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the proposals. The International Accounting Standards Board has now released its proposals
to amend the provisions standard in three areas. For some companies, these

proposals may result in larger provisions at an earlier date!

— First—how do you determine whether a present obligation exists and when
to recognise a provision? The proposals introduce revised guidance. Some
provisions could be recognised progressively and at an earlier date. For example,
if you are subject to a mandatory threshold for emitting pollutants, at present
you don't recognise an expense for a provision until you exceed the threshold.
Under the proposals, you would start accruing your provision as soon as you
emit pollutants if you expect to exceed your threshold.

— Second - which costs do you include in measuring a provision? Under the
proposals, all direct costs regardless of the type of a provision. Some provisions
may become larger as a result. For example, at present you may recognise a
provision for a legal claim based on your incremental costs only, such as the
expected payout and external lawyers. Under the proposals, you would need to
include all of your direct costs, such as an allocation of your internal legal team
payroll and other related costs.

— And last but not least — when measuring long-term provisions, which discount
rate do you use? Under the proposals, risk-free rate. Depending on your current
accounting policy, some provisions may become larger. For example, if at
present you consider non-performance or credit risk in determining a discount
rate to measure your provisions, then under the proposals you would need to
exclude them and use a risk-free rate only. This would make a discount rate
smaller and your provisions larger.

If, like many companies, you have provisions on your books, then look at the
proposals, assess their impact and provide your feedback to the IASB. To help you
assess the impact, read our article and use our talkbook.
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