
 
 

 

19 December 2018 

IFRS Foundation 

7 Westferry Circus 

Canary Wharf 

London E14 4HD 

 

 

Dear Sirs, 

Re: ED/2018/2 Onerous Contracts - Cost of Fulfilling a Contract 

Thank you for the opportunity to comment on the ED/2018/2 Onerous Contracts - Cost of Fulfilling a 

Contract - Proposed amendments to IAS 37 (“ED”). Please find responses to the questions raised 

therein below. 

Yours faithfully, 

 

Marek Muc 

Founder of IFRScommunity.com 

 

Question 1 

The Board proposes to specify in paragraph 68 of IAS 37 that the cost of fulfilling a contract 

comprises the costs that relate directly to the contract (rather than only the incremental costs of the 

contract). The reasons for the Board’s decisions are explained in paragraphs BC16–BC28. Do you 

agree that paragraph 68 of IAS 37 should specify that the cost of fulfilling a contract comprises the 

costs that relate directly to the contract? If not, why not, and what alternative do you propose?  

I do not agree with the Board’s decisions as set out above for the following reasons:  

• Costing models used by entities vary greatly depending on type of their operations. Some 

service providers do not even allocate all direct costs to individual contracts, especially when 

an asset is not created when fulfilling those contracts. For example, amortisation of 

intangible assets used in fulfilling contracts, where an incremental customer does not impact 

the service capacity of the asset, is often not allocated to individual contracts by many 

entities. Proposed amendments to IAS 37 as set out in ED would, in fact, impose an 

obligation to implement additional cost estimation models, as this will be the only way to 

assess whether a specific contract is onerous. 
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• I believe that the proposed approach will not yield useful financial information in many 

instances. Consider an example when an entity can, using its existing resources (equipment, 

intangible assets etc.), serve a new incremental customer. Revenue from a contract with 

that new customer is sufficient to cover all incremental costs (e.g. direct materials) and still 

earn some incremental margin to the entity. However, when part of the amortisation 

expense of an intangible asset (that would have been incurred anyway) is allocated to that 

incremental contract, it becomes onerous as per approach proposed in ED (and other 

contracts become more profitable). I believe that recognition of an upfront provision and an 

expense in profit or loss on such a contract will not bring useful financial information to 

users of financial statements as this distinct economic event (i.e. the new contract) actually 

brings additional economic benefits to the entity.  

I suggest implementing the incremental cost approach. It is true that this approach would 

necessitate developing some principle-based guidance on combination of contracts to ensure that 

costs which are spread across several contracts, but are de facto incremental, are also considered 

(e.g. wages of a contract manager able to oversee only a few contracts). I believe that such a 

guidance will add less complexity to financial reporting than the need to develop costing models for 

many entities.   

Question 3 

Do you have any other comments on the proposed amendments? 

Please find some additional comments below: 

• I believe that there is too much focus on the construction industry when developing 

amendments to IAS 37. I think that the Board should carefully consider possible implications 

on other industries, particularly service providers where an asset is not created when 

fulfilling contracts with customers. As I wrote in an answer to Question 1, such entities often 

do not even allocate all direct costs (as per approach proposed in ED) to individual contracts. 

I think it would be useful if the Board would assess the impact of directly related cost 

approach on industries such as telecommunications industry (for example, the need for 

allocation of amortisation of licence and spectrum fees or depreciation of network 

infrastructure to individual contracts as per directly related cost approach). 

• I think it would be useful if IAS 37 would specify circumstances under which an entity needs 

to assess whether a contract is onerous. This would have the effect that such an assessment 

needs to be done only when there are certain indications.  

• Additionally, I agree that the requirements that are being developed should apply to all 

contracts in the scope of IAS 37 and not only to contracts in the scope of IFRS 15. 


