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About the project
2

• Research project

• Project objectives
– improve the information that entities provide in their financial statements about 

financial instruments that they have issued 

– address challenges with applying IAS 32 Financial Instruments: Presentation in 

practice

Discussion Paper 
(DP) published

June 2018

180-day 
comment 

period

Comment deadline 
ends

7 Jan 2019

Project proposal 
based on feedback 

received

More information can be found on the FICE project page on our website. 

https://www.ifrs.org/projects/work-plan/financial-instruments-with-characteristics-of-equity/

https://www.ifrs.org/projects/work-plan/financial-instruments-with-characteristics-of-equity/


3Project scope

In scope

• Classification of financial instruments 

as financial liabilities or equity 

instruments
– issuer perspective

Not in scope

• Recognition and measurement 

requirements in IFRS 9 

• Reconsidering disclosure 

requirements for financial assets and 

liabilities in IFRS 7



4What have we heard?

IAS 32 works well for most financial 

instruments

But financial innovation since IAS 

32 was issued has resulted in 

challenges with applying it to a 

growing number of complex 

financial instruments

Limited information provided 

for equity instruments

Continuing debate about the 

underlying rationale of the distinction 

between liabilities and equity

• Articulate the principles for the 
classification with a clear rationale with 
limited changes to classification outcomes

• Enhance presentation and disclosure 
requirements about financial liabilities and 
equity instruments

How are we addressing them?

• Improve the consistency, completeness 
and clarity of the requirements 



IFRS® Foundation

Classification principles with 

a clear rationale 
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6

9

Can the issuer be required to 

pay cash or to hand over 

another financial asset before 

liquidation? 

Has the issuer promised a return 

to the instrument’s holder 

regardless of the issuer’s own 

performance or share price? 

A financial instrument issued by an entity is a financial liability if the answer is yes to 

one or both of the following questions

Otherwise, it is an equity instrument

Classification: the basic idea is…

Amount featureTiming feature
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▪ Issue an instrument for CU100

▪ Obligation to deliver own shares worth CU110 at year 1

Example #1

Year 1

CU110 

worth of 

own shares

Should it be classified as liability or equity?

Timing Feature Any obligation to transfer cash before 

liquidation?

Amount Feature Return on instrument independent?

Now

Classified as a financial liability
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▪ Issue a share with the same rights as an ordinary share BUT agree to 

redeem the shares in cash at the holder’s option at year 1 for its fair value

Example #2

Year 1

At holder’s request exchange 

share for cash = share’s fair 

value

Should it be classified as liability or equity?

Timing Feature Any obligation to transfer cash before 

liquidation?

Amount Feature Return on instrument independent?

Now

Classified as a financial liability



9Classification outcomes

Amount feature

Timing feature

Contains obligation for

an amount 

independent of the 

entity’s available 

economic resources

Contains no obligation 

for an amount 

independent of the 

entity’s available 

economic resources

Obligation to transfer 

economic resources 

required at a specified

time other than at 

liquidation

Liability Liability

Obligation to transfer 

economic resources 

required only at 

liquidation

Liability Equity
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Improve the consistency, 

completeness and clarity of 

the classification requirements 



11Classification of derivatives: own equity

• Tests whether net amount is affected by any 

“independent variables” - fixed-for-fixed 

derivatives will continue to be equity

• Principle would clarify that some variables 

do not preclude equity classification (eg 

some anti-dilution provisions)

What does ‘fixed’ mean in the 

‘fixed-for-fixed’ condition? 

Application challenges when 

applying IAS 32 The Board’s preferred approach

Classification principle that applies 

consistently to derivatives in their entirety

Why is there inconsistency 

between classification of 

foreign currency options?



12Classification of derivatives: variables 

Net amount 

(on settlement)

FX 

rate 

Gold 

price

The Board’s preferred approach would classify a derivative on own equity as 

a financial asset or a financial liability if:
• it is net-cash settled (the ‘timing’ feature); and/or

• the net amount of the derivative is affected by a variable that is independent 

of the entity’s available economic resources (the ‘amount’ feature). 

Deliver own sharesReceive strike price

Any independent variables? 

For example,



13Puttable shares

Shares issued at CU100

Puttable in one year at CU100

How to reflect potential obligation to pay cash to redeem underlying shares?

Put obligation Underlying shares

Today (IAS 32)

• Recognise the obligation for 

CU100

The Board’s preferred approach

• Same as above

Today (IAS 32) 

• Mixed practice – Show as outstanding? Derecognise? 

Issues

• Diversity in accounting

• Double counting if shown as outstanding

• Visibility of changes in the value of the holder’s option to keep or put the shares

Proposals

• Derecognise shares

• Recognise an implicit written call option representing the holder’s right to keep 

the shares
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Presentation and disclosure



15Presentation - financial liabilities

Challenges when 

applying IAS 32
The Board’s preferred approach

Changes in liabilities linked 

to own share price are 

arguably not relevant for 

an entity’s performance

There are a variety of 

financial liabilities with 

different features

Distinguish some financial liabilities using 

separate presentation in the statements of 

financial position and financial performance

Present separately in OCI income and expenses 

arising from some financial liabilities:

• those that contains no obligation for an 

amount that is ‘independent’

• some FX derivatives on own equity subject to 

specific conditions 



Separate presentation in statement of financial 
performance 16

Income statement (Profit or Loss)

Income and expenses from financial 

liabilities that have the amount 

independent of the entity’s available 

economic resources 

X/(X)

Profit for the period XXX

Statement of other comprehensive income

Income and expenses from financial 

liabilities and derivative assets/liabilities 

that the amount NOT independent of the 

entity’s available economic resources 

X/(X)

Other comprehensive income XXX

Contains an obligation for an 
amount independent of the entity’s 

available economic resources?* YES

NO

No 

recycling

*For derivatives, is the net amount of the derivative affected by any independent variable? For partly independent 

own equity derivatives, consider the specific criteria.



17Presentation – equity instruments

Start with profit 
or loss and OCI

Step 1

non-derivative 
equity instruments

Present the amount of dividends on the face of the 
statement of financial performance (the amount 
required to be adjusted for when calculating basic EPS in 
accordance with IAS 33) 

Step 2

derivative equity 
instruments

Present income and expenses attributable to 
derivative equity instruments using one of 
three possible methods

Step 3

ordinary shares
Present the remaining income and 
expenses attributable to ordinary shares  

No 

preliminary 

view formed



Disclosures 18

• The Discussion Paper explores possible requirements to 

disclose:

18

- the priority of claims on liquidation 

- the potential dilution of ordinary shares

- terms and conditions that are relevant to understanding of the 

timing or the amount feature

The Board is seeking feedback on the costs and benefits of 

disclosure of this information (see Appendix C for further detail)



19Economic compulsion and indirect obligations 19

• Some claims against an entity grant the entity the right to choose between alternative 

settlement outcomes, instead of granting that right to the counterparty or holder, eg 

reverse convertible bond.

• Preliminary view is that, consistent with IAS 32 today, economic incentives of the entity 

should not be considered when classifying a claim as either a liability or equity. 

Classification would be based on rights and obligations established by a contract, 

including obligations that are established indirectly through the terms of the contract. 

• Applying the proposed approach, financial instruments such as the callable preferred 

shares with resets, and cumulative preference shares, would be classified as liabilities 

because of the “independent” amount feature. 

– There is no need to consider economic incentives and compulsion in arriving at the 

classification conclusion for these types of claims. 
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Law and regulation

• Classification based on 
terms of contract only

• Retain the provisions 
in IFRIC 2 (cooperative 
shares)

Existing exceptions

• “Puttables” – keep 
without change

• Foreign currency rights 
issue – would be 
liability but separate 
presentation in OCI of 
changes subject to 
specific criteria

Other issues covered
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Appendices



22Appendix A: potential classification impacts

IAS 32 Proposed approach

Ordinary bonds Liability

Ordinary shares Equity

Puttable instruments that meets 

the exception
Liability presented as equity

Other shares redeemable at fair 

value
Liability

Liability with separate presentation in statement of 

other comprehensive income

Cumulative preference shares 

(dividends for a stated rate, 

deferrable but not cancellable) 

Equity Liability

Derivatives to deliver a fixed 

number of equity instruments for a 

fixed amount of cash

Equity

FX rights issue (meets exception 

under IAS 32) Equity

Liability with separate presentation in statement of 

other comprehensive income subject to specific 

criteria

FX conversion option (into fixed

number of shares) Liability

Liability with separate presentation in statement of 

other comprehensive income subject to specific 

criteria



23Appendix B: approaches to attribution

Full fair value approach Average-of-period 

approach

End-of-period approach

Attribute total comprehensive

income to derivative equity 

instruments based on changes in 

their fair value.

Investors will get the same 

information about changes in fair

value of all derivatives on own 

equity as if they are classified as 

financial assets or financial 

liabilities.

Use the average-of-period fair 

value ratio to apportion the 

entity’s total comprehensive 

income for the period. 

Investors will get information 

similar to diluted earnings per 

share applying IAS 33. 

Reallocate the end-of-period 

carrying amount of equity among 

the various derivative equity 

instruments and ordinary shares so 

as to reflect the end-of-period fair 

value ratio. 

This approach might better depict 

the relative carrying amounts of 

the different components of equity 

at the end of the period than the 

other approaches. 

Or 

Disclosure only



Appendix C: Disclosure -

Priority of claims on liquidation 24

• Currently, IFRS disclosure requirements do not require any specific 

disclosures resembling the example below.

• In the DP, the Board proposes that disclosures similar to the table below be 

presented either on the face of the financial statements, or in the notes.

Applies to all 

financial liabilities 

as well as equity 

instruments

If the Board decides to finalise this disclosure 

requirement, the Board will consider information that 

entities are already required to provide by other 

requirements



Appendix C: Disclosure -

Potential dilution of ordinary shares 25

• Reconciliation of changes 

during the period in the 

number of:

a) ordinary shares 

outstanding and 

b) the maximum number of 

ordinary shares that could 

potentially be issued

• To be provided in the notes



26

• For example, 
– terms and conditions that are relevant to determining the settlement 

amount such as those that affects the financial instrument’s principal 

amount, interest rate, indices and whether and how the settlement 

amount depends on the entity’s available economic resources (such 

as indexation to share price) and the effect of any options and 

contingencies; and

– the timing of settlement including the effect of any options and 

contingencies.

• To be provided in a single place in the notes to the financial statements.

• Challenges exist, eg how granular can/should the information be. 

Appendix C: Terms and conditions affecting the 

amount and timing of cash flows
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DISCLAIMER 

The views expressed in this presentation are those of the presenter, except

where indicated otherwise. EFRAG positions, as approved by the EFRAG Board,

are published as comment letters, discussion or position papers, or in any other

form considered appropriate in the circumstances.
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OBJECTIVE, SCOPE AND CHALLENGES

23-11-2018 EFRAG/IASB Outreach Event on FICE - Copenhagen 31

EFRAG’s TENTATIVE VIEW

• Very ambitious scope

• Explanation of how the new proposals resolve existing problems

• Other improvements needed?



CLASSIFICATION

32

Claim IAS 32 DP

Non-redeemable fixed-rate cumulative preference 

shares
Equity Liability

Cumulative undated bonds Equity Liability

Some non-derivative financial instruments that will change their classification as 

a result of the application of the IASB’s preferred approach are presented 

below:

ILLUSTRATIVE EXAMPLES: NON-DERIVATIVE INSTRUMENTS



CLASSIFICATION

33

ILLUSTRATIVE EXAMPLE: ØRSTED (SIMPLIFIED)

• Fixed coupon till 6 Nov 2020, then 

reset to the 5 year euro swap rate 

+ premium

• Issuer can defer coupon payment 

in whole or in part, subject to 

interest

Obligation to pay when:

• Dividends are declared

• Redemption (at option of 

issuer)

• Bankruptcy, winding up, 

liquidation and dissolution

• Issue date: 6 May 2015

• Maturity date: 6 November 3015

• Issuer call date: 6 November 2020

(at par)

The issuer call (in part or in 

full) at any time



CLASSIFICATION

34

ILLUSTRATIVE EXAMPLE: ØRSTED (SIMPLIFIED) - CONTINUED

‘Accounting call’:

“The Securities may be redeemed at the option of the Issuer in whole, but 

not in part, at any time, (i) prior to the First Par Call Date, at their Early 

Redemption Amount (together with interest accrued to the date fixed for 

redemption and any Outstanding Payments) and (ii) on or after the First 

Par Call Date, at their principal amount, (together with interest accrued to 

the date fixed for redemption and any Outstanding Payments), if a 

recognised accountancy firm satisfactory to the Trustee, acting upon 

instructions of the Issuer, has delivered an opinion to the Trustee, stating 

that as a result of a change in accounting principles (or the application 

thereof) since the Issue Date the obligations of the Issuer in respect of 

the Securities may not or may no longer be recorded as "equity" in the 

consolidated financial statements of the Issuer pursuant to International 

Financial Reporting Standards ("IFRS") or any other accounting 

standards that may replace IFRS for the purposes of preparing the 

annual consolidated financial statements of the Issuer.”



CLASSIFICATION
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Claim IAS 32 DP

Net share-settled derivatives Liability Equity

Foreign currency rights issues Equity Liability

Some derivative financial instruments that will change their classification as a 

result of the application of the IASB’s preferred approach are presented below:

ILLUSTRATIVE EXAMPLES – DERIVATIVES OVER OWN EQUITY



CLASSIFICATION

23-11-2018 EFRAG/IASB Outreach Event on FICE - Copenhagen 36

EFRAG’S TENTATIVE VIEW

• New terminology risks disruption and it is unclear that existing interpretive 

challenges will be resolved.

• New principles cause non-problematic areas to change, e.g. perpetual

instruments and net share settled derivatives.

• IASB should consider whether all derivatives on own equity should be 

classified as assets/liabilities under IFRS 9 and disclosed under IFRS 7?

• Not convinced by proposal for redemption obligations (and the DP still does 

not deal with certain conceptual and application issues previously raised).

• On alternative settlement outcomes controlled by the entity: significant 

change (could be costly), instead better presentation and disclosure could be 

considered.



PRESENTATION

23-11-2018 EFRA/IASB Outreach Event on FICE - Copenhagen 37

EFRAG’s TENTATIVE VIEW

• IASB proposal leads to increased use of OCI.

• Consider recycling from OCI when the financial instruments are realised.

• Order of priority in the notes rather than on the face of the balance sheet.

• Attribution has some benefits – increased transparency but complex and 

costly.

• Focus on existing presentation requirements and further information about 

potential dilution.

• Subclasses of equity and attribution increases complexity.

• Recommends that IASB improves: existing presentation requirements, IAS 

33 ‘Earnings per Share’ about dilution information and disclosures.



PRESENTATION

23-11-2018 EFRA/IASB Outreach Event on FICE - Copenhagen 38

EFRAG’s TENTATIVE VIEW

• Disclosures are a key part of the project, acknowledges that the proposals 

would significantly extend current disclosures.

• Priority on liquidation, level of disclosures important, e.g. legal entity or 

consolidated group. 

• On potential dilution disclosures: IASB to consider scope of these and 

EFRAG also provides suggestions for improvements.



CONTRACTUAL TERMS

39

EFRAG’s TENTATIVE VIEW

• Economic compulsion not to be considered for classification purposes.

• Retaining indirect obligation requirements in par 20(b) of IAS 32.

• Highlighted challenges between contractual rights and obligations and EU

regulation.

• Retention of IFRIC 2 Members’ Shares in Co-operative Entities and Similar

Instruments.



Discussion topics



What are the main challenges in distinguishing debt 
from equity?

41

EFRAG’s TENTATIVE VIEW

• Accounting for non-controlling interest written put options.

• Application of the fixed-for-fixed condition.

• The role of economic compulsion.



What is the expected impact of the DP on 
classification outcomes?

42

EFRAG’s TENTATIVE VIEW

• Would not want existing classification outcomes to fundamentally change.

For the most common financial instruments (e.g. ordinary shares, non-

cumulative preference shares and bonds), the classification would not

change.

• For non-derivatives, the classification changes are mainly related to claims

for a fixed amount (amount feature) for which payment is only due on

liquidation (e.g. financial instrument with cumulative features).

• For derivatives, the classification changes are mainly related to net-share

settled derivatives and instruments that currently meet the foreign currency

rights issue exception.

• EFRAG expects that the proposals in the DP would mainly affect entities

that issue complex instruments, like large corporates, financial institutions

and companies in the process of being listed.



Do the benefits of the information provided by the 
attribution approaches described in the DP exceed 
the related costs?

43

EFRAG’s TENTATIVE VIEW

Better cost/benefit balance may be achieved by improving existing

presentation requirements without the attribution mechanism (i.e. more

disaggregation of equity components on the face of the financial statements to

help users to, for example, distinguish existing shareholders from potential

shareholders) and provide information about dilution through improvements to

IAS 33 and disclosures.



Expected impact on accounting for puts on minority 
interests

44

EFRAG’s TENTATIVE VIEW

Accounting for put options over NCI in the consolidated financial statements

would involve:

• Recognition of a liability component at the redemption amount, which will

be subsequently remeasured in accordance with IFRS 9;

• Derecognition of the NCI on which put options are written, at the fair value

of the ordinary shares of the subsidiary at the date the put options are

issued; and

• Recognition of the residual as an equity component for the implicit written

call option on the subsidiary’s shares (updated over time through the

attribution of comprehensive income).

• If the put option expires unexercised, then the carrying amounts of the

redemption amount and the conversion option would be reclassified to NCI.
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