IAS 37 Round table discussions.
Summary of discussions at that IAS 37 Round table held in London 8 December 2006.
The Round table was organised by the IASB with the objective to hear participants´ views on the tentative conclusions reached by the Board after its deliberations of the comments on the IAS 37 ED.
1. The round table discussions were held in three sessions from 08.00-16.30 with Tony Cope and Bob Garnett as chairs respectively and with Sara Broad, the IAS 37 project manager, introducing the background to the questions discussed in the round table. These questions are reflected in the background materials previously provided to the EFRAG. Liz Hickey helped Sarah taking notes. There will be a document prepared by Sarah reflecting the discussions in all the round table meetings held ( New York, London and Melbourne).
2. The notes in this memo are intended to reflect the main points presented by the participants and to reflect the thrust of what was said rather than documenting each comment in the order they were made.
3. Participants included bankers and bankers´associations, big multinationals, standard setters, big accounting firms, an IOSCO representative and business groups. Also some Board members were among the round table participants.
4. Typically participants and sometimes also the acting chair found it difficult to deal with the questions separately in the order they are presented in the background material. 

General comments by participants.

1. Generally only little support was expressed in favour of IASB´s tentative conclusions and proposals. A question was asked: What is the Board trying to address and why? What are the problems with IAS 37 as written and applied? Commentators found it necessary that the Board dealt with these questions and clearly explain its rationale for moving in the proposed way.

2. Although the approach reflected in the background material was a good exercise from an analytical point of view and included some logics, the pulling apart of characteristics of liabilities to be recognised as discussed in the background material was not deemed to be appropriate. The approach taken was not helpful for dealing with transactions in ´the real world ´as it lead to spurious accuracy. It was necessary to look at all characteristics and their interdependencies to establish whether or not there is a liability to recognise.
3. It was mentioned that the scope issue is important and that the interplay between IAS 37 and IAS 18 should be made clear.

4. Whatever changes that were considered to be made should be field tested.

5. The background material does not deal with all aspects of IAS 37. It was important that constituents had a chance to comment on a timely basis on other issues that would be addressed when the Board continues its work on the standard.

6. Re-exposure of what will come out of the Board´s deliberations seems to be required.

A. Existence of a present obligation.

Question 1. ( Indicators as guidance to help to determine whether a present obligation exists?)
The following comments were made:

· It was not clear what the Board wanted to see in the balance sheet, i.e. it was not obvious which underlying principle the indicators that might be developed should clarify. 
· The problems exist where there is uncertainty. It was suggested to deal with obligations in three groups: legal/statutory, contractual and other. The uncertainty relates primarily to the ´other ´group. A Board member suggested, though, that one should first deal with contractual obligations.
· Indicators are not enough. The use of indicators would lead to some sort of´probability´. There is a need for a quantitative threshold; a ´more likely than not ´notion may therefore be required. However, the suggested guidance might lead to ´rules ´and should therefore be carefully considered.

· There was some support for two ´recognition´ tests, both at the definition level and at the level of recognising a liability.

· The discussion may be too limited when only legal obligations are discussed; this is a piecemeal approach, the consequences of which are questionable. 
· The constructive obligation is where one needs guidance. For a constructive obligation, where uncertainties exist, disclosure is better.

· A more likely than not criterion, that was considered to be a practical expedient to determine whether a present obligation exists, was deemed to be a good solution by many participants. However, this was not considered to be helpful by those Board members that commented on this idea; a split 51/49% creates problems.
       Question 2.  ( Is the start of legal proceedings a past event? The role of external 

       detection  for determining whether a present obligation exists?)
        The following comments were made:

· Often lawsuits are not obligations. Only courts could finally decide. The question is how to do in the meantime ( a lawyer´s view).
· The proposed ideas would lead to unreliable accounts; disclosures are better.

· When dealing with the questions raised under this heading, one big question mark remains: which is the underlying event?

· A Board staff view was that if there is a breach or violation that would not lead to any consequences, there is no obligation. However, it was pointed out that this was not what the background material suggested.

   B.Uncertainty about an outflow of economic benefits.

       Question 3  ( The meaning of ´expected to ´in the definition of a liability)
       The following comments were made:

· ´Expected to ´is not a more than 0% likelihood. This is not what ´expected to´ means in English. Something which is expected is at least likely and probably more likely than not.

· A Board member with a US background noted however that in the US Framework ´expected´ is used to take away the idea that nothing in life is certain. That comment did not seem to convince participants that the Board´s view on the meaning of ´expected to ´was correct.
· Many participants made the point that defining a liability based on a combination of high value and low probability is not meaningful and leads to loss of valuable information. Determining a liability on this basis includes a high degree of subjectivity. It is better for outside , unbiased experts to make an assessment whether or not a liability exists. Thus providing relevant disclosures is a better way.
· Bringing it down to providing only a number is thus not useful from an information point of view.
· A Board member ( and also staff ) pointed at the parts of the background material that provided examples of common present obligations that are widely accepted as liabilities and which may not require a cash outflow to be defined as a liability ( e.g. written options). This did not convince all participants; these examples are different from the non contractual liabilities that are the main concern and may therefore be accounted for differently.

 Question 4  ( The role of probability as a recognition criterion)

 The following comments were made:

· Probability has a role to play as a recognition criterion. However, there seems to be mixed views whether or not it should mean more likely or not.

· Although the comment could be made that IAS 37 has a unique interpretation of probability, this interpretation is used and well understood.

· If the notion should be deleted as a recognition criterion, field testing is required to determine that no unexpected difficulties and or outcomes would result.

· ´Probable ´should have been defined a long time ago; it was on IOSCO´s list for action by year 2000.

      C. Related amendments.

Stand ready obligations.
No question was raised in this notion. In the short discussion that followed it was questioned whether or not there was a past event in this case and whether there really was an obligation. A comment was also made that this is a notion that in any case would take time to understand.

D. Measurement.

Questions 5-7 ( the current settlement notion and the existing IAS 37 measurement principle, the usefulness of information provided based on this notion and practical problems, if any, in applying the proposed principle)

The following comments were made:

· The Board´s ambition was said to be limited to clarifying what was there in IAS 37.

· ´Current settlement ´is a notion which is not well understood. It was also questioned why the proposed measurement under this label would create meaningful information.

· The measurement principle in IAS 37 was said to be unclear; it is not clear whether future events would have to be evaluated when measuring.

· It seemed however to be a common view that what the Board is proposing is not how IAS 37 is applied in practice. In practice entities try to evaluate at the balance sheet date the cash flows which are required to settle a liability in the future, not what the entity would have to pay to settle on the balance sheet date. 

· Some Board members pointed out that the Board was looking for consistency with IFRS 3 measurement. The view that IFRS 3 should be the benchmark in this respect was however rejected by many commentators.

· What the Board is proposing is something which is what is currently understood to be fair value, although the Board denies that this is the measurement basis they propose to be applied. However, it is thought in the market place to be fair value.
· Many commentators disagreed with the suggested layoff approach because in a majority of cases entities will not lay off and could often not lay off if they wanted to. Something which is not done and could not be done most of the time could not possibly be the right move forward and would not produce meaningful information.

· However Board members and staff stated that layoff may be done sometimes and therefore the layoff approach was meaningful ( no further supporting argument in favour of the layoff approach was offered in this part of the discussion). Further a Board member pointed out that a measurement reflecting expected value creates a ´richer ´value, as it represents information about all possible outflows based on the information available in the market place.

· This view was not accepted for a number of views: (1)  there is no number that is richer than any other number, holding such a view is simply wrong. Putting emphasis on one figure in the balance sheet could be dangerous ( lack of accuracy), (2) the Board´s view may work when objective evidence is available, which is not the case, (3) it is very difficult to come up with estimates of probabilities as proposed. This creates a false image of accuracy. Management judgement and disclosures is better, (4) the exit value is often higher than the settlement amount showing what the reporting entity is actually doing. This issue has to be dealt with.
E. Other amendments proposed by the ED.

It was noted that convergence with US GAAP was an issue.
