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Amendments to IAS 37
Provisions, Contingent Liabilities and
Contingent Assets

A10375 ‘ZFEA], SEx),
S22 A (e

New text is underlined and deleted
text is struck through. Paragraphs 68A,
94A and 105 are added and paragraph
69 is amended. Paragraph 68 is not
amended, but is included for ease of

reading. New text is underlined and

deleted text is struck through.

Application of the recognition

and measurement rules

T 68A, %A, 1055 F71sldy B¢
695 /NAGstAh £ 68> MAS A &
ko olslE A st fs E3sEA
g ANZE BT "LEE ZASIL

AAE e HAAoR FAEAT

A R FAH A HE

Onerous contracts

68 This Standard defines an onerous
contract as a contract in which the
unavoidable costs of meeting the

contract

obligations under the

exceed the economic  benefits
expected to be received under it.
The wunavoidable costs under a
contract reflect the least net cost of
exiting from the contract, which is
the lower of the cost of fulfilling it
and any compensation or penalties

arising from failure to fulfil it.

68A The cost of fulfilling a contract

comprises the «costs that relate

directly to the contract. Costs that

682 ©]

68A AekE o]

EaRaAG

NNEA AT EARFAGFS At
& o oo Bagd 33 Bibs
U7W7F 1 Alfell A S ZloR o)
He AAH 29e zdse A%
2 gosta 3t 3y Erbs Ut
= As siAs] A Ha =drt
ZA BFe (1)} 2) FlA A& F
g T3t
(1) Ak
A7t
2) AlFE olFstA Ratde W AF
stofof & wdFolu fleks

X
©

Y] Astel BaP

2

st o E= AUk Al

ol A3 BAdE 9w pHEd
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Amendments to IAS 37
Provisions, Contingent Liabilities and
Contingent Assets

A10373 %— B, 5],

relate directly to a contract consist

of both:

(a) the incremental costs of fulfilling

that contract—for example, direct

labour and materials; and

(b) an allocation of other costs that

relate directly to fulfilling contracts

— for example, an allocation of the

depreciation charge for an item of

property, plant and equipment used

in fulfilling that contract among

others.

Alekoll A #H=+=
I 2)2 FAHE

7= O ()

]1:}:__7;
— 1 [e)

D 1 A°ks o|Fste o

A7Hel: A4 =T A7 D AR

s

A7h

2) Aok oldshs W Az BeHs
7 gte) gy} vl 2 AkE ol
Pk o ASHE KR4 GE

AR

69 Before a separate provision for an

onerous contract is established, an
entity recognises any impairment loss
that has occurred on assets dedicated
to—that used in fulfilling the contract

(see IAS 36).

69 £ARTAL ] I WE FYRAS
B3] dol Y EAFALL o
Ast-ghstealis d Afals Aol

Transitional Provisions

73t A

94A Onerous Contracts —Cost of Fulfilling

94A 2020 d 99l

a_Contract, issued in May 2020,
added paragraph 68A and amended
paragraph 69. An entity shall apply
those amendments to contracts for
which it has not vyet fulfilled all its
obligations at the beginning of the
annual reporting period in which it
first applies the amendments (the
date of application). The
entity shall not restate comparative
information. Instead, the entity shall

recognise the cumulative effect of

initial

Al oFo] 3 ¢ 7} o
7belga B 692 A%
ME W82 He A8t :647#]03;
o] AL (HAZ H&Y)ol ofz7 o
S TF oA = &S Ak A

[ A

A0 Hlw AuE LA
3 thdlel o] A% sl Az

02 |2 | L lojo ml
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Amendments to IAS 37
Provisions, Contingent Liabilities and
Contingent Assets

A10375 ‘Z=FHEA,
Sz QA9

initially applying the amendments as
an the opening
balance of retained earnings or other
component of equity, as appropriate,
at the date of initial application.

adjustment  to

Effective date

105 Onerous Contracts —Cost of Fulfilling a
Contract, issued in May 2020, added
68A and 94A

paragraphs and

amended paragraph 69. An entity

shall apply those amendments for

annual reporting periods beginning

on or after 1 January 2022. Earlier

application is permitted. If an entity

applies those amendments for an

earlier period, it shall disclose that

fact.

Ay

105 2020 XHo F33F ‘AR TA o
Alekolsi 7o meEl Fo 68A%}

Approval by the Board of Onerous
Contracts — Cost of Fulfilling a Contrac
issued in May 2020

7143 A 714 A1037& A 9l
g3 A= Y8e 92

Onerous Contracts —Cost of Fulfilling a
Contract, which amended IAS 37, was
approved for issue by all 14 members

of the International Accounting
Standards Board.

Standards Board.

Hans Hoogervorst =~ Chairman

Suzanne Lloyd Vice-Chair

Nick Anderson
Tadeu Cendon

7193 A7 FEA A10375 ‘FBRA,
A, Ay o] AR (EATEA Kk A%
o] A7F, 2020. 9.25) 3IA71E] A3
A4 9% A9 IHo= AR,

AN AL 9AL:
ZELICEE
A (3 91 2)
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Darrel Scott
Thomas Scott o|lHE
Chungwoo Suh o] 7] 3}k
Rika Suzuki ol
Ann Tarca
Mary Tokar
2) FHEFELR A= ‘BE'E (1) AYs olds| @lsto RSP 2ite (1) AYS oldlsl= o E=
Hotz +8E oy

- 20 -



IAS 37 AEEZT A10375 ZEEZZA MA (D)

containing paragraphs BC1 - BC21 is
added.

A Basis for Conclusions on IAS 37 2 BC1~BC21& =33+ IAS 379

R}
b
i)

EEETAE FrlshaH.

Basis for Conclusions AE=EETA
Onerous Contracts — Cost of )
SHARFA Ik AlFolPA7HED 68A)

Fulfilling a Contract (paragraph 68A)

BCl In May 2020 the Board added | BC1
paragraph 68A to IAS 37. Paragraph
68A specifies which costs an entity
includes in determining the cost of
fulfilling a contract for the purpose
of assessing whether the contract is
onerous. The Board added this
clarification in response to a
recommendation  from the IFRS
Interpretations ~ Committee, ~whose
research indicated that:

(a) differing views on which costs to
include could lead to material
differences in the financial statements
of entities that enter into some types
of contracts.

(b) the need for clarification was
urgent.

Following the withdrawal of IAS 11
Construction Contracts, entities are
required to apply IAS 37 instead of
IAS 11 to assess whether

construction contracts are onerous.

202013 59l IASBE IAS 379 &t
68AE F713lA . 5 68AC A= Al
oFo] EARGA RIAE HIIsl7] 9
g HHoE Aks oYste o EE
A7 (el8t “Alfolg Ay et FthE A
Aste o xIEE 47E RS
IASBE= IFRS a4 93le g 2
S ZAMASE Y Ao gt
o ol W3 AT

(1) 9| A7FE =E3FefofF =R o
g AE OE didle o8 {39
Acks AAdst= 719Ee AFA
®AA FoZ AolE FEL
AT

(2) 13

#7187 98 IAS 11 M IAS
375 AgsoF st} IAS 1194+
o WUIE EJEI=AE TS

- 21 -




IAS 37 AE=&A

A10378 AE=ESZA MA QD

IAS 11
include, but IAS 37 did not.

specified which costs to

The cost of fulfilling a contract

ok
=3

Rt 1AS 37914+ 18 3HA
ket

Al ko) 3 A7}

BC2 Views differed on what an entity | BC2 Al¢ko] EAFRFA IR E H71E o
should include in the cost of AcfolFA7tel FAS EFeof b=
fulfilling a contract when assessing At (D9 A7telRE =3E == of
whether the contract is onerous— U (2)9] H77A 23E Aol o
whether to include: 3l A= o& Adsfizk AU
(@) only the incremental costs of ) AlokE ol ete ol = FEATL
fulfilling the contract—for example, (01]: A= A Fagk Asdrt
the cost of materials and labour 2 =547h
required to construct a building; or
(b) all costs that relate directly to the (2) Aokl AF #FAHE Ee& A7t
contract —both the incremental costs = SEY7I AleF ol A
and an allocation of other costs that HEEE 2 5 A7 s
relate directly to fulfilling I AE oldee H A=
contracts —for example, an allocation AL FE g 7rHdze)
of the depreciation charge for an HjEeolut I AlokE #e - A=
item of property, plant and st H Ev 97 v Ed)
equipment used in fulfilling the
contract among others, or an
allocation of the costs of
management and supervision of
contracts.

BC3 The Board decided to require an |BC3 IASB= Al¢ke] A4 #HFE Ze 9
entity to include all costs that relate 15 28st=s a7s71E2 AA3A
directly to a contract. The Board ot IASB= He3 o] AE8AUH
concluded that: (1) 233 2= dA7be Z9std 714

(@) including all such costs provides

more useful information to users of

of AFAE o] &ANA ¥ F&T
ARE AT BC4~BCY).

the entity’s financial statements (2) 71 BRE AFste] de= &0 ¥
(paragraphs BC4 - BC7); 7He 23 ThsAde] EUHEY
BC8~BCY).
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BC4

(b) the benefits of providing that
information are likely to outweigh
the costs (paragraphs BCS8 - BC9);
and

(c) a requirement to include all costs
that relate directly to a contract is
consistent with other requirements in
IAS 37 and requirements in other
IFRS Standards (paragraphs BC10 -
BC13).

Useful information

An entity may obtain the resources it
needs to fulfil a contract in different
ways. For example, if an entity needs
equipment to fulfil a contract to
manufacture  goods or  provide
services, it may either hire the
equipment for wuse only on that
contract, or buy the equipment and
use it on several contracts. The Board
concluded that to provide a faithful
representation of the effect of a
contract on an entity’s financial
position, the entity should identify
the resources needed to fulfil the
contract and include the cost of those
resources, regardless of how it
expects to obtain them. Including
only incremental costs in that
assessment—for example, the costs of
hiring  equipment but not an
allocation of the depreciation of

purchased equipment —would fail to

ERCIEEREE
TPE e

379l ©+& QA ©E IFRS
7129 STFAG Y E dAATH(E
o BC10~BC13).

&3 ZE

BC4 7142 AlkES oldyst=

e

o

#

1_4

& Az e ez ¥5T 4

2
Atk olE E

92 AFote
o7t ad 3
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Wsn 1 AAL g 2e

£ A% YWHAY &
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$ol 719 2 A
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BC5

BCé6

recognise the costs of resources

shared with other contracts.
The Board considered contracts an
entity will fulfil using existing assets
with idle capacity. If the income from
the
the

such a contract will exceed

incremental cost of fulfilling it,

contract will improve the entity’s

financial position and performance.

But, unless the income will fully
cover the cost of the capacity used,
including that cost in assessing
whether the contract is onerous might
suggest otherwise because the entity
will recognise an onerous contract
provision and a loss when it incurs a
present obligation by entering into
the contract. If that capacity were not
used to fulfil the contract, such a loss

would not be recognised.

The Board concluded that, even for a
contract that will be fulfilled using

existing idle capacity, including all

costs that relate directly to the

contract(that is, including the cost of

the capacity wused) useful

By

contract at a price that does not fully

provides

information. entering into a
cover the cost of the capacity used,

the entity has committed itself to
using that capacity to provide goods
or services at a price that would not

be sustainable if all contracts were

BC5

BCo6

IASB= 71l 7 Aitsge]l
71E ALHS AMESte] o] Aok
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ol
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similarly priced. The entity has A} Eeokst= Aotk IASBE &4ART

effectively committed itself to making
a loss on that capacity for the life of

the contract. In the Board's view,

including the cost of the capacity
used in assessing whether a contract
is onerous provides information that

is relevant to wusers of financial

statements and faithfully represents

the effect of the contract on the

entity’s  financial = position  and

performance. The Board noted that an

entity ~would disclose additional

information about the contract if such

information is relevant to an

understanding of the entity’s financial

statements.

The Board also considered

requirements in other IFRS Standards.
Several IFRS Standards—such as IAS

2 Inventories —specify the costs to

include in measuring a non-monetary

asset. Although  their  detailed

requirements differ, they all require

an entity to include both the

incremental costs

the

of purchasing or

constructing asset, and an
allocation of other directly related or
such as

Board

costs,

The

directly attributable
production  overheads.
concluded that, in assessing whether
is

to deliver

the

a contract

goods

onerous, way an entity

determines the cost of fulfilling the

BC7
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contract should be broadly consistent
with the way it measures the cost of
the goods when it holds them. Such
consistency leads to more useful

information.

Cost of applying the requirements

BC8 The Board discussed suggestions that
it might be costly for a
manufacturing entity to estimate and
allocate all the costs that relate
directly to a contract if the entity has
not yet manufactured the goods it

will deliver under the contract.

BC9 The Board noted that IAS 2 requires
an entity to measure the cost of
manufactured  inventories at an
amount that includes both the
incremental costs of production and
an allocation of production overheads.
Further, a manufacturing entity that
enters into contracts to supply
inventory is  likely to  need
information about these costs to make
pricing decisions. Therefore, the entity
is likely to have already the
information it needs to estimate and
allocate the costs that will relate
directly to contracts into which it has
entered. The Board therefore
concluded that a requirement to
estimate and allocate costs that relate

directly to a contract would not

BTAEE] A g == 47t
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impose costs that outweigh the
usefulness of the information
provided.

Consistency with other requirements

in IAS 37 and requirements in other

IFRS Standards

BC10 IAS 37 defines an onerous contract

BC11

as ‘a contract in which the

unavoidable costs of meeting the
obligations under the contract exceed
the economic benefits expected to be
received under it'. The Board
concluded that the unavoidable costs
of fulfilling a contract are the costs
an entity cannot avoid because it
has the contract (as opposed to the
costs the entity could avoid if it did
not have the contract). The costs an
entity cannot avoid because it has a
contract include both the incremental
costs of that contract and an
allocation of other costs that relate
to contracts,

directly fulfilling

including that contract.
The Board discussed whether

including costs other than the

incremental costs of fulfilling a
contract would be inconsistent with
other requirements in IAS 37. Those
holding this view suggested that,
because an entity will incur those

other costs regardless of whether it

BC10

BC11

IAS 379 & 87AEIH b 7]
A 8TAE T A

IAS 379X & EAFEA RS AR
ool o]y Ha 3|y B
A7WF 2 AofellA e ZoE 9
FEE AAR £os =H3te A
o2 Aoty IASBE= Alef o3
das 39 Evbs drte Akl
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A7 A kol Rt AT & U=
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Q7] wzol 71gel AT F gl
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°of & Q7AE Y dHAHA ZsA
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fulfils the contract under 2l S| T IAS 37 &4 189 A=
consideration, the costs are not ool FHoA A U= FIFHE

costs of ‘fulfilling the contract’'—
they are costs the
Paragraph 18 of IAS 37
that no

of operating
business.
specifies provision  is
recognised for costs that need to be
incurred to operate in the future,
prohibits

and paragraph 63

recognition of future operating

losses.

A= QAR F=vhal FA4sha,
o 630 A= mE oA
AAS FA sk St

BC12 However, the Board concluded that

a requirement to include all costs
that relate directly to a contract in
assessing whether the contract is
consistent with other

IAS 37. It

onerous is
requirements  in
concluded that:

(@) in recognising an onerous
contract provision, an entity would
not be recognising a provision for

the

would not be

costs themselves—that 1is, it

identifying those
costs as present obligations in their
own right. Instead, the entity would
be recognising its present obligation
to deliver goods or provide services
in exchange for other economic
benefits, measuring that obligation
at an amount that includes the cost
of all the resources to be used to
fulfil the obligation.

(b) paragraph 63 of IAS 37 prohibits

an entity from recognising future

BC12

T8y IASBE AloFo] £ARGA ok
JAE B7HS W Aokl 24 HdH
E_ E% 0'17]-% 61‘0}‘—“*1 8]‘1__ JJ—:TL

2 IAS 379 "UE gAY
dAHETGy Kol gL o] AEXA

Aelw AW &e Aol
o oAl 719e e A

(2) TAS 37 B 630A= me oA
AL o] Q1S FA3th 1Y
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operating losses because such losses g A2 FA7E olyr] wj&ol

are not liabilities; in other words,
the entity does not have a present
obligation to incur those losses. In
contrast, in assessing whether a
contract is onerous, an entity
determines the cost of fulfilling its
present obligation under an existing
contract. Therefore, including all
costs that relate directly to a
contract in assessing whether the
contract is onerous does not result
in an entity recognising future

operating losses.

BC13 The Board noted that a requirement

to include all costs that relate
directly to a contract is consistent
with IFRS 17 Insurance Contracts.
IFRS 17 requires insurers to include
all costs that relate directly to the
fulfilment of a contract in assessing
whether an insurance contract is
onerous. These costs include an
allocation of fixed and variable
overheads directly attributable to

fulfilling insurance contracts.

Examples

BC14 When it exposed draft amendments

for comment, the Board proposed
to include a list of examples of
costs that do and do not relate

directly to a contract. These

o S 71de a8 E4E

28 AT o olek 2y,
Aleko] ELAFGANJAAE H7}
& ), 7142 ESAsE Al o
T @A T olAdTIE AT
o webA Alefo] EAFEA U
AE 7S W Aol A #d
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A7tE =R e LTAEO]
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Aleke] ool HH AHFH= BE
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BC15

BC16

examples were based on paragraphs
97 -98 of IFRS 15 Revenue from
Contracts with Customers.

Some respondents to the Board’s | BC15
draft amendments noted differences
between the examples proposed and
those in other IFRS Standards that
specify which costs to include in
measuring the cost of non-monetary

assets. Those respondents asked the

Board to clarify whether some costs

mentioned in those other IFRS
Standards would be regarded as
costs that relate directly to the

contract by an entity applying IAS

37. Respondents also asked the

Board to provide examples of costs

that relate directly to contracts

other than contracts to deliver

goods or provide services.

the
Board decided to replace the list of

In response to this feedback, BC16

examples with a more general
description of the types of costs
that relate directly to a contract—
that the
the
allocation of other costs that relate
The

more

is, incremental costs of

fulfilling contract and an

directly to fulfilling contracts.
Board that the

general description:

concluded

(@) can be applied to all types of

contract, rather than only to

A Al TFRS 15 E&k 97~980] 273}
Ak,

Mz ok g5
Aetd A7} H S
Foo ojH
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contracts to deliver goods or
provide services;

(b) avoids unintended consequences

of slight differences in the wording

of IFRS

Standards; and

examples in different

a framework within

(©)

which an entity can judge whether

provides

a particular cost relates directly to a
contract
for

Interaction with requirements

impaired assets

) A= O-& IFRS 7]EA A9 &

ol Qe ofzkel AololM <
EFA G AAE PAI/T

(3) 5% b7k Akl Az &4
HEAE B9 F de AAE
A& 3kt

&3E At o aFAE e 45
I

BC17 Paragraph 69 of IAS 37 requires | BC17 IAS 37 &% 6904 &R G7 oF
that, before an entity establishes a o tst Z=GEAES HASF ] A
provision for an onerous contract, 7198 "A<ekL o) E= o AFRSHE
the entity recognises any (used)” Ariboll A A7 E4akES ©
impairment loss that has occurred A QA= E Qg 3t B 6990 A
on assets ‘used in fulfilling the = Ay ‘ARG A kS o] E = b
contract’. Paragraph 69 originally Ab-&-3t=(dedicated) A4FO 2 AF 3k
referred to assets ‘dedicated to that Ath. I8y ‘dedicated 2= &l
contract’.  However, the term 1 Akt AL &E= A4l EE AL
‘dedicated” could be read to apply H g2 A= A83EA] Y=
only to assets used solely on that Aoz 98 4 Ut} IASBE &4F
contract, and not used on other FA ko] Z=HRANE DA Ao
contracts. The Board amended the & zE S RIAIGIEE FE QA
terminology in paragraph 69 to glo], Aeko] £ARIRAE Hrie
clarify that the requirement to W YUVE HYE BE A AL
recognise any impairment loss HohE HE HES sy Ysl B
before  establishing an onerous 699 A 1 §AE MASIH
contract provision applies to all
assets whose cost would be

3 7I4BAZIEA ATE CEFAL & A FEHA B 7MY
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considered in assessing whether the

contract is onerous.

BC18

BC19

Scope

Some respondents to the Board’s
draft amendments asked the Board
to expand the scope of the project

to clarify other aspects of the

onerous contract in

IAS 37, such as:
(@)
whether an entity would consider

the

requirements
measuring onerous contracts —
same costs in measuring a
provision for an onerous contract as
consider in

it  would assessing

whether that contract is onerous.

(b)

whether, and if so when, an entity

selecting a wunit of account—

should combine groups of similar
contracts or segment contracts into
the

components when

applying

onerous contract requirements.

The Board decided not to consider

other aspects of the onerous
contract requirements in IAS 37
because doing so would have

prolonged the project, delaying the
issue of amendments regarded as
urgent (see paragraph BCl(b)). The

amendments  therefore do not

change the requirements in IAS

beyond clarifying the costs

entity is required to include

&89
BC18 IASBY 7HA F7HZ<hH
AAZAE 1AS 379 £ARGAC
LA FolA TEF ZS
AS WEgetA str] sl HAle] He
£ W8 A< IASBol 233 ATh
2 Aol
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BC20

BC21

assessing whether a contract is

onerous.

Transitional provisions

On transition entities are required to
apply the amendments only to
contracts for which the entity has
not fulfilled all its obligations at the
date of initial application, without
restating comparative amounts. The
Board concluded that it may be
difficult and costly for an entity to
obtain the information needed to
restate comparative amounts, and
the information provided by doing
so was unlikely to be sufficiently
useful to justify the costs that the

entity might incur.

The Board decided not to provide
entities with an option to restate
comparative amounts—that is, not
to  provide the option  of
retrospective application, as defined
in IAS 8 Accounting Policies, Changes
in Accounting FEstimates and Errors.
The Board concluded that the
benefits of providing that option
would be limited, and would be
outweighed by the complexity and
possible  loss of  comparability
between the financial statements of
entities applying the amendmnts at

their effective date.

T
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fF&3tAs ¥S Zolgtr Ad2ANU
ok
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