DCL already refers to the interaction with IAS 19 when 

commenting on Example 5A and Example 5B. It could be added that there could also 

be an interaction with IFRS 15. 

(e) To suggest the IASB adding an example on how to determine the cost of a provision 

relating to carbon credits. The EFRAG Secretariat, however, notes that the IASB will 

probably consider this to be outside the scope of the targeted improvements. 

Nevertheless, it is an issue that has been brought up by several constituents. The 

EFRAG Secretariat does not suggest adding many additional examples. In the view of 

the EFRAG Secretariat the request for many additional examples would instead be 

mentioned as an argument for the requirements being clarified. 

Question for EFRAG FR TEG 

113 Does EFRAG FR TEG agree with the suggestions included in paragraph 112 above? 

Additional issues 

114 The Appendix includes additional issues and the suggestions of the EFRAG Secretariat on 

how to address these. 

Question for EFRAG FR TEG 

115 Does EFRAG FR TEG agree with the suggestions of the EFRAG Secretariat on the manner 

to reflect the issues listed in the Appendix?  
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Approach to recognition of provisions 

116 Based on the input collected and the previous discussions of EFRAG FR TEG, the EFRAG 

Secretariat considers that EFRAG’s comment letter to the proposals in the ED on the 

present obligation recognition criterion could be: 

(a) Disagreeing with the proposals and instead preferring the current requirements as 

reflected in IFRIC 21. This would mean that a provision for a levy only exists when an 

entity has taken all the necessary actions for having to pay a levy (in the future) are 

met. This view was one of the views reflected in EFRAG’s DCL. 

(b) Agreeing with the approach taken in the ED but requesting some clarifications. This 

would mean that a provision for a levy exists when the entity has taken at least one 

of the necessary actions for having to pay a levy and it has no practical ability to avoid 

taking the remaining necessary actions (if an entity has an obligation to transfer an 

economic resource only if a measure of its activity in period exceeds a specific 

threshold, the action that meets the past-event condition is the activity that 

contributes to the total activity on which the amount of the transfer is assessed). 

(c) Disagreeing with the proposals and instead preferring an approach which would 

consider a periodic levy to represent a cost of having operated in a period, even if 

the levy would only depend on, for example, the value of the entity’s assets or 

liabilities on a given date.  This approach would reflect the criticism of IFRIC 21. This 

approach could also mean another distinction between measurement and 

recognition than that proposed in the ED for levies. So, if an entity would have 

completed all the actions need for it to have to pay a levy by 31 December 20X2, but 

the levy may depend on the amount of revenue earned in 20X1, a provision would 

only start accumulating in 20X2 (from 1 January 20X2) but be measured based on 

the revenue in 20X1. Under this approach, the levy would be considered a cost of 

having operated in a period. It could be argued that recognising such a provision 

would be consistent with the Conceptual Framework. According to the Conceptual 

Framework, a present obligation exists as a result of past events only if: 

(i) the entity has already obtained economic benefits or taken an action; and 

(ii) as a consequence, the entity will or may have to transfer an economic 

resource that it would not otherwise have had to transfer. 

It could thus be argued that the entity is receiving economic benefits as it operates, 

and operating in a period would mean that it would not have a practical ability to 

avoid paying the levies related to the period (even if these would be contingent on 
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the entity operating on, for example, the last date of the period and/or be based on, 

for example, the value of an entity’s assets or liabilities). 

The approach could result in both earlier and later recognition of a provision for a 

periodic levy compared to the proposals included in the ED. For example, if a levy 

would be based on the value of an asset held by the entity on 31 December 20X0 

and the number of months the entity is operating in 20X1, the ED could result in a 

provision for the levy being recognised on 31 December 20X0. Under the suggested 

approach a levy would be recognised as the entity would be operating in 20X1 (thus 

later than under the proposals included in the ED). On the other hand, if a levy would 

be based on the value of an asset the entity is holding on 31 December 20X1, the ED 

could result in the provision being recognised on 31 December 20X1 whereas under 

the suggestion, it would accumulate from 1 January 20X1 to 31 December 20X1.  

The suggested approach should only be specified for periodic levies. Ad hoc levies 

and other types of provisions could be accounted for following the proposals of the 

ED.  

 Questions for EFRAG FR TEG 

117 Some EFRAG FR TEG members have previously expressed which of the outlined answers 

included in paragraph 116 they would prefer. However, in order for the EFRAG 

Secretariat to prepare a suggested final comment letter for the March 2025 EFRAG FR 

TEG meeting, the EFRAG Secretariat would need to know the position of all members. 

118 Does EFRAG FR TEG have other views on the proposals included in the ED on the present 

obligation recognition criterion than those outlined in paragraph 116 above? If so, what 

are your view? 

119 What is the view of EFRAG FR TEG on the present obligation recognition criterion 

included in the ED? 
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Appendix: List of identified issues.  

In the appendix, the EFRAG Secretariat provides a list of other potential issues brought to the attention of the EFRAG Secretariat and the EFRAG Secretariat’s recommendations on 

whether, and if so how, they should be addressed in the comment letter. Issues have been placed in the appendices if they have been considered to be a of less importance than those 

included in the main paper, or the issues have already been considered by EFRAG in its DCL. 

Question 1 – Present obligation recognition criterion 

Feedback collected EFRAG Secretariat’s considerations 

Obligation condition 

Para 14C: One stakeholder noted that a provision could also arise without the entity performing an action 

or receiving economic benefits 

The EFRAG Secretariat agrees that a provision of an 

entity could arise from, for example, the entity not 

doing what it is supposed to do. However, EFRAG 

considers this to be covered by the description in 

paragraph 14D of the action the entity could take (e.g. 

causing harm to another). The EFRAG Secretariat 

accordingly suggests not reflecting this comment in 

EFRAG’s comment letter.  

Para 14D: the economic benefits or action taken. Some stakeholders questioned the need to the reference 

‘obtaining specific economic benefits’ because IAS 37 does not apply to exchange transactions, unless they 

are onerous as outlined in 14L.  

IAS 37 is interpreted by many to include transactions 

that result from exchange transactions that are no 

longer executory (e.g. variable royalty fees to be paid 
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in bitcoins). As such, the Secretariat does not oppose to 

the language used in the ED. 

Para 14E: obligation owed to another party. Some stakeholders questioned the definition of another party 

that includes ‘society at large’ noting the lack of clarify of the definition. 

The Secretariat notes that the term ‘society at large’ is 

used in the Conceptual Framework (paragraph 4.29) 

and in this sense, the ED follows one of its objectives: 

aligning the guidance with the CF.  

Para 14F: an entity has no practical ability to avoid discharging a responsibility in case of a legal or 

constructive obligation. Concerns were raised with regard to the following:  

(a) There is a need to harmonise the notion of ‘significantly worse’ as examples 13A, 13B and 14 

use the term ‘more adverse’ instead; 

(b) Having the ‘no practical ability to avoid’ test in two different aspects of the proposed 

amendments (within paragraphs 14B(c)-14F and 14Q) can be confusing. 

(c) Judgement and uncertainty related to the interpretation of ‘valid expectation’ with regard to 

the constructive obligation, which could arise from various parties and for various situations.  

The EFRAG Secretariat suggests including in EFRAG’s 

comment letter the use of a consistent terminology 

(e.g. ‘significantly worse’ or ‘more adverse’, but not 

both). [Should EFRAG FR TEG members have a 

preference for one of the terms, that can be included 

in the comment letter] 

The EFRAG Secretariat notes that the dual use of ‘no 

practical ability to avoid’ test is aligned with the 

requirements of the Conceptual Framework and 

therefore in line with the project’s objectives. 

However, the EFRAG Secretariat suggests that EFRAG’s 

comment letter express the view that it probably could 

be helpful to amend also the Conceptual Framework to 
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use a different terminology for the two different 

circumstances.   

The Secretariat notes that the ‘valid expectation’ 

notion is already used in current IAS 37 to define the 

constructive obligation and as such, the ED’s proposal 

does not change the requirement. Further, the 

Secretariat notes that additional clarification, if 

needed, can be found in the Conceptual Framework 

(paragraph 4.31).  

Transfer condition  

Para 14I: the nature of the entity’s obligation is to transfer an economic resource. Stakeholders suggested 

to clarify that the ‘economic resource’ concept applies to both assets and expenses.  

The Secretariat suggests that the IASB clarify that the 

transfer of a service qualifies as a transfer of an 

economic resource immediately consumed by the 

receiver.  

Past event condition 

Para 14O and 14Q: some stakeholders expressed concern with the unintended consequences of the 

proposals in paragraph 14O (potential earnings management) and its potential contradiction with 

paragraph 14Q.  

The EFRAG Secretariat notes that EFRAG’s DCL already 

comment on the problems of distinguishing between 

when an entity is performing an activity or a set of 

actions. As an additional issue brought forward at 
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outreach activities is the uncertainty on how to apply 

the requirements if the first action would be covered 

by 14Q and the second action by 14O (e.g. if you have 

to pay a levy on a property owned on 31 December 

20X1, but the amount would depend on how many 

months you operate in 20X2). The EFRAG Secretariat 

suggests adding this additional issue to its comment 

letter. 

 

Para 14Q: some stakeholders questioned the extent of time over which the requirement is to be assessed. 

For example, if an entity needs to pay a levy based on the amount of a balance sheet item (i.e., commission 

on the deposits held by a bank), and the balance sheet item is expected to exist over a number of future 

years, does an entity needs to account for all years? (i.e., 3-year deposit which will likely give rise to a 

commission for each of the years). In other words, if an entity has taken the first action (accepting the 

deposit) and has no practical ability to avoid taking all remaining actions (holding that deposit in years 1,2, 

and 3), does an entity need to account for a levy in all years when the first action is taken?  

The EFRAG Secretariat suggests not including the 

particular example. The example could resemble the 

ones included in paragraph 17. The issue is whether the 

action of taking a deposit is a necessary action in 

respect to having to pay a levy, and that issue is 

addressed above.  

Para 14Q: some stakeholders question the conceptual underpinning outlined in BC15 of the ED, noting 

that IAS 19 and IFRS 2 apply to reciprocal transactions, whereas IAS 37 apply mostly to nonreciprocal 

transactions such as levies. Similarly, BC17 seem inconsistent with the current requirements for variable 

The Secretariat acknowledges that there might be a 

perceived inconsistency between BC17 and the 

accounting for variable leases and variable or 

contingent consideration. The Secretariat further notes 
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lease payments and variable or contingent considerations which are still not accrued until the payment 

becomes due.  

that EFRAG’s discussion paper on the accounting for 

variable consideration outlined the existing diversity in 

practice and the lack of general requirement. As there 

is no general requirement for variable consideration, 

BC17 cannot be said to be generally inconsistent with 

how variable consideration is accounted for. The 

EFRAG Secretariat accordingly suggests not including 

the raised concern on this topic in its comment letter. 

Other matters 

Restructuring: some stakeholders expressed regret that the IASB did not seize the opportunity of this 

targeted amendment project to improve the connection between IAS 37 and IAS 19 regarding termination 

benefits. 

Paragraph 165 of IAS 19 sets out a direction regarding timing and recognition for termination benefits and 

references IAS 37 for restructuring, however IAS 37 does not reference IAS 19 that would allow the reader 

to take note of the prescriptions. The stakeholders suggest that the clarifications provided by the new 

proposed paragraph 80A in the Exposure Draft be complemented by a reference to paragraph 165 of IAS 

19. 

Furthermore, there was a call for IASB to consider the possibility of unifying under a single principle the 

provisions of IAS 19 and IAS 37 regarding the recognition of termination benefits. The differences between 

the two standards on the timing of the recognition of liabilities represent a recurring source of difficulties 

The EFRAG Secretariat notes that EFRAG’s DCL already 

notes the relationship between IAS 37 and IAS 19. The 

Secretariat proposes to expand the comments included 

in the DCL with additional considerations outlined by 

the stakeholders with regard to this issue.  

https://www.efrag.org/sites/default/files/2023-11/EFRAG_DP_Variable_WEB.pdf
https://www.efrag.org/sites/default/files/2023-11/EFRAG_DP_Variable_WEB.pdf
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for preparers, without necessarily resulting in useful information for users. For example, a restructuring 

plan consisting solely of termination benefits could be recognized at different dates, depending on 

whether it is analysed under IAS 19 or IAS 37. 

Uncertainty about current obligation criterion: para 15-16 of IAS 37 deal with cases where there is 

uncertainty about the current obligation criterion, those are referred to as "rare". Some stakeholders 

observed that although the reference of "rare" is considered relevant it might be challenging to assess 

what is rare and suggested replacing the "rare" in paragraph 15-16 with "in certain cases".  

The Secretariat acknowledges the concern. The 

secretariat suggests listing it as an additional issue in 

EFRAG’s comment letter. However, the issue may be 

outside of the scope of the ED by the IASB.  

Assessment of probability: some stakeholders suggested to clarify how to implement the concept of 

probability when it applies to many events, as in Example 1 on Guarantees, or to a limited number of 

events, or even a single event, as in Example 10 on Lawsuits. This clarification would be useful to bridge 

the gap between the illustrative examples and the normative provisions related to statistical approaches. 

The Secretariat acknowledges the concern. The 

Secretariat suggest listing it as an additional issue in 

EFRAG’s comment letter. However, the issue may be 

outside of the scope of the ED. 

 

Question 3 – The rate to be used to discount future expenditure to their present value and related disclosure requirements 

Feedback collected EFRAG Secretariat’s considerations 

Discount rate disclosures: Following outreach efforts, one constituent expressed concern about the 

revised disclosure requirements, which are seen as overly broad and open to interpretation, making it 

unclear what should be included and how it should be presented. Additionally, companies with multiple 

subsidiaries may face challenges in determining which information should be included. There is also 

concern that complying with these requirements will result in higher costs for companies. 

EFRAG’s secretariat recognises this issue related to the 

current amendments. While companies must assess 

which information is material. However, the EFRAG 

Secretariat suggests including in EFRAG’s comment 

letter that further guidance on possible approaches—

such as including ranges, averages, or similar 

methods—could be helpful as including ranges might 
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not be considered to be aligned with the proposed 

requirements. 

 


