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Objective

1

The objective of this session is to obtain EFRAG FR TEG-CFSS views on the following aspects
of the IASB’s proposals to amend IAS 37 Provisions, Contingent Liabilities and Contingent

Assets, in preparation for the ASAF meeting in December 2025:
(a) Topic 1 - suggested ideas for possible application requirements for levies; and
(b)  Topic 2 — IASB tentative decisions on discount rates.

The focus of today’s discussion will be on paragraphs 14 onwards.

Background information on the project

3

4

The IASB published Exposure Draft Provisions—Targeted Improvements (the ED) in

November 2024, with a comment deadline of 12 March 2025.

On 1 April 2025, EFRAG submitted its Final Comment Letter on the IASB/ED/2024/8.

Papers for the session

5

In addition to this summary paper, the following papers (ASAF agenda papers) are provided

as background material:

(a)  Agenda paper 08-02 — Background paper — Provisions Cover Paper — ASAF December
— EFRAG FR TEG CFSS 25-11-26

(b)  Agenda paper 08-03 — Background paper — Provisions - Levies — Ideas for application

requirements — ASAF December — EFRAG FR TEG CFSS 25-11-26

(c)  Agenda paper 08-04 — Background paper — Provisions - Levies — Illustrative examples

— ASAF December — EFRAG FR TEG CFSS 25-11-26
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(d) Agenda paper 08-05 — Background paper — Provisions — Discount rates— ASAF
December — EFRAG FR TEG CFSS 25-11-26

Where deemed helpful, reference is made to the respective paragraphs in the background

ASAF papers.

Topic 1 - Levies possible application requirements

ED proposals

7

To recall, the proposed requirements affecting the timing of recognition of levies are

contained in paragraphs 14A—14R of the Exposure Draft .

A key paragraph 14A proposes three conditions for meeting the present obligation

criterion:
(a)  an obligation condition—the entity has an obligation;

(b) a transfer condition—the nature of the obligation is to transfer an economic

resource; and

(c) a past-event condition—the entity’s obligation is a present obligation that exists as

a result of a past event.

Feedback on ED

10

11

EFRAG’s position in the FCL

EFRAG expressed concerns on the implications regarding the ED proposals on the
accounting outcomes for levies, as those increase reliance on judgement, which may not
lead to a reduction in compliance costs. A consequence of amending the present obligation
recognition criterion is the withdrawal of IFRIC 21 Levies. While EFRAG welcomed this
development, it noted that the ED does not fully address concerns previously raised

regarding IFRIC 21.

EFRAG also noted that it could be debated whether the payment of a levy should always
be considered a transfer or whether it could sometimes be an exchange transaction. To
avoid diversity in practice on this issue, EFRAG recommended that the IASB consider stating

that the payment of a levy is not an exchange transaction.

Feedback to the IASB
Respondents expressed various application difficulties when applying the proposed
present obligation criterion to levies and about possible outcomes to levies in their

jurisdictions. For example:
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(a)  Citing examples of levies causing concern (see paragraphs 24-26 of agenda paper 08-

03)

(b)  The proposed requirements are unclear — particularly the past event condition (see

paragraphs 27-28 of agenda paper 08-03)

(c)  The resulting information would not be useful (see paragraphs 29-30 of agenda

paper 08-03)

(d)  The problem lies in the interpretation of ‘action’ (see paragraphs 31-34 of agenda

paper 08-03)

(e) Issues with the application of the transfer condition (see paragraphs 35-38 of agenda

paper 08-03).

12 Regarding the issue on interpreting an ‘action’, a group representing European preparers
of financial statements suggested that the problem is not necessarily with the
requirements in the ED (paragraphs 14N - 14Q) - rather it is in the way the illustrative
examples apply those requirements to levies. This group suggested that the only ‘action’
giving rise to an obligation to pay a levy is the activity that a legislator is seeking to tax.
Having a status that brings an entity into the scope of the legislation (usually defined at a
point in time for simplicity) or holding assets or liabilities on which the levy will be

calculated should not be viewed as ‘actions’ that give rise to an obligation.

13 Respondents highlighted several suggestions to respond to the concerns noted. These are

discussed in paragraphs 39-41 of agenda paper 08-03. In summary the suggestions were:

(a)  specifying simplified application requirements (a ‘single mechanism’) for levies, to

reduce complexity and the risk of diversity in practice
(b)  scoping levies out of IAS 37 and developing IFRIC 21 as a separate standard

(c) developing ‘robust’ requirements and guidance on applying the general
requirements to levies (including what constitutes an ‘action’; factors that
distinguish a single action that the entity takes over time from distinct actions that
an entity considers separately; looking at relevant actions stemming from the terms

and conditions of the mechanism imposing the levy)
(d)  developing illustrative examples.

IASB meeting in October 2025
14  To respond to these concerns, the IASB staff is exploring ideas for possible application

requirements for levies. The IASB staff discussed these ideas with the IASB at its meeting
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in October 2025. No decisions were taken. However, IASB members highlighted that the
application requirements for levies should be clear and straightforward to apply and not

be overengineered.

ASAF discussion in December 2025

15

The discussion at ASAF in December 2025 will focus on the same agenda papers discussed
at the IASB meeting in October which are provided as background papers for this session.
The feedback from the ASAF discussion will be used to develop IASB staff recommendations

to the IASB in future meetings.

IASB staff ideas for possible application requirements

16

17

18

19

20

The IASB staff developed the following ideas for discussion before making

recommendations to the IASB:
(a) why some levies depend on actions an entity takes before the levy year; and
(b)  explore ideas for application requirements for such levies

(c) apply the ideas to illustrative examples (these examples are included in agenda

paper 08-04).
IASB members generally supported the overall direction of the IASB staff.

Why Some Levies Depend on Actions Taken Before the Levy Year
Governments often impose levies on entities engaging in particular activities, with the
objective of either appropriating part of the economic benefits derived from those

activities or recovering some of the associated social costs.

The activities could be, for example, operating in a specific market (sector or locality) or

holding specific assets. The policy objective of the levy varies - for example, it could be:

(a)  to redistribute windfall profits earned in a sector (Example 1 of agenda paper 08-

04);

(b)  tohelpfund alocal authority’s public service obligations (Example 2 of agenda paper

08-04);
(c)  torecoup the costs of regulating a sector (Example 4 of agenda paper 08-04); or

(d)  to help fund costs of resolving business failures within a sector (Example 5 of agenda

paper 08-04).

The scope of the levy might be further limited to a subset of entities carrying out the

specified activities. For example, the scope might be limited to the largest entities
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operating in a market—those whose revenue, assets or liabilities (or some other metric of
the scale of its operations) exceeds a specified threshold during or before the levy year

(Examples 1 and 4 of agenda paper 08-04).

The IASB staff noted the following features of levies and implications on the accounting

requirements:

(a)  Typically, levies are established by legislation that links the charge to an activity
undertaken during a defined period, usually twelve months which is referred to as

the ‘levy year’.

(b) Ideally, the levy would align perfectly with its policy objective and basing the amount
payable on the benefits obtained conducted during that levy year. This could happen
in stable markets. In such a case, the liability would accrue through the levy year as
the entity conducts its activities. The levy amount may then be determined by
reference to a measurable proxy, such as assets or liabilities reported in the prior
year(s) (for example a resolution fund levy as illustrated in example 5 of agenda

paper 08-04).

(c)  Perfect alignment is often difficult. Consequently, governments adopt alternative
legislative mechanisms that achieve a reasonable degree of alignment while being
simpler to administer and allowing for earlier cash collection. These mechanisms
may use proxy criteria to determine which entities fall within the scope of the levy

and/or estimate the amount payable.

(d)  Pre-levy-year metrics are often used merely to estimate activity levels expected

during the levy year.

Possible application requirements

The objective of the IASB staff is to explore possible application requirements that would
apply the general principles proposed in the ED while ensuring straightforward application
and implementation which would result in accounting outcomes that faithfully represent

the expenses and liabilities incurred by levy paying entities.
Firstly, the IASB staff is considering defining a levy year.

Defining the levy year

To ensure consistent application, the IASB staff is seeking to define the levy year with

some guidance. One possibility proposed by the IASB staff could be to define it as:
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The period during which an entity takes the actions that determine the extent of its
obligation to pay the levy (as opposed to actions that do no more than determine whether

the entity is within the scope of the levy).
(a) The extent of an entity’s obligation to pay a levy could be:

(i) a fixed amount, payable by all entities taking a specific action at a date or over

a period within the levy year;

(i)  avariable amount that depends on either or both of: (i) the duration of the
entity’s activity in the levy year; or (ii) the scale of the entity’s activity in the

levy year.
(b)  Clarify that the scale of the entity’s activity in the levy may be:

(i) determined directly by reference to a measure of the entity’s activity over a

period (or at a date) within the levy year;

(i)  or estimated indirectly by reference to a measure of the entity’s activity in a

period (or at a date) before the levy year.

(c)  Provide guidance to help entities determine whether an entity’s activity in one
period has been estimated by reference to a measure if its activity in an earlier period

(using for example indicators).

The IASB staff is also proposing the following two alternatives to help identity the action(s)

that meet the past-event condition:
(a)  Disregarding all actions taken before the levy year
(b)  Disregarding some actions taken before the levy year

Alternative 1 - Disregarding all actions taken before the levy year

One alternative is to require entities, when identifying the actions relevant to satisfying the
past-event condition, to disregard any actions taken before the start of the levy year. This

approach could be justified on the grounds that such pre-levy actions either serve only:
(a)  torestrict the levy’s scope to a defined group of entities or
(b)  act as proxies for estimating activity levels during the levy year.

In many cases, the levy year will be clear from the terms of the legislation. However, in
some cases, the levy year might be open to interpretation. For example, if the levy is

measured by as percentage of an entity’s revenue in a market in one calendar year, but
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only if the entity is operating in the market on the first day of the next calendar year. The

IASB staff consider that having a definition for a levy year could be helpful in this regard.

Alternative 2 - Disregarding some actions taken before the levy year

A second alternative is that entities might be allowed to disregard only certain types of pre-

levy-year actions rather than all such actions.
Under this approach:

(a)  Clarify that at least one of the actions required to satisfy the past-event condition

will be an action the entity takes in the levy year.

(b)  Require that, in identifying other relevant actions, an entity disregards actions that
it takes before the levy year, if those actions are required by the legislation only to

restrict the scope of the levy or related to measurement of the levy.
As a reminder, the ED explains that the past-event condition is met when the entity:

(a)  has obtained the specific economic benefits or taken the specific action referred to
in paragraph 14B; and
(b) as a consequence, will or may have to transfer an economic resource it would not

otherwise have had to transfer.

IASB ideas for possible application requirements — other matters
Some respondents to the ED requested clarification of matters beyond those relating to

actions an entity takes before a levy year.

The table below (reproduced from paragraph 57 of agenda paper 08-04) lists some of

these matters and IASB staff ideas for possible clarifications to address stakeholder

requests.
Stakeholder request IASB staff idea
(a) Add application requirements | Newer IFRS Accounting Standards include an

to the body of IAS 37. Examples | appendix of ‘Application Guidance’ that is an
in the Guidance on | integral part of the Standard and has the same
Implementing IAS 37 are | authority as other parts of Standard. We locate
insufficient. application requirements for levies in such an

appendix.

(b) Clarify that an obligation to pay | The IASB staff propose to clarify that:

a levy meets the transfer
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condition—it is an obligation
to transfer an economic
resource, not to exchange

economic resources.

e The fact that paying a levwy is a
consequence of taking a specific action
(for example, operating in a market) does
not mean paying the levy gives the entity a
right to take that action (for example, a

licence to operate in the market).

e Typically, obligations to pay a levy are
obligations to transfer an economic
resource—the legislation imposing the
levy does not grant levy-payers any new
economic resources (rights) in exchange

for paying the levy.

(c)

Clarify which features of a levy
are ‘actions’ that meet the
past-event condition.

Specifically, clarify:

e whether holding assets or
liabilities used to measure
the levy is a relevant

action.; and

e if so, when the entity takes

that action

The IAB staff propose to clarify that:

e the actions that meet the past-event
condition are those specified by the
legislation or other mechanism imposing

the levy;

e so, for example, if legislation specifies that
alevy is payable on assets or liabilities held
on a given date in the levy year, the
relevant action is holding the assets or
liabilities on that date, not acquiring the
assets or incurring the liabilities at an

earlier date.

(d)

Clarify factors that distinguish
a single action that the entity
takes over time from distinct
actions that an entity considers

separately.

We could list features of a levy that might
indicate that the obligation to pay the levy
accumulates over time. Such features could

include:

a) the amount of the levy being determined
by reference to the scale of an activity—

for example, generating revenue—that
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b)

the entity conducts over time (Example 1

of agenda paper 08-04); or

the amount of the levy depending on the
duration of the entity’s activity: (i) being
reduced for entities that are active for less
than the full levy year—for example,
entities that enter a market after the start
of the levy year or leave it before the end
of levy year (Examples 2 and 5 of agenda
paper 08-04); or (ii) depending on the
length of the levy year—for example,
depending on the length of an entity’s
annual reporting period (Example 3 of

agenda paper 08-04)

(e)

Explain why an entity does not
recognise a provision for future
years’ levies even if it has no

practical ability to avoid paying

Emphasise that to meet the past event

condition, it is necessary that an entity has

taken at least one of the actions required for

the levy to be payable. It is not sufficient that

these levies. the entity has no practical ability to avoid any
other required actions.
(f) Clarify that identifying the | Clarify that:

actions that meet the past
event condition is not a
question of management’s
judgement. The actions are
determined by assessing all the
facts of the mechanism
imposing the levy, as explained
in paragraph BC36 of the Basis
for Conclusions accompanying

the ED.

relevant actions depend on the precise

terms of the legislation or other
mechanism imposing the levy—including
unusual

terms that

apply only in
circumstances, for example if an entity
enters or leaves a market during the levy

year.

accordingly, identifying relevant actions
(including determining whether there is
more than one separate action) requires
an assessment of all the terms of the

mechanism.
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e all entities subject to one mechanism
should identify the same relevant actions
and reach the same conclusions on
whether these actions are conducted at a

point in time or over a period of time.

e entities subject to two different
mechanisms could reach different
conclusions, even if the objectives of the
two mechanisms are the same and the

main terms are similar.

EFRAG Secretariat analysis

Overall direction

33  The EFRAG Secretariat generally agrees with the overall direction of the IASB staff.

34  Inprinciple, we agree that defining or providing guidance on what the levy year is, could be

helpful. However, we consider:

(a)

(b)

It's important to link the levy year to the underlying legislation or regulatory
requirements. Levies are generally imposed via legislation or another mechanism
that links the charge (the levy) to an activity that the entity conducts in a specific
period (could be 12 months or longer/shorter) — this is typically what can be referred
to as the ‘levy year’. This guidance should be helpful in cases where the levy year is

not clear under the applicable legislation/regulatory framework.

Not to restrict the definition of a levy year to ‘actions’ that determine the extent of
its obligation to pay the levy. In our view, levy obligations can arise from events that
are not actions per se. We also suggest harmonising the wording or if the words are
intended to mean different things to clearly define/explain them. For example, using
different words like actions and/or activities can lead to confusion and different

interpretations.

1 EFRAG Secretariat notes that levies are a subgroup of transactions with government. The accounting for

such transactions poses difficulties in assessing the fact patterns and comparing different fact patterns as

the government may change the conditions for the transactions prospectively and retrospectively during

and between periods.
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We generally agree with the IASB staff’s possible ideas of trying to provide guidance on
what would be the action or activity that a legislator/regulator is seeking to charge via a
levy. This was noted as a key area of concern by respondents, including EFRAG. Specifically,

we agree with:

(a)  Providing clarity on the action or activity that meets the past event condition
(obligation event). This clarity is equally valid for levy obligations at interim reporting

periods.

(b)  Separating the obligating action or activity from other features of the levy
arrangement that are more related to scope and/or measurement is also
fundamental. For example, whether holding a set of assets or liabilities used to
calculate the levy should be identified as an ‘action’ that meets the past-event

condition or whether it’s simply a feature used for measuring the levy obligation.

We think the difficulty remains when there is more than one action or activity that could
appear like for the obligating event. This difficulty was highlighted in the comments
received including the outcomes of the illustrative examples in the ED — specifically
examples 13A - 13C. In our view, this difficulty could possibly be addressed by further
clarifying what is meant by an exchange and a transfer transaction within the context of a

levy. We note that one respondent to the IASB noted the following:

Those who argue that a levy is an exchange transaction will recognise a provision over the
period in which they view the associated benefits as being received, whereas those who
argue the levy is a transfer will recognise a provision when the entity takes the action(s)

required for the levy to be payable.

We do not necessarily concur with the comment of the respondent, and we question what
is meant by “required for the levy to be payable’”. We consider there might be confusion
or different interpretations regarding what is meant by a ‘transfer’ transaction in the
context of a levy and how that links to the ‘transfer of economic resources’ (which is
different to ‘exchange economic resource’). Accordingly, we think some guidance and
examples would be beneficial. As noted in the ED, the past event condition is met when

the entity has obtained the specific economic benefits or taken the specific action and as a

consequence, will or may have to transfer an economic resource. Therefore, we consider

that a levy obligation can arise both when:

(a)  an entity obtains specific benefits (and for which it will need to transfer an economic

resource)
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(b) an entity undertakes a certain action(s) (for which it will need to transfer an

economic resource).

Furthermore, we think it would be helpful to distinguish levies from
arrangements/transactions in which a transfer of economic resources arises in return for a

right, for example a licence to operate.

Regarding the two alternative approaches discussed by the IASB staff (see paragraphs 26 -
30) we consider alternative two (disregarding some actions taken before the levy year)
more suitable to deal with the different types of existing levy transactions. We think that
alternative one (disregarding all actions taken before the levy year) would be too restrictive

and could result in levies with a similar economic objective being accounted for differently.

We broadly agree with the IASB staff proposed clarification suggestions in paragraph 32

(reproduced from paragraph 57 of agenda paper 08-03).

Going forward, we also consider that the terminology used in the guidance being

developed and illustrative examples be cleared defined in order to avoid confusion.

Levies — Illustrative examples
The EFRAG Secretariat considers the new examples (examples 1 — 5 of agenda paper 08-
04) with the fact pattern information and the comparative between the current and the

possible accounting treatment to be useful.

At this stage, we have not yet considered the potential outcomes of applying the
alternative approaches suggested by the IASB staff. We have discussed this with them, and
our understanding is that it is still too early to draw concrete conclusions about the possible

outcomes.

44

45

46

Questions for EFRAG FR TEG/CFSS

Do you have any questions or comments on the IASB staff ideas discussed above?

Do you have any other ideas for application requirements relating to actions an entity

takes before the levy year?

Do you have any comments or thoughts on the outcome of examples 1-5 of agenda

paper 08-04?

Discount rates

Summary of IASB’s tentative decisions on discount rates

47

In September 2025, the IASB discussed feedback received on its proposal on discount rates.

The IASB tentative decisions are discussed below.
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Risk-free rate

The IASB tentatively decided to retain the proposal to use a risk-free discount rate and:

(a) toadd no application guidance to IAS 37 on how an entity determines an appropriate

risk-free discount rate;

(b)  to clarify in IAS 37 that the best estimate of the expenditure required to settle an

obligation is not reduced to reflect the effect of non-performance risk; and

(c) to add no requirements on the use of real or nominal discount rates in measuring a

provision.

The EFRAG Secretariat notes that the IASB decisions in paragraphs 48(a) and 48(b) are in

line with EFRAG’s position in its FCL.

Regarding the use of a real or nominal rate, EFRAG noted that the IASB could consider
requiring entities to disclose whether they have applied a nominal or real discount rate.
The IASB decided not to add this disclosure on the basis that the proposal to require an
entity to disclose (a) the discount rate (or rates) used in measuring a provision and (b) the
approach used to determine the rate (or those rates) should suffice. The information about
that approach would include information about whether the discount rates include or

exclude the effect of inflation, if that information is material.

For more information on feedback received on the proposed discount rate including the
IASB staff analysis and recommendations discussed at the IASB September meeting see

IASB agenda paper 22A.

Interaction with IFRS 3
The IASB tentatively decided to add to IFRS 3 an exception to its initial measurement

principle that:

(a) applies to provisions (other than contingent liabilities) within the scope of IAS 37;

and

(b) requires an acquirer to measure these provisions at the acquisition date in
accordance with the measurement requirements in IAS 37, instead of at their

acquisition date fair values.

The EFRAG Secretariat notes that the IASB’s tentative decision responds to the concerns
noted by various stakeholders, including EFRAG, on the unintended consequence of a “day-

two’’ adjustment when applying a risk-free rate to a provision in a business combination.
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For more information on feedback received on the interaction with IFRS 3 including the

IASB staff analysis and recommendations see |ASB agenda paper 22B.

Disclosure
The IASB considered feedback on the ED proposals to add disclosure requirements to IAS

37 and IFRS 19 Subsidiaries without Public Accountability. The IASB tentatively decided:

(a) toretainthe proposal to require an entity applying IAS 37 to disclose: (i) the discount
rate(s) used in measuring a provision; and (ii) the approach used to determine the

rate(s);
(b)  to add no further disclosure requirements to IAS 37; and

(c) to retain the proposals: (i) to require subsidiaries applying IFRS 19 to disclose the
discount rate(s) used in measuring a provision; but (ii) not to require them to disclose

the approach used to determine the rate(s).

The EFRAG Secretariat considers that the IASB decisions are broadly in line with EFRAGs
position in its FCL. However, we note that the IASB did not specifically address EFRAG’s
request for the IASB to consider how the principles of aggregation and disaggregation in
relation to the disclosure developed in IFRS 18 Presentation and Disclosure of Financial

Statements could be applied and meet user needs.

For more information on feedback received on the interaction with IFRS 3 including the

IASB staff analysis and recommendations see JASB agenda paper 22C.

Questions for EFRAG FR TEG/CFSS
58

Do you have any questions or comments on the IASB’s tentative decisions on discount

rates?
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