
Climate-related Commitments OAS 37 Prort-sio ns, Contingeal Liabilities and Contingent Assets)

The Committee received a request asking it to clariry:
a. whether ar entity's commitment to reduce or offset its greenhouse gas emissions creates a constructlve

obligation for the entity;
b. whether a consfuctive obligation created by such a commitment meets the criteria in IAS 37 for

recognising a provision; and

c. ifa provision is recognised, whether the corresponding amount is recognised as an expense or as an asset

when the provision is recognised.

The Committee considered this request by reference to the following fact pattem.

Fact pattem
ln 20X0 an entity, a manufacturer of household products, publicly states its commitment:

a. to gradually reduce its annual greenlouse gas emissions, reducing them by at l€st 60% of their cur.ent

level by 20X9; and

b. to offset its remaining annual emissions in 2OX9 and in subsequent years by buying carbon credits and

retiring them ftom the carbon mark€t.

To support its statement, the entity publishes a transition plan setting out how it wil I gradually modi! its

manuiactudng methods between 20Xl and 20X9 to achieve the 60% reduction in its armual emissio.s by 20X9.

The modifications will involve investing in more energr'_efficient processes, buying energy from rmewable

sources ard replacing existing petroleurn-based product ingedients and packaging materjals with lowef-carbon

altematives. Man€ement is confident that the entity c€n make all these modifications and continue to sell its

products at a profit.

In addition to publishing the ransition plan, the entity takes several other actions that publicly afiirm its intention

to fulfil its commiunents-

Do€s the etrtity have a cotrstructive obligation?
Paragraph l0 oflAs 37 defines a constructive obligalion as an obligdion lhat derives liom an entity's actions

where:
a. by an established pattem ofpast practice, published policies or a sufficiently sPeciflc current statement'

the entity has indicated to other Parties that it witl accept cenain responsibilities; and

b. as a result, the entity has created a valid expectation on the part ofthose other panies that it will
discharge those responsibilities.

Paragraph 20 ofIAS 37 states that an obligation always involves another party to whom the obligation is owed,

but that it is not necessary to know the identity of that party lhe obligation may be to the public at lage. The

Committee obsewed thal a constructive obligalion to reduce or ofset greenhouse gas emissions, if one exists,

would be owed 10 all people adveEely affected by the emissions so would extend to the public at large.

The Committee irther observed that whether an entity's statement of its commitment to reduce or offset its

emissions creates a valid expectation that it will fulfil the commitment-and hence crcates a construclive

obligation to do so--{epends on the facts ofthe commitment and the circumstances sunounding it' including any

actions the enlity has taken that publicly affrm its intention to fuIfil the commiment. Management would apply
judgement to reach a conclusion at each reporting date considering all relevant facts and circumstances existing

at that date. Ifthe facts or circumstances chang€ from one reporting date to the ner.1, so too could the conclusion.

Ifthe entity's statement has not cr€ated a constructive obligation, the entity does not recognise a Fovision. Ifthe
entity's statement has created a construclive obligation, the next question to consider is whether that obliSation

satisfies the criteria for recognising a provision-

Does the constructiv€ oblig.tion satisfy the criteria for recognisitrg, pmvision?
Paragraph 14 of IAS 37 requires an entity ro re€ognise a provision when:

a. the entity has a present obligation oegal or constructive) as a r€sult ofa past event;

b. it is probable that an outflou ofresolfces embodying economic benefits will be.equired to settle the

oblisation: and



c. a reliable estimate can be made ofthe amount ofthe obligation.

An entity recognises a provision only ifall thrce ofthese r€cognition criteria are met.

Present obligation as a result ofa past event
The first criterion for recognising a pro sion is that the entity has a present obligation as a result of a pasl event.

The Committee observed that, just as the enactment ofa law is not suficient to give an entity a present legal
obligation, the publication ofapolicy or statement is not sufficient to give an entity apresent constructive
obligation-an entity has a present legal or constructive obligation only when the event to whichthe law, policy
or statemmt applies has occufted. For example, as illustmted in Illustrative Exanple 28 accompanying IAS 37,
an entity with awidely published policy ofcleaning up land it contaminates incus apresenl obligation only
when it contaninates land-publishing the policy is necessary but not sullicient to give the entiry a present

obligation.

In explaining the requirement for a present obligation, paragraph l8 ofIAS 37 stales thal'no provision is
recognised for costs that need to be incurred to opemte in the future' and pardgraph 19 oflAs 37 states that 'it is
only those obligations arising ftom past events existing independently of a.n endry's future actions (ie the future

conduct of its business) that are recognised as provisions'.

Applying rhose pardgraphs, the Cornmittee concluded that ifth€ commitments described in the fact pattem

creales a conslruclive obligation for the entity'
a. that obligation is not a present obligation as a result of a past event when the entity publicly states the

commitments in 20X0. Neither stating a commitment nor taking actions that aflirm the entity's intention
to fulfil that commitment are evmts that crc{lte a present obligation. Th€ events that create a present

obligation are the events to which the statement applies and those events have not occurred al the time
the entity states its commitment. The costs that the entity will incur to reduce its annual greenhouse gas

emissions and to offset the greenhouse gases it emits in 20X9 arld in subsequent years ate costs that it
will need to incur to operate in the future-the obligations for those costs do not exist independently of
the entity's future actions.

b. at any given date, the entity does nol have a present obligation to reduce its emissions after that date,
because the costs of operating with lower emissions in the future will remain costs thal need to be

incurred to operat€ in the future. The entity will at some future date have a liability to pay for resources

it buys to carry out those fulule operations-for example, to pay for new plart or equipmenr-but only
when it receives those resources in an exchange transaction.

c. only when the entity has emitted the greenlouse gases thal it has committed to offset will it have a
present obligation to offset those gre€nhouse gases. The entity will have that presmt obligation only if
and when it emits grcenhouse gases in 20X9 and in subsequent years.

P robable ouil av, of res ources
The second criterion for recognising a pmvision is that it is probable thal an outflow ofresources embodying
economic benefits will be requircd to settle the obligation.

The Committee conclud€d that ifthe conmiments described in the fact pattem create a constructive obligation
for the entity:

a settling the constructive obligation to rcduce the entity's annual greenlouse gas emissions will not
require an outflow ofresources embodying economic benefits. Although the entity will incur
expenditue to modil' its manufacturing methods, it will receive other resources for example, propery,
plant, equipment, eners/, product ingredients or packaging materials-in exchange, ard will be able to
use these resources to manufaclure products it can sell at a profit.

b. seftling the constructive obligation to oflset the entity's remaining affual greenlouse gas emissions will
require an outflow ofresources embodying economic benefits. The entity will be required to buy and
retire carbon credits without rEceiving any resources embodying economic benefits in exchange.

The final criterion for recognising a provision is th?rt a reliable estimate can be made ofthe amomt ofthe
oblisation.



Par€raph 25 of IAS 3? states thai'except in extremely rare cases' an entity will be able to determine a iange or

oo.iUiJ out*.". -a "*t therefore maice an estimate ofthe obligation that is sulliciently reliable to use in

;ecognising a provision'

The Committee conclualed thal in the fact panem described, it is likely that the entity would be able to make a

reliable estimate ofthe amount ofa constructive obligation that satisfies the other recognition criteria-

Conclusion on whether a provision h recognised

The Committee concluded that in the fact pattern described:" - 

". 

-_ 
*l1"ii"irt 

" ""rlty,s 
statement of its commitments to reduce and offset its greenhouse gas emissions- 

"i"ui". " "o*t.lrite 
obligation to fulfil those commitments will depend on the facts ofthe statement

and the circumstances surrounding it.
b. ifthe stalemenl creales a conslnrclive obligalion:- i. the entity does not recognise a proivision when it makes the statemenl in 20X0 At that time' the

construciive obligalion is not a presenl obligation as a resull ot apast event'

ii. the entity does not recognise a provision beMeen20X0 and 20X9 because it does not have a

ptesent ;bligation as a result oia past event until it has emined the greenhouse gases it has

committed lo offset

iii. as the entity emits greenlouse gases in 2OX9 and in subsequmt years' it will incur a present

obligation io ofBeithese past ;issions lfthe entity has nol yer settled that obligation and a

relitble eslimate can be made ofthe amount ofthe obtigation, the entily recognises a provision

If e provision is recognis€d, is the corresponditrg emount recognised as an erpense or ss tn asset when the

provision is recognised?
ihe committee o6serued thar ifa provision is recognised, the co(esponding amount.is recognrsed as an expense'

.J* ifr^_* - ^.",, 
unless it gi;es rise to----or f;ms pan of the cost of-an item thai qualifies for recognition

as an asset in accordance with an IFRS Accounting Standard'

Other accountitrg and disclosure implicetions
ifr"to.rnitt"" ott"*"d that, irrespe;ive ofwhetheran entity's commitmenl to reduc€ or offset its greenhouse

g;;;..";"t"l il. th. recogniiion ofa provision, $e actions the entity Plans to.take to tulfil that

commitment could a1lect the anounts at wnich it measures its other assets and liabilities and the information it

discloses about them, as required by various IFRS Accounting Standards

Conclusion
ih" Com.itt.e 

"on"luded 
that the Principles and requirements in IFRS Accounting Standards provide an

adequate basis for an entity to determine:
a, whether an entity;s commitment to reduce or ofset its greenhouse gas emissions creates a construchve

obligation for the entity;

b. G ii."um.t-ces in wiich the entity recognises aprovision for the costs of fulfilling a conslructive

oblisation to reduce or o ffset ils greenhouse gas emissions: and

,. iiu ir*irion ;t ta.ognised. wher-her the corresponding arnounl is recognised as an expense or as an a:set

when the provision is recognised.

Consequently, the Committee decided not to add a standard_setting Project to the work plan


