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This paper has been prepared by the EFRAG Secretariat for discussion at a public meeting of EFRAG FRB. 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) 

Cover note 

Objective 

1 The objective of the session is to finalise and approve EFRAG’s comment letter (‘FCL’) in 

response to the IASB’s Exposure Draft Provisions – Targeted Improvements (‘the ED’). 

Structure and agenda papers 

2 This cover note includes the following sections: 

(a) Agenda papers for the session;  

(b) Background;  

(c) Summary of EFRAG FR TEG recommendations; 

(d) Questions to EFRAG FRB; 

(e) Appendix 1 – summary of the comment letters received since the EFRAG FR TEG 

meeting in which EFRAG FR TEG decided on its recommendation to the EFRAG FRB 

on EFRAG’s FCL. 

Agenda papers for the session 

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

(a) Agenda paper 09-02 – Final comment letter (draft); 

(b) Agenda paper 09-03 – Final comment letter (draft) (changes compared with EFRAG’s 

Draft Comment Letter are marked (except for Question 1, as this answer has been 

significantly redrafted). 

Background 

4 The IASB published its Exposure Draft IASB/ED/2024/8 Provisions – Targeted 

Improvements, Proposed Amendments to IAS 37 on 12 November 2024 with the objective 

https://www.ifrs.org/content/dam/ifrs/project/provisions/2024-ed/iasb-ed-2024-8-provisions-ti.pdf
https://www.ifrs.org/content/dam/ifrs/project/provisions/2024-ed/iasb-ed-2024-8-provisions-ti.pdf
https://www.ifrs.org/content/dam/ifrs/project/provisions/2024-ed/iasb-ed-2024-8-provisions-ti.pdf
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of marking three targeted improvements to IAS 37 Provisions, Contingent Liabilities and 

Contingent Assets:  

(a) aligning the liability definition and requirements for identifying liabilities in IAS 37 

with the Conceptual Framework for Financial Reporting; 

(b) clarifying which costs to include in the measure of a provision; and 

(c) specifying whether the rate at which an entity discounts a provision should reflect 

the entity’s own credit risk. 

5 EFRAG published a draft comment letter (‘DCL’) on the proposals on 20 December 2024. In 

the DCL EFRAG presented arguments both in favour and against the direction proposed in 

the ED affecting the recognition of a provision. EFRAG tentatively supported the rest of the 

ED proposals albeit additional recommendations and requests for clarification on some 

aspects of the ED. The deadline for commenting on EFRAG’s DCL was 25 February 2025. 

6 At the same time as EFRAG issued its DCL, EFRAG requested to extend the comment period 

of the ED considering that further analysis is needed to better assess whether the proposals 

are sufficiently clear and will not result in any unintended consequences. At its January 

2025 meeting, the IASB considered EFRAG’s request, however, decided to retain its original 

120-day comment period. Therefore, the consultation deadline for this ED remains 12 

March 2025. Considering the current planned Secretariat’s activities and EFRAG FR TEG and 

FRB sessions, EFRAG’s final comment letter will be provided to the IASB after the deadline.   

7 At its meeting on 11 March 2025, EFRAG FR TEG considered the comment letters received 

in response to EFRAG’s DCL and input collected by EFRAG at outreach events and through 

surveys. The discussion of the EFRAG FR TEG was based on a paper summarising the various 

input received and the suggestions of the EFRAG Secretariat on how to reflect this input in 

EFRAG’s FCL. 

8 Since the FR TEG meeting, EFRAG received additional 4 comment letters: one from a 

preparer organisation and three from National Standard Setters. The summary of this 

additional feedback is presented in the Appendix 1 to this paper.  

9 The EFRAG Secretariat considers that the majority of issues or matters raised in the 

additional 4 comment letters were already considered and / or are already addressed in 

the (draft) final comment letter recommended by EFRAG FR TEG to EFRAG FRB for 

approval. The EFRAG Secretariat notes that the late comment letters include additional 

examples of issues the IASB should consider (particularly in relation to the proposed 

Guidance on implementing IAS 37), however, these comments do not reflect a 

disagreement with the content of EFRAG’s draft FCL and the issues will be brought to the 

https://www.efrag.org/sites/default/files/sites/webpublishing/SiteAssets/Draft%20Comment%20Letter%20on%20Provisions%20ED.pdf
https://www.efrag.org/sites/default/files/sites/webpublishing/SiteAssets/Letter%20to%20the%20IASB%20-%20extending%20the%20comment%20period%20on%20the%20ED%20Provisions.pdf
https://www.efrag.org/system/files/sites/webpublishing/Meeting%20Documents/2411141011394573/04-02%20Analysis%20of%20comment%20letters%20and%20input%20from%20outreach%20realted%20to%20EFRAG%20DCL%20on%20ED%20-%20%20FR%20TEG%2025-03-11.pdf
https://www.efrag.org/system/files/sites/webpublishing/Meeting%20Documents/2411141011394573/04-02%20Analysis%20of%20comment%20letters%20and%20input%20from%20outreach%20realted%20to%20EFRAG%20DCL%20on%20ED%20-%20%20FR%20TEG%2025-03-11.pdf
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attention of the IASB as the late comment letters have also been submitted to the IASB. 

The EFRAG Secretariat does therefore not propose any changes to the FCL as 

recommended by EFRAG FR TEG with respect to the comments included in the late 

comment letters.  

Summary of EFRAG FR TEG recommendations  

10 At its 11 March 2025 meeting, EFRAG FR TEG considered the feedback provided by 

constituents through comment letters and various outreaches conducted by the EFRAG 

Secretariat in response to EFRAG’s Draft Comment Letter and recommended the (draft) 

final comment letter (FCL) for EFRAG FRB’s approval.  

11 EFRAG FR TEG comments and considerations included, but were not limited to, the 

following key matters:  

(a) EFRAG FR TEG disagreed with the Secretariat’s suggestion (based on the EFRAG FRB’s 

tentative decision made at its February 2025 meeting) to split the project into two 

parts, one focusing on the recognition criteria and another one dealing with the rest 

of the proposals. EFRAG FR TEG deemed that EFRAG’s FCL should provide comments 

and suggestions (i.e., field tests) but recommending the IASB specific ways to 

organise their workplan (i.e., splitting the project) goes beyond the scope of a 

comment letter. Instead, EFRAG FR TEG recommended to suggest in the FCL that the 

IASB could consider whether it would be possible, in order to have some 

improvements in financial reporting in the short run, to introduce some changes 

earlier than other changes.  

(b) Further, EFRAG FR TEG recommended to abstain from discussing the effects of the 

proposals (as tentatively decided by the EFRAG FRB in February 2025) but focus on 

the fact that the requirements should be conceptually grounded and sound. EFRAG 

FR TEG thus decided not to include the paragraphs below suggested by the EFRAG 

Secretariat: 

In relation to the aim of changing the timing of recognition of some provisions as 

stated in IN3 of the ED, EFRAG welcomes the withdrawal of IFRIC 21 Levies. Input 

received from users when IFRIC 21 was issued was that the IFRIC 21 requirements did 

not result in the most useful information. As noted in EFRAG’s endorsement advise on 

IFRIC 21, levies are often regarded as a charge that relates to a period of time, and 

many believe that a progressive recognition of an expense would be better 

understood by users. 

While EFRAG thus appreciates the withdrawal of IFRIC 21, EFRAG notes that the ED 

does not address (completely) the concern expressed in relation to IFRIC 21. Some 



Provisions–Targeted Improvements (Proposed amendments to IAS 37) 

EFRAG FRB meeting 27 March 2025 Paper 09-01, Page 4 of 15 
 

types of levies that are currently recognised at a point in time, will also be recognised 

at a point in time under the proposals of the ED (although some provisions may be 

recognised earlier). In addition, some levies that may currently be recognised over a 

period of time may be recognised at a point in time under the proposals (for example, 

some levies that would depend on the entity holding an asset on 31 December 20X1, 

but where the amount to be paid would depend on how many months the entity 

would be operating in 20X2, might be affected). 

(c) Lastly, EFRAG FR TEG considered unintended economic effects of the proposals of 

the ED. EFRAG FR TEG noted that a constituent operating in the financial industry 

was concerned that the proposals could weaken financial institutions’ negotiating 

power when negotiating levies with local governments. The proposals would result 

in earlier recognition of some levies. As acknowledged in EFRAG’s DCL the details of 

a levy (e.g. the percentage that will be used) may not be agreed in advance, but 

would have to be negotiated between the government and affected entities. Under 

the ED, if the levy will be based on e.g. earnings figures of the past, the entity may 

have to recognise a provision as it is earning revenue. The provision would be based 

on the percentage the entity would expect it would have to pay. However, 

recognising an expected amount may worsen an entity’s negotiation position. The 

EFRAG Secretariat asked EFRAG FR TEG whether an exception should be introduced 

for the presentation and disclosure of provisions that can be expected to seriously 

impair the position of the entity in a negotiation on the subject matter of the 

provision, similar to paragraph 92 of IAS 37 (which allows an entity not to provide 

disclosures if it can be expected to prejudice seriously the position of the entity in a 

dispute with other parties on the subject matter of the provision). EFRAG FR TEG, 

however, did not think that such an exception should be introduced as expanding 

the limited scope of paragraph 92 of IAS 37 could have unintended consequences as 

similar logic could be applied to various aspects of the financial statements.  

Questions for EFRAG FRB 

12 Does EFRAG FRB agree with EFRAG Secretariat's recommendation in paragraph 9 above? 

13 Does EFRAG FRB has any questions or comments on the (draft) comment letter (agenda 

paper 09-02a)?  

14 Does EFRAG FRB approve EFRAG’s (final) comment letter?  
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Appendix 1 – Summary of the comment letters received after EFRAG FR 
TEG meeting of 11 March 2025  

15 Four respondents submitted their comment letters to EFRAG after EFRAG FR TEG’s meeting 

on 11 March 2025. These letters were accordingly not considered by the EFRAG FR TEG. 

The letters are available on the project website (CL013—CL016). A summary of the 

comments provided in these comment letters is provided below. 

Question 1 – Present obligation recognition criterion  

16 Four respondents submitting their comment letters after EFRAG FR TEG’s meeting 

generally supported the targeted improvements as proposed by the IASB, including aligning 

the definition of liability of IAS 37 with the Conceptual Framework, however, raise a 

number of concerns:  

(a) Three respondents were concerned by the complexity in the application of the 

proposals related to the recognition of a provision, potential unintended 

consequences on other areas (for example, the application of the proposed 

amendments to transactions which may have limited guidance (such as contingent 

consideration payable)), increased diversity in practice stemming from unclear 

requirements subject to interpretation and/or increased use of management 

judgement. Two of these respondents called for additional field tests before 

finalising the requirements. (EFRAG’s draft FCL includes a list of issues the IASB 

should consider and also emphasise the need for field tests of the clarified 

requirements. EFRAG’s draft FCL also mentioned the issue on variable 

consideration). 

(b) Definition of a legal obligation and completeness of legal obligation requirements in 

light of the economic consequences criterion (practical ability to avoid) and potential 

unintended consequences were raised by three respondents. These respondents 

were concerned that an entity would not recognise any provision if the economic 

consequences of not fulfilling a legal obligation are anticipated to be less or equal to 

the costs of fulfilling it. (EFRAG’s draft FCL includes a similar comment).  

(c) One of the respondents further noted that the definition of a legal liability as ‘the 

other party has a legal right to act against the entity’ may delay the recognition of 

the provision because there are cases where it is up to the court to decide if the 

other party has a legal right or not. (EFRAG’s draft FCL does not include this 

comment, which was also presented at a meeting of the EFRAG FIWG. The 

uncertainty regarding whether there is a legal obligation could follow the general 

https://www.efrag.org/en/projects/provisions-targeted-improvements-to-ias-37/exposure-draft-consultation?page=documents
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guidance included in IAS 37 on uncertainties related to the conditions related to the 

present obligation criterion). 

(d) One respondent was concerned with the notional of ‘mechanism’ and potential 

misinterpretation related to the use of conditional terms in the ED, suggesting that 

the requirements should indicate that there are only two possibilities – legal or 

constructive mechanisms. (A similar comment is included in EFRAG's draft FCL). 

(e) Two respondents noted that the criterion of economic consequences of not 

discharging the responsibility is relevant to the case of a constructive obligation (a 

similar comment is included in EFRAG's draft FCL), and one of them noted that legal 

right should be a sufficient criterion to conclude that there is an obligation (without 

additional assessment of economic consequences) (a similar comment is included in 

EFRAG's draft FCL).  Further, one respondent disagreed that the ‘significantly worse’ 

indicator be incorporated within the definition of liability itself (paragraph 14F of the 

ED). In this respondent’s view, the magnitude of the consequences should be 

addressed as part of the materiality and measurement considerations instead. 

Moreover, this respondent questioned how to reconcile the term ‘significantly 

worse’ with the requirements on the measurement of onerous contracts using the 

concept ‘least net cost’ and questions whether the term ‘worse’ (instead of 

significantly) might be better placed. (Similar comments are included in EFRAG’s 

draft FCL, with the exception of the issue mentioned related to the onerous contract 

issue). 

(f) Two respondents noted that the assumption that an entity has no practical ability to 

avoid taking an action if it prepares its financial statements on a going concern basis 

and application of this requirement needed further clarification. The respondents 

noted the situations where an entity is a going concern, at consolidated level, 

however a provision may relate to a discontinued activity (business, segment, 

market, subsidiary…) Both respondents suggested including additional clarification 

and examples (including where an entity has the practical ability to avoid discharging 

a responsibility). (EFRAG’s draft FCL includes a comment on how to apply the going 

concern guidance included in the ED for consolidated financial statements.)  

(g) One respondent indicated concerns that the paragraph 14O is not workable in 

isolation. The requirement is further clarified by paragraphs 14P,14Q and 14R, 

however, without clear guidance on how these paragraphs interact with each other 

and what takes precedence. (Similar comments included in EFRAG’s draft FCL, 
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however, the respondent included examples that are not included in EFRAG’s draft 

FCL). 

(h) Clarify/consist use of the terms in the ED was raised by one respondent, suggesting 

aligning the term used in the ED to the Conceptual Framework (CF) para 4.34  quoting 

‘economic consequences significantly more adverse’ (EFRAG’s draft FCL comment on 

a similar inconsistency in the wording between the ED and the proposed Guidance 

on implementing IAS 37).  

(i) The distinction between an obligation to transfer economic resources and an 

executory contract, as the drafting of paragraph 14L is perceived as confusing. One 

respondent suggested incorporating paragraph 4.39 of the CF instead. (This is not 

reflected in EFRAG’s draft DCL (the EFRAG Secretariat notes that the examples 

included in paragraph 4.39 of the CF also includes transfers that would not be 

covered by IAS 37)).  

(j) One respondent noted that in some of the examples in the IG, the conclusion 

depends on whether the entity has received an economic benefit or not. However, 

in several examples, it is unclear what the IASB considers to be an economic benefit. 

As such, this respondent suggested that more attention is given to the economic 

benefit concept in the examples. (EFRAG FR TEG has discussed economic benefits 

(exchanges versus transfers) in relation to levies only. EFRAG’s draft FCL does 

accordingly not reflect this comment). 

(k) One respondent noted that the probability shall be disregarded when assessing 

whether the definition of a liability is met, even if there is an uncertainty about 

whether the present obligation criterion is met. (This comment is not reflected in the 

EFRAG’s draft FCL). 

17 With regard to the withdrawal of IFRIC 21, three respondents welcomed the ED’s proposals, 

as it is deemed to address one of the major problems caused by the approach adopted in 

IFRIC 21 and would achieve the intended proportionate accumulation of a provision. 

Despite IFRIC 21 being effective for a number of years and various stakeholders being 

accustomed to its provisions, one respondent assessed that, on balance, the benefits 

associated with the ED proposals would outweigh the costs related to the disruption of the 

current practice established under IFRIC 21.  

18 One respondent stated that the ED intermixes the definition of a liability (14(a)) and the 

recognition criteria (14(b) and (c)). This respondent suggested moving forward paragraphs 

14A-14U and 15-16 as elaborations of the definition of a provision. Thereafter, the 
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respondent suggested having the recognition criteria requirements limited to: (i) it is 

probable that the entity will be required to transfer an economic resource to settle the 

provision, and (ii) a reliable estimate can be made of the amount of the provision. (EFRAG’s 

draft FCL includes a similar recommendation). 

Question 2 – Measurement – Expenditure required to settle an obligation 

19 All four respondents generally agreed with the proposed amendments to the expenditure 

required to settle a provision. 

20 Three respondents (the preparer organisation and two National Standard Setters) 

suggested adding examples of costs included in the measurement of a provision, 

particularly in relation to the allocation of costs in a court case (e.g., in-house legal costs, 

legal fees, fines), or management costs, with one of them also calling for additional 

guidance on the proposals. (EFRAG’s draft FCL includes similar comments). 

21 One of the above respondents (National Standard Setter) expanded that an illustrative 

example would further clarify the application of the proposed requirements in the case of 

a possible fine, whereby the entity determines that if certain costs are incurred (such as 

investigative costs, legal fees, or in-house salaries of legal staff etc.), it is probable that the 

fine will not materialise. The respondent asked whether, given that these costs may be 

seen as incremental and/or directly associated with the fine, there would be a minimum 

threshold to consider the costs to recognise as a provision being the lower of the actual 

fine and the costs to avoid the fine, or the transaction should be looked at as a single unit 

of account, and if the transfer of economic resources is not considered to be probable, then 

an entity would not provide any costs. (The specific issue has not been considered by EFRAG 

FR TEG and has thus not been included in the draft FCL, however, EFRAG’s draft FCL asks 

generally for more guidance on the cost to include when measuring a provision.) 

22 One respondent (National Standard Setter) made two additional suggestions: 

(a) IAS 37 will now refer to three measurement bases: fulfilment value (as per 

paragraphs 36, on the amount recognised as a provision, and proposed paragraph 

40A), transfer value (as per paragraph 37 on the best estimate of the expenditure 

required to settle a provision) and penalty value (as per paragraph 68). This 

respondent highlighted that this may lead to diversity in practice and suggested 

either adding text to paragraph 40A or amending paragraphs 36, 37 and 68, to clearly 

articulate a singular measurement objective or by removing any reference to the 

transfer value and penalty value entirely. (EFRAG’s draft FCL does not refer to 
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penalty value, but does ask for clarifications on the measurement in relation to 

paragraph 37 of IAS 37) 

(b) To clarify whether paragraph 68 of IAS 37 (which defines onerous contracts and 

unavoidable costs under a contract) is applicable for all provisions or only for those 

related to onerous contracts. The respondent suggested referring to paragraph 68 in 

proposed paragraph 40A (specifying the expenditure included in the measurement 

of a provision) or merging the two paragraphs. (This issue is not considered in 

EFRAG’s draft FCL). 

Question 3 – Discount rates  

Discount rate requirements 

23 All four respondents generally agreed with the proposed amendments to the discount rate 

requirements. 

24 Two respondents (National Standard Setters) expressed concern about the interaction of 

IAS 37 with other IFRS Accounting Standards: 

(a) Provisions acquired as part of a business combination are initially measured at fair 

value in accordance with paragraph 18 of IFRS 3 Business Combinations. However, 

subsequent measurement under IAS 37 requires excluding non-performance risk 

from the discount rate. Hence, if the entity applies IAS 37 to subsequently measure 

the provision, this will result in the entity using a lower discount rate on day two, 

which will lead to a loss recognized in profit or loss, except for provisions within the 

scope of IFRIC 1. One of them considered that this day-two difference does not result 

in useful information. The other respondent suggested possible options for the 

treatment of this difference:  

(i) adding it to the carrying amount of a related asset (as per IFRIC 1); 

(ii) recognising it directly in the statement of profit or loss; or 

(iii) introducing a specific measurement exception in IFRS 3. 

(EFRAG’s draft FCL notes the issue, but does not provide alternative manners to solve 

it). 

(b) An entity recognising a provision for a litigation claim measures the provision in 

accordance with IAS 37 by applying a discount rate that excludes its non-

performance risk. When the litigation parties agree on settlement terms by means 

of a contract, the provision transitions into a financial liability to be initially measured 

at fair value under paragraph 5.1.1 of IFRS 9 Financial Instruments. The ensuing 
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change in discount rate may result in an arbitrary change in the carrying amount of 

the liability. The respondent noted that it was unclear how this corresponding 

adjustment should be accounted for and suggested to recognise the difference 

within profit or loss. (EFRAG FR TEG has considered and agreed with the issue that a 

day 2 gain could arise in the example provided. However, EFRAG FR TEG did not 

consider it to be an issue that would frequently arise in practice.) 

25 Two respondents (National Standard Setter and preparer organisation) also commented 

on paragraphs BC81 and BC82 (on the decision not to include application guidance for 

determining risk-free rates) of the ED’s Basis for Conclusions: 

(a) Although the IASB proposed not to add application guidance on how an entity 

determines an appropriate risk-free discount rate, some guidance is given indirectly 

in paragraph BC82 that is unclear. The respondent asked whether the paragraph 

states that an entity may, but is not required to, use a discount rate that is consistent 

with the duration and/or liquidity of the provision and suggested deleting it due to 

its lack of clarity and the following reasons: 

(i) guidance on how to determine the risk-free rate should not be given, but left 

to the entity’s judgement; and 

(ii) guidance on measurement should generally not be given in the Basis for 

Conclusions but included in IAS 37. Alternatively, the IASB should clarify the 

guidance in BC82 and include it directly in the standard.  

(This comment is not reflected EFRAG’s draft FCL, however EFRAG’s draft FCL asks 

for clarification on the issue.) 

(b) The paragraphs appear to leave it up to the entity to decide whether the observed 

market rates are appropriate for its particular circumstances and to adjust if it deems 

it necessary. The resulting rate will therefore not be a risk-free rate if the entity 

judges that it is not appropriate to its case. (This comment is not reflected in EFRAG’s 

draft FCL).  

26 Moreover, one respondent (National Standard Setter) noted that proposed paragraph 47A 

explicitly states that the discount rate does not reflect non-performance risk and suggested 

that it should also state explicitly that cash-flows shall not be adjusted for non-performance 

risk either. (This suggestion is reflected in EFRAG’s draft FCL.) 

27 In addition, one respondent (preparer organisation) suggested providing further guidance 

on inflation, noting that an allowance for inflation is generally included in market rates 

(EFRAG’s draft FCL includes a similar comment). 
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Disclosure requirements 

28 One respondent (National Standard Setter) agreed with the proposed disclosure 

requirements. 

29 Another respondent (preparer organisation) noted that in some circumstances, the 

requirement to disclose the approach used to determine this rate (proposed paragraph 

85(d)) may be appropriate and should be a matter of judgement on the part of the 

management, but the disclosure of the discount rate(s), or even a range of rates, analysed 

by class of provision, will not result in useful information. (The latter comment is not 

reflected in EFRAG’s draft FCL). 

30 One respondent (National Standard Setter), although not commenting on the ED’s 

proposed disclosures, highlighted that for some obligations it is not reasonable to require 

disclosures about the timing of transfers of economic resources (e.g. portfolios of issued 

guarantees with remote risk of individually resulting in an outflow of economic resources 

and some court cases). (EFRAG’s draft FCL includes a similar comment). 

Question 4 – Transition requirements and effective date  

Transition requirements 

31 Two respondents (National Standard Setter, preparer organisation) agreed with the 

transition requirements, with one of them considering that as the amendments to the 

present obligation recognition criterion will lead to an earlier recognition of some 

provisions so comparative information will be highly relevant for users. The same 

respondent also noted that the modified retrospective approach is a simplification for 

preparers that outweighs the benefits for users, for whom it is not imperative to have 

information on how previously settled provisions would have been measured under the 

amendment. 

32 In addition, one National Standard Setter suggested: 

(a) Allowing a fully retrospective approach for the costs included in the measurement 

of a provision, as it could result in more relevant information (this was considered by 

EFRAG FR TEG, but not included in EFRAG’s draft FCL due to concerns with applying 

the requirements retrospectively); and 

(b) Aligning the transition requirements for the changes to costs and the discount rates, 

respectively. (A similar comment is included in EFRAG’s draft FCL). 

33 Moreover, two respondents (National Standard Setter, preparer organisation) suggested 

providing additional examples on how the transition requirements in relation to the 

discount rates should be applied, with the preparer organisation indicating the example 
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included in the June 2024 IASB staff paper. (A similar comment is provided in EFRAG’s draft 

FCL). 

Effective date 

34 Two respondents (National Standard Setter, preparer organisation) agreed with allowing 

sufficient time for the implementation of the proposed amendments: 

(a) One respondent (preparer organisation) considered that an implementation period 

of 18-24 months should be allowed, suggesting an effective date no earlier than 

1 January 2028, with earlier application permitted. (EFRAG’s draft FCL proposes 24 

months.) 

(b) Another respondent (National Standard Setter) suggested allowing sufficient time, 

especially for entities having large levies currently in scope of IFRIC 21. 

Question 5 – Disclosure requirements for subsidiaries without public accountability  

35 One National Standard Setter agreed with the proposed disclosure requirements. (EFRAG’s 

draft FCL included a similar comment.) 

Question 6 – Guidance on implementing IAS 37 

36 Respondents commenting on the application guidance provided the following feedback:  

(a) One respondent noted that the implementation guidance (IG) could benefit from a 

structure that is more aligned with the logic in the CF clearly distinguishing between 

definition, recognition and measurement. Moreover, this respondent questioned 

the need to analyse all three conditions in each of the examples even if the first or 

second condition is not met. (EFRAG’s draft FCL does not include this comment.) 

(b) One respondent suggested to have an introductory paragraph for each example 

outlining the objective of the example and what paragraph specifically in IAS 37 or 

other IFRS Accounting Standards they related to. (Not discussed by EFRAG FR TEG 

and accordingly not included in EFRAG’s draft FCL).  

(c) One respondent suggested adding considerations for interim periods in examples 

where this is relevant. (A similar comment is included in EFRAG’s draft FCL). 

(d) One respondent noted that paragraph 14T of the ED describes an established pattern 

of past practice but with no associated obligation and suggests including an 

illustrative example to clarify in what kind of situations this may arise. (This comment 

is not reflected in EFRAG’s draft FCL). 

(e) One respondent noted that in some of the examples, the conclusion depends on 

whether the entity has received an economic benefit or not. However, in several 
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examples, it is unclear what the IASB considers to be an economic benefit. This 

respondent noted that being allowed to operate is an economic benefit. As such, this 

respondent suggested that that the Examples 6, 11B and 13C should incorporate 

considerations of economic benefits. (This comment is not reflected in EFRAG’s draft 

FCL). 

(f) As for the transfer condition, one respondent questioned why the IASB has reached 

different conclusions in Example 2 (A and B) and Example 7. The clean-up services in 

Example 2 may well be delivered by a service provider. This respondent noted that 

if the entity receives services in both Example 2 and 7, it was not clear why it is 

considered a transfer in one of the examples and an exchange in the other example. 

(This comment is not reflected in EFRAG’s draft FCL). 

(g) One respondent disagreed with the conclusion reached in Example 1, noting that the 

IASB applies probability in the assessment of the definition criterion. This respondent 

argued that the probability shall be disregarded when assessing whether the 

definition of a liability is met but should be part of the recognition criterion. As such, 

the respondent stated that this example did not properly distinguish between 

uncertainty about existence and low probability of outflow of economic benefits (ref 

CF 5.14-5.17). (This comment is not reflected in EFRAG’s draft FCL). 

(h) One respondent was concerned that the analysis in Example 2A neglects the 

impairment impact of the asset. In this respondent’s view, assuming that the land is 

owned, the new legislation would be an impairment indicator of the asset. (This 

comment is not reflected in EFRAG’s draft FCL). 

(i) One respondent questioned whether, in the Example 2, the responsibility the entity 

owes would rather be to society at large and whether the entity, when considering 

the economic consequences, should not also consider, for example, reputational 

damage. (This comment is not reflected in EFRAG’s draft FCL). 

(j) With regard to Example 3, one respondent agreed that the analysis must distinguish 

between damages from construction and damages from the extraction of oil, 

however, suggested that the example makes it clearer that these are two different 

obligations. This respondent further suggested to specify that the past event is met 

when the oilrig is placed at the seabed side, not when the rig is constructed. (This 

comment is not reflected in EFRAG’s draft FCL). 

(k) With regard to Examples 5, one respondent noted that the analysis of the transfer 

condition does not explain why this is a transfer and not an exchange.  In example 
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5B, the explanation is instead included under the past event condition where it is 

stated ‘The termination benefits are payable in respect of past service from 

employees – they are not associated with the ongoing activities of the entity 

(paragraph 80 (b))’. In addition, the respondent noted that the fact description could 

say more clearly that the employees’ contractual right to receive termination 

benefits is part of the ordinary employment contract and not a right decided in the 

closure decision. (This comment is not reflected in EFRAG’s draft FCL). 

(l) With regard to Example 6, one respondent questioned what constituents the 

economic benefit that the entity receives (i..e, ability to continue to operate), noted 

that the second paragraph of the analysis under the ‘past-event condition’ is 

irrelevant and noted that if the fine is not significant worse, there should be no 

obligation, based on the proposals of paragraph 14F(a)(ii). (This comment is not 

reflected in EFRAG’s draft FCL). 

(m) One respondent commented on the Example 7, agreeing with the conclusion but 

noting that the past event analysis is irrelevant, because the example has already 

concluded that the obligation condition is not met. Further, the analysis included is 

rather an analysis of whether a financial liability should be recognised. (The 

comment is not reflected in EFRAG’s draft FCL). 

(n) One respondent disagreed with the analysis in Example 10 related to the past event 

condition. In this respondent’s view, the assessment of whether the sold food was 

poisonous or not is a probability assessment related to the recognition criterion in 

14(b) only and should not taint the assessment of obligation condition (legal 

obligation) and past event condition (the food was sold and could be potentially 

poisonous), which both are met, according to this respondent. (This comment is not 

reflected in EFRAG’s draft FCL). 

(o) Examples 11B and 14 seem to both illustrate cases of economic compulsion in which 

the consequences of not respecting the obligation are more adverse than those of 

complying, however, the outcomes of these two examples are different. One 

respondent suggested to further clarify the rationale behind the conclusions 

reached. (This comment is not reflected in EFRAG’s draft FCL). 

(p) Further, one respondent suggested clarifying, in Example 11B, whether this example 

pertains to the owner of the aircraft, the user or both. This respondent questioned 

why paragraph 14O of the ED is not applicable as the airline seems to receive benefits 

from use of the aircraft in the three first year of use, assuming the analysis considers 
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the owner. However, if the obligation falls upon the operator, any future economic 

benefit would depend on the content and duration of the contract with the owner. 

(This comment is not reflected in EFRAG’s draft FCL). 

(q) One respondent observed that, in the Example 13A, the ‘significantly more’ 

argument is unnecessary when the going concern assumption implies that the entity 

has not practical ability to exit the market. (This comment is not reflected in EFRAG’s 

draft FCL). 

(r) One respondent suggested further clarify the description of facts in the Example 13B. 

In the respondent’s view, since the levy is calculated by reference to amounts in the 

balance sheet, the example should explain why operation is necessary. (This 

comment is not reflected in EFRAG’s draft FCL). 

(s) With regard to example 13C, one respondent disagreed that the past event condition 

is met on 31 December 20X5. In this respondent’s view, this is an obligation that 

could be argued to accumulate over time. (A similar comment is included in EFRAG’s 

draft FCL). 

Question 7 – Other comments  

37 One respondent (preparer organisation) noted that the ED sometimes uses ‘transfer’ and 

sometimes ‘exchange’ of economic resources, which are also used in other IFRS Accounting 

Standards but there is a risk they are used differently in IAS 37. To avoid unintended 

consequences in other IFRS Accounting Standards, they suggested clearly defining the 

terms. (This comment is not included in EFRAG’s draft FCL). 

 


