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THE EXPLORERS AND PRODUCERS ASSOCIATION OF CANADA

IDENTIFYING LEVIES  IN THE OIL AND GAS INDUSTRY

BACKGROUND

In May 2013, the International Accounting Standards Board 
(IASB) published a new Interpretation IFRIC 21 Levies, which 
provides guidance on when to recognize a liability for a levy 
imposed by a government in accordance with legislation, both 
for levies that are accounted for in accordance with IAS 37 
Provisions, Contingent Liabilities and Contingent Assets and 
those where the timing and amount of the levy is certain.1

What is a levy?
For the purposes of IFRIC 21, a levy is defined as an outflow of 
resources (embodying economic benefits) that is imposed by 
governments (including government agencies and similar bodies 
whether local, national or international) on entities in accordance with 
legislation (i.e., laws and/or regulations), other than payments that: 
• are within the scope of other Standards (such as income 

taxes that are within the scope of IAS 12 Income Taxes);
• are made by an entity for the acquisition of an asset  

from a government; 
• are for the rendering of services under a contractual 

agreement with a government;
• are imposed for breaches of legislation (e.g., fines or  

other penalties); and,
• arise from emission trading schemes.

When is a liability to pay a levy recognized?
IFRIC 21 clarifies that the obligating event that gives rise to a liability 
to pay a levy is the activity that triggers the payment of the levy, as 
identified by the legislation. 

The activity that triggers payment may occur “over time”  
(e.g., revenue-generating activities occurring during a year) or be at 
a “point in time” (e.g., a specified date or when a transaction occurs). 
In particular:
• The recognition of a levy liability occurs progressively so long 

as the obligating event itself occurs over a period of time.
• If the levy is subject to a minimum threshold, recognition of a 

liability to pay the levy occurs only at the point the minimum 
threshold is reached, and not before.
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IFRIC 21 confirms that an entity recognizes a liability for a levy when, and only when, the triggering event specified 
in the legislation occurs.2 A liability to pay a levy is not recognized at an earlier date, even if the entity has no realistic 
opportunity to avoid paying the levy. 

The timing of liability recognition will depend on the specific language of the relevant legislation.

When Is IFRIC 21 effective? 
IFRIC 21 is effective for annual periods beginning on or after January 1, 2014, with retrospective application. 

Entities preparing interim financial statements will be required to apply IFRIC 21 to their interim reports. For 
example, a Canadian public company with a December 31, 2013 year end will need to apply IFRIC 21 to its interim 
report for the quarter ended March 31, 2014.

ISSUE

What payments by an oil and gas entity would fall within the scope of IFRIC 21 Levies? 

VIEWPOINTS

Identifying Levies 
As the scope of IFRIC 21 is broad, it is expected that all oil and gas entities will have to consider the requirements of 
IFRIC 21 to determine if they incur levies that are within its scope, and if so, the impact of this Interpretation on the 
timing of liability recognition.

Items that are considered levies within the scope of IFRIC 21 may be referred to as levies or as some other term/
name in legislation (e.g., tax, fee, toll, duty, royalty, tariff, payment, charge). 

IFRIC 21 could result in different recognition of a liability compared to current practice, particularly in connection 
with levies that are triggered by circumstances on a specific date. A careful review of all payments made to 
governments is required, including: 
• royalty payments 
• lease payments (e.g., Crown mineral leases, Crown surface leases)
• licensing fees (e.g., well licensing) 
• taxes, other than income taxes (e.g., property taxes) 
• First Nation related payments 
• provincial administration fees (e.g., Alberta Energy Regulatory Administration Fees)
• road/land use fees
• orphan well fund levies 

To identify levies within the scope of IFRIC 21, an oil and gas entity should consider the following questions:3

• Is the payment imposed by a government in accordance with legislation? 

• Is the payment non-reciprocal? (That is, a payment made for the acquisition of an asset, or for  
the rendering of services under a contractual agreement with a government, does not meet the  
definition of a levy.) 

• Is the payment within the scope of another standard (e.g., IAS 12 Income Taxes,  
IAS 19 Employee Benefits, etc.)? 

• Is the payment a fine or penalty imposed for breach of the legislation or one that relates  
to an emission trading scheme? 
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Is the payment imposed by a government in accordance with legislation? 
When determining whether payments are imposed by a government, payments made to all levels and types of 
government should be considered — municipal, provincial, federal, First Nations and organizations controlled by 
government (such as Crown corporations and government agencies).4

Levies are not only confined to Canada — an oil and gas entity must also consider payments imposed by 
governments in all foreign jurisdictions. For this purpose, the definition of “government” in IAS 20 Accounting for 
Government Grants and Disclosure of Government Assistance and IAS 24 Related Party Disclosures is applicable.5

Is the payment non-reciprocal?
A payment made for the acquisition of an asset, or for the rendering of services under a contractual agreement 
with a government, does not meet the definition of a levy. 

Judgment may be required to determine if a payment is non-reciprocal. For example, some view certain oil and 
gas royalties to be outside the scope of IFRIC 21 either because such payments are made for the acquisition of an 
asset or because they relate to a contractual service agreement. Others view such payments as non-reciprocal 
payments, and within the scope of IFRIC 21, because the oil and gas company paying the royalty has no ability to 
negotiate payment and because the payment is a non-exchange transaction. 

The determination of the appropriate accounting approach is not an accounting policy choice but rather an 
interpretation of the specific facts and circumstances relating to the relevant legislation. 

The majority of Canadian municipal property taxes are likely to meet the definition of a levy because they are 
non-reciprocal government payments imposed by legislation.6 For a detailed analysis of the application of IFRIC 
21 to a sample fact pattern for a single municipality relating to property taxes, refer to the IFRS Discussion Group 
Reports — December 2, 2013 and February 26, 2014, available for download at www.frascanada.ca. Oil and gas 
entities will have to perform their own analysis of the property tax regime for the jurisdictions, within and outside of 
Canada, where they own property to determine whether the specific property tax legislation is consistent with the 
fact pattern discussed by the IFRS Discussion Group. Not all property tax regimes will have features similar to the 
fact pattern discussed by the IFRS Discussion Group and therefore, other conclusions may be more appropriate for 
properties subject to other property tax regimes.

Is the payment within the scope of another standard?
If the payment is within the scope of another standard, IFRIC 21 does not apply (e.g., income taxes within the 
scope of IAS 12 or employee related payments under IAS 19 Employee Benefits (e.g., certain workplace safety and 
insurance payments)).

Is the payment a fine or penalty imposed for breach of the legislation or one that relates 
to an emission trading scheme?
Payments imposed for breaches of legislation (e.g., fines or other penalties) or those that arise from emission 
trading schemes are not levies, as defined by IFRIC 21. 

http://www.frascanada.ca/international-financial-reporting-standards/index.aspx
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ACCOUNTING FOR LEVIES 

The Background section of this publication provides a general overview of the guidance contained in IFRIC 21. 

To avoid missing critical pieces of information that could affect the analysis under IFRIC 21, it is imperative to review 
all clauses in the relevant legislation. 

Once a payment has been identified as being a levy within the scope of IFRIC 21, an oil and gas entity should 
consider if the guidance in IFRIC 21 would significantly change the current accounting practice. 

For example, currently an oil and gas entity may accrue a government imposed production-based royalty payment 
as production occurs. Analysis of the specific terms of the royalty payment is required to determine if IFRIC 21 may 
change this accounting. 

The following are some examples of royalty payment features which may require further analysis. The list is not 
exhaustive and is intended to illustrate some circumstances where more analysis is required (for both interim and 
annual reporting periods):
• Payments which have a minimum annual amount due regardless of the magnitude of production;
• Payments which are based on a “greater of” or “lesser of” calculation where one of the inputs to the 

calculation is not based solely on production;
• Payments which have complex formulae which are dependent on factors other than current period 

production, such as payments based on averages over a specified period of time;
• Payments that are variable, based on various factors including production volume, prices, or other factors.

The royalty scheme and other payments to foreign governments may differ significantly from those in place in 
Canada. Oil and gas entities with multinational operations will need to consider how similar payments levied in different 
countries should be accounted under IFRIC 21. For example, the liability associated with participation or bonus 
payments that arise from reaching a certain cumulative production volume or upon maintaining a certain production 
level over a certain period of time may be recognized only at the point when the threshold has been reached. 

IFRIC 21 does not address the accounting for the debit side of the transaction that arises from recognizing a liability  
to pay a levy. Oil and gas entities should look to other standards to decide whether the recognition of a liability 
to pay a levy would give rise to an asset or an expense under the relevant standards.7 However, given the non-
reciprocal nature of such payments, most IFRS Discussion Group members were of the general view that an 
expense would be recognized at the same time as the liability because the characteristics necessary to support  
the recognition of an asset would generally not appear to be present.

Accounting for levies can be complex and requires the exercise of significant judgment in arriving at an appropriate 
conclusion. Oil and gas companies should consider consulting their professional advisors and auditors when 
undertaking such analysis.
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ADDITIONAL RESOURCES 

To better understand the scope, guidance and application of IFRIC 21 in a Canadian context, reference to the 
following Canadian resources is recommended. 

IFRS Discussion Group
The Accounting Standards Board (AcSB) established the IFRS Discussion Group to implement and maintain a 
regular public forum to discuss issues that arise in Canada when applying IFRSs. 

The IFRS Discussion Group recently discussed IFRIC 21, considering the potential implications of the interpretation.

Non-authoritative report summaries and audio webcasts of the IFRS Discussion Group’s discussion are available 
online at www.frascanada.ca

Accounting Standards Board (AcSB)
IFRIC 21 was discussed at the January 2014 AcSB meeting. A decision summary highlighting key discussion items is 
available at www.frascanada.ca

CPA Canada 
CPA Canada’s Financial Reporting Alert — IFRIC 21 Levies (February 2014) available at www.cpacanada.ca/ifrs

In addition, CPA Canada has compiled various IFRS technical summaries and application guides aimed at 
supporting the understanding and application of IFRIC 21. To access the online library of IFRS resources visit  
www.cpacanada.ca/ifrs

 

http://www.frascanada.ca/international-financial-reporting-standards/index.aspx
http://www.frascanada.ca/accounting-standards-board/meetings/decision-summaries/2014/item77832.aspx
http://www.cica.ca/focus-on-practice-areas/reporting-and-capital-markets/ifrs-reporting-alerts-and-resources/item78203.pdf
http://www.cica.ca/focus-on-practice-areas/reporting-and-capital-markets/ifrs-reporting-alerts-and-resources/index.aspx
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APPENDIX: IDENTIFING LEVIES

(Endnotes)

1. The key word is “imposed”. Levies do not arise from executory contracts or other contractual arrangements.

2. Triggering event is the obligating event that gives rise to a liability to pay a levy (i.e., the activity that triggers the payment of the levy,  
as identified in legislation). 

3. Accounting Standards Board, IFRS Discussion Group Report (www.frascanada.ca, February 26, 2014) 

4. Accounting Standards Board, IFRS Discussion Group Report (www.frascanada.ca, February 26, 2014) 

5. Accounting Standards Board, IFRS Discussion Group Report (www.frascanada.ca, February 26, 2014) 

6. Many IFRS Discussion Group members indicated that to argue that a contractual arrangement exists is difficult to support because the taxpayer  
has no ability to negotiate a contract and the payment is a non-reciprocal and non-exchange transaction in accordance with legislation based  
on property value. Further, the perceived link between services received in exchange for the levy appears to be indirect at best.

7. Accounting Standards Board, IFRS Discussion Group Report (www.frascanada.ca, February 26, 2014)

Is the payment imposed by a government in accordance with legislation?

Is the payment non-reciprocal?

Is the payment within the scope of another standard?

Is the payment a fine or penalty imposed for breach of the legislation 
or one that relates to an emission trading scheme?

Apply IFRIC 21:  
Once a payment has been identified as being a levy within the scope 

of IFRIC 21, an oil and gas entity should consider if the guidance 
in IFRIC 21 would change the current accounting practice. 

YES

YES

NO

NO

NO

YES

YES

NO

Do Not Apply 
IFRIC 21

http://www.frascanada.ca/international-financial-reporting-standards/ifrs-discussion-group/search-past-meeting-topics/item66541.aspx
http://www.frascanada.ca/international-financial-reporting-standards/ifrs-discussion-group/search-past-meeting-topics/item66541.aspx
http://www.frascanada.ca/international-financial-reporting-standards/ifrs-discussion-group/search-past-meeting-topics/item66541.aspx
http://www.frascanada.ca/international-financial-reporting-standards/ifrs-discussion-group/search-past-meeting-topics/item66541.aspx
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Comments on this Viewpoint or suggestions for future Viewpoints should be sent to:

Alex Fisher, CPA, CA 
Principal, International Financial Reporting Standards 
Research, Guidance and Support  
Chartered Professional Accountants of Canada 
277 Wellington St. West 
Toronto, Ontario M5V 3H2

e-mail: afisher@cpacanada.ca

For more information on IFRSs visit:

www.cpacanada.ca/ifrsoilgas

Members

Kevin Hamm, CA (Chair) 
Canadian Natural Resources Limited 
Calgary, Alberta

Leontine Atkins, CA 
KPMG LLP 
Calgary, Alberta

Steve Aubin, CPA, CA 
Deloitte & Touche LLP 
Calgary, Alberta

Scott Bandura, BMath, MAcc, CA, CPA (Illinois) 
PricewaterhouseCoopers LLP 
Calgary, Alberta

Dale Brown, CA 
Grant Thornton LLP 
Calgary, Alberta

Kerry Clark, CA 
Ernst & Young LLP 
Calgary, Alberta

Jeff Dashkin, CA  
Cenovus Energy 
Calgary, Alberta

Sean Du Plessis, CA 
MNP LLP 
Calgary, Alberta

Steven Glover, MBA, FCA 
Calgary, Alberta

Katherine Gomes, CA 
ARC Resources Ltd. 
Calgary, Alberta

Adrienne Viala, CA 
Husky Energy Inc. 
Calgary, Alberta

Jonathan Winn, CA, ACA (UK) 
BDO Canada LLP 
Calgary, Alberta

Observer

Lara Gaede, CA, CFA 
Alberta Securities Commission 
Calgary, Alberta

Staff

Gavin Carson 
Canadian Association of Petroleum Producers 
Calgary, Alberta

Gary Leach 
Explorers and Producers Association of Canada 
Calgary, Alberta

Chris Hicks, CPA, CA 
Chartered Professional Accountants of Canada 
Toronto, Ontario

Alex Fisher, CPA, CA 
Chartered Professional Accountants of Canada 
Toronto, Ontario

The Oil and Gas Industry 
Task Force on IFRSs

http://www.afisher@cpacanada.ca
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