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ICAEW welcomes the opportunity to comment on EFRAG’s draft comment letter on ED/2018/2
Onerous Contracts — Cost of Fulfilling a Contract: Proposed Amendments to IAS 37, published in
January 2019, a copy of which is available from this link.

We are currently in the process of finalising our response to the IASB’s ED/2018/2 Onerous
Contracts — Cost of Fulfilling a Contract: Proposed Amendments to IAS 37. Although we are
not yet able to confirm our final comments, we expect to support the proposals but
recommend that the IASB ensures that proper consideration is given to how the proposed
amendments would affect all contracts within IAS 37 and not just those previously within the
scope of IAS 11.

This response of 12 April 2019 has been prepared by the ICAEW Financial Reporting Faculty.
Recognised internationally as a leading authority on financial reporting, the Faculty, through its
Financial Reporting Committee, is responsible for formulating ICAEW policy on financial reporting
issues and makes submissions to standard setters and other external bodies on behalf of ICAEW.
The Faculty provides an extensive range of services to its members including providing practical
assistance with common financial reporting problems.

ICAEW is a world-leading professional body established under a Royal Charter to serve the public
interest. In pursuit of its vision of a world of strong economies, ICAEW works with governments,
regulators and businesses and it leads, connects, supports and regulates more than 150,000
chartered accountant members in over 160 countries. ICAEW members work in all types of private
and public organisations, including public practice firms, and are trained to provide clarity and
rigour and apply the highest professional, technical and ethical standards.

© ICAEW 2019

All rights reserved.

This document may be reproduced without specific permission, in whole or part, free of charge and in any format or medium, subject to
the conditions that:

« it is appropriately attributed, replicated accurately and is not used in a misleading context;

« the source of the extract or document is acknowledged and the title and ICAEW reference number are quoted.

Where third-party copyright material has been identified application for permission must be made to the copyright holder.

For more information, please contact: frf@icaew.com

ICAEW Chartered Accountants’ Hall Moorgate Place London EC2R 6EA UK
T +44 (0)20 7920 8100 icaew.com


https://www.efrag.org/News/Project-350/EFRAGs-Draft-Comment-Letter-on-the-IASB-ED20182-Onerous-Contracts---Cost-of-Fulfilling-a-Contract---Proposed-amendments-to-IAS-37?AspxAutoDetectCookieSupport=1

ICAEW REPRESENTATION 44/19 DRAFT COMMENT LETTER ON IASB'S ED/2018/2 ONEROUS CONTRACTS

KEY POINTS

SUPPORT FOR IASB PROPOSALS

1.  We are currently in the process of finalising our response to the IASB’s ED/2018/2 Onerous
Contracts — Cost of Fulfilling a Contract: Proposed Amendments to IAS 37. Although we are
not yet able to confirm our final comments to the IASB, we expect to support the proposals,
which aim to clarify which costs should be taken into consideration when determining the
‘cost of fulfilling’ a contract for the purpose of assessing whether a contract is onerous.

2. However, in our draft response we also recommend that the IASB ensures that proper
consideration is given to how the proposed amendments would affect all contracts within
IAS 37 Provisions, Contingent Liabilities and Contingent Assets and not just those previously
within the scope of IAS 11 Construction Contracts.

ANSWERS TO SPECIFIC QUESTIONS

Question 1

EFRAG notes that the impact of the proposals goes beyond contracts with customers in the
scope of IFRS 15. What is your perceived impact of the amendments that should be
considered by the IASB when finalising the amendments? Please provide the relevant
contract examples.

3. In our draft response to the IASB we note that although the proposed amendments have
been prompted by the withdrawal of IAS 11 and the introduction of IFRS 15 Revenue from
Contracts with Customers, the changes would affect all contracts within the scope of IAS 37.
Therefore, although we are not able to comment in detail on the possible impact of the
amendments, we do recommend that the IASB ensures that proper consideration has been
given to how the proposed amendments would affect all contracts within the scope of IAS 37
and not just those previously within the scope of IAS 11.

4, In addition, we note that the proposed amendments could result in an entity making a
provision for contracts which would be marginally profitable but for the allocation of existing
fixed costs that are ‘directly related’ to that contract. This seems more likely to be a possibility
for contracts previously within the scope of IAS 11 and therefore we suggest that the IASB
considers this concern further as part of its review of how the proposed amendments would
affect all contracts.
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