Executive summary
Background

On 30 June 2005, IASB issued The Exposure Draft to IAS 37 Provisions, Contingent Liabilities and Contingent Assets. The amendments to IAS 37 are a result of two of the Board’s current projects: the second phase of the Business Combination project and the Short-term Convergence project.

This essay is an analyze and discussion of the proposed amendments in ED. The thesis is primarily based on theoretically statements, and is therefore not practically verified.
Summary of main changes

The analysis showed that the proposed changes in ED are radical big. ED includes the fallowing main changes:

Scope and terminology

The terms provision, contingent liability and contingent asset are eliminated in ED. Instead will the title be addressed “non-financial liabilities”. The only assets under ED are reimbursement rights. Items that previously was described as contingent assets will now be within the scope of IAS 38 “Intangible Assets”.

Contingent liabilities

ED eliminates the term contingent liabilities and argues that liabilities only arise from the unconditional obligation of the entity and can therefore not be “contingent”. The Exposure Draft introduces the term “a stand-ready obligation”. A stand-ready obligation represents the entity’s unconditional obligation to stand ready to fulfill the conditional obligation if the uncertain future event occurs or fails to occur.

Recognition

Current IAS 37 states, that a provision is recognized on the basis of a probability criterion (more likely than not). Under the ED this criterion will be omitted and moved to the measuring principals. 
Measurement

The current measurement principle in IAS 37 is that a provision is measured at the best estimate of the expenditure required to settle the present obligation at the balance sheet date. This principle has been deleted in ED and instead is a non-financial liability measured at the amount that the entity would rationally pay to settle the present obligation or to the amount that it would transfer it to a third party on the balance sheet date. ED proposes that both classes of similar obligations and single obligations should be determined on the basis of an expected cash flow approach. This means that the most likely outcome approach for measuring a single obligation no longer will be available.

Restructuring provisions

The current IAS 37 states that the entity should recognized a provision for the direct expenditures arising from the restructuring. ED proposals that non-financial liabilities for costs associated whit a restructuring should be recognized independently of the restructuring. This means that costs associated with the restructuring should meet the general definition of a liability before it can be recognized.
Conclusion

Generally the proposed amendments to IAS 37 provide useful information to the users of financial statements. The analysis concluded that the changed recognizing en measuring principles will contribute to more reliable and relevance information. The analysis did also show some complicatedness and difficulties with the understanding of some of the new definitions and terms. Therefore the Board first needs to solve these complexities before it finally validate the proposed changes in ED.      
