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This paper has been prepared by the EFRAG Secretariat for discussion at a public meeting of the EFRAG FR TEG. The 

paper forms part of an early stage of the development of a potential EFRAG position. Consequently, the paper does 

not represent the official views of EFRAG or any individual member of the EFRAG FRB or the EFRAG FR TEG. The 

paper is made available to enable the public to follow the discussions in the meeting. Tentative decisions are made 

in public and reported in the EFRAG Update. EFRAG positions, as approved by the EFRAG FRB, are published as 

comment letters, discussion or position papers, or in any other form considered appropriate in the circumstances. 

Update on IASB tentative decisions  

Aspects of the proposed recognition criteria - Legal and constructive 

obligations and transfer condition 

Issues Paper 

Topic 1 – Recognition: Obligation condition – legal obligations  

1 This part of this paper has been developed based on IASB Agenda paper 22A discussed at 

the IASB meeting in December 2025.  

Summary of IASB’s tentative decisions  

2 In December 2025, the IASB discussed aspects of the obligation condition relating to legal 

obligations. 

3 The IASB tentatively decided to revise the criteria proposed in the Exposure Draft (‘ED’) for 

identifying a legal obligation – for concluding that an entity has no practical ability to avoid 

discharging a legal responsibility (see paragraph 1 of the Appendix for the revised drafting 

suggested by the IASB staff). The revised criteria would require that either: 

(a) the counterparty have a right to ask a judicial body to force the entity to discharge 

the responsibility or to pay a penalty or compensation for failing to do so; or 

(b) the counterparty have a right to take another form of action against the entity for 

failing to discharge the responsibility and, as a result, the economic consequences 

for the entity of not discharging the responsibility are expected to be significantly 

worse than the costs of discharging it. 

4 In reaching this decision, the IASB: 

(a) tentatively decided that an entity’s practical ability to avoid discharging a 

responsibility represents a high hurdle. 

https://www.ifrs.org/content/dam/ifrs/meetings/2025/december/iasb/ap22a-recognition-legal-obligations.pdf
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(b) tentatively decided to retain the word ‘significantly’ in the proposal in paragraph 14F 

of the ED. 

5 The IASB also tentatively decided: 

(a) to add no application guidance on how to assess the economic consequences of 

failing to discharge a responsibility. 

(b) to make no changes to the requirements in IAS 37 Provisions, Contingent Liabilities 

and Contingent Assets that apply to proposed new laws that have yet to be finalised. 

Proposals in the ED 

6 In the ED, the present obligation criterion comprises three conditions – ’obligation‘, 

’transfer‘, and ’past-event‘ conditions. 

7 Paragraph 14B proposed that an entity has an obligation if (‘obligation condition’): 

(a) a mechanism is in place that imposes a responsibility on the entity if it obtains 

specific economic benefits or takes a specific action; 

(b) the entity owes that responsibility to another party; and 

(c) the entity has no practical ability to avoid discharging the responsibility if it obtains 

the specific economic benefits or takes the specific action. 

8 The ED proposed to change the criteria in IAS 37 for identifying a legal obligation. 

Specifically, paragraph 14F of the ED proposed that: 

‘An entity has no practical ability to avoid discharging a responsibility: 

(a) In the case of a legal obligation, if: 

(i) the other party has a legal right to act against the entity if the entity fails to 

discharge the responsibility—for example, to ask a court to enforce settlement, 

charge the entity a financial penalty or restrict the entity’s access to economic 

benefits; and 

(ii) as a result of that right, the economic consequences for the entity of not 

discharging the responsibility are expected to be significantly worse than the 

costs of discharging it; or 

(b) in the case of a constructive obligation, if the entity’s pattern of past practice, 

published policy or sufficiently specific current statement creates valid expectations 

in other parties that the entity will discharge the responsibility. 
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…’ 

9 In addition, paragraph 14G of the ED proposed to move but not change requirements 

currently in paragraph 22 of IAS 37. These requirements state that if details of a proposed 

new law have yet to be finalised, an obligation arises only when the legislation is virtually 

certain to be enacted as drafted. 

Feedback on the ED including EFRAG position in the FCL  

10 Many respondents to the IASB ED generally agreed with the proposals to amend the 

requirements supporting the present obligation recognition criterion. However, like 

EFRAG, respondents raised concerns on the following proposals regarding legal obligations:  

(a) the criteria in paragraph 14F(a)(ii) for identifying a legal obligation - that the 

counterparty’s legal right to act against the entity must be such that the economic 

consequences of non-compliance are expected to be significantly worse than the 

costs of compliance. Respondents noted that his requirement would create 

complexity (especially given that in many cases obligations are enforceable so no 

need to make two assessments) and would not capture all legal obligations that 

should be captured. Some respondents note that the term ‘significantly worse’ is 

unclear and judgements would be subjective and others asked why the 

consequences must be significantly worse. 

(b) requirements in paragraph 14G relating to proposed new laws that have yet to be 

finalised.  The concern noted was that political judgements required to conclude on 

whether legislation is virtually certain to be enacted as drafted are (increasingly) 

difficult and subjective (for example in jurisdictions where changes can be made until 

late in the lawmaking process, where new laws and regulations may be proposed for 

political reasons, with doubt as to whether or when they will be enacted).  

11 In its FCL, EFRAG recommended clarifying that the mechanism imposing a responsibility 

would either be legal or constructive.  

12 Moreover, like other respondents, EFRAG questioned whether it is appropriate to assess, 

as per paragraph 14F(a)(ii), the economic consequences of non-compliance with legal 

requirements. EFRAG also questioned using the term ‘significantly worse’ in this 

assessment, as it could fail to capture a legal obligation if the economic consequences of 

non-compliance are worse, but not significantly worse, than the cost of compliance. 

Therefore, EFRAG recommended the IASB:  
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(a) reconsider introducing the assessment of economic consequences paragraph 

14F(a)(ii) of the ED, and if deemed necessary, to limit it to specific cases (e.g. for 

responsibilities that cannot be enforced by courts – obligations that are not 

enforceable). The IASB could also consider whether this assessment in would then 

be more relevant for constructive obligations. 

(b) harmonise the notion of ‘significantly worse’ and that of ‘more adverse’ used in 

examples 13A, 13B and 14 in the proposed Guidance on implementing IAS 37. 

(c) explain whether ‘virtually certain to be enacted as drafted’ in proposed paragraph 

14G of the ED is identical with the criterion ‘enacted or substantively enacted’ in 

paragraph 46 of IAS 12 Income Taxes.  

IASB staff analysis and IASB discussion 

Criteria for legal obligations  

13 The IASB staff noted that the proposed requirements in the ED aim to clarify that the 

definition of a legal obligation includes not only responsibilities enforceable through 

courts, but also those that an entity has no practical ability to avoid.  However, based on 

feedback received the proposed requirements could narrow the existing definition of a 

legal obligation, excluding some responsibilities that are enforceable through courts. This 

was not what the ED intended.  

14 Some other respondents to the ED suggested revising the proposed criteria for legal 

obligations so that it is sufficient that the obligation is legally enforceable, meaning the 

counterparty has the right to ask a court to force the entity to discharge the responsibility 

or to pay a penalty or compensation for failing to do so. The IASB staff noted that under 

this approach, consideration of the economic consequences of failing to comply would 

apply only when the obligation is not legally enforceable. During the IASB discussion, 

some IASB members acknowledged that there are situations when obligations do not arise 

from a contract, so enforceability is not always obvious.  

15 Some IASB members expressed concerns on keeping the term ‘significantly’ in the revised 

paragraph 14F, given that some respondents suggested either removing this term or 

explaining its context. Furthermore, entities would still seek to settle responsibilities for 

which the economic consequences for failing to discharge them are simply worse (i.e. but 

not necessarily ‘significantly worse’) than the costs of discharging them.  

https://www.ifrs.org/content/dam/ifrs/project/provisions/2024-ed/iasb-ed-2024-8-ig-provisions-ti.pdf
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16 However, most IASB members agreed with the IASB staff’s recommendation to keep the 

notion ‘significantly worse’, considering that the term ‘significantly’ is consistent with the 

wording in paragraph 4.34 of the Conceptual Framework for Financial Reporting1. It also 

shows that having ‘no practical ability to avoid’ discharging a responsibility represents a 

high hurdle. Overall, IASB members considered that the concerns noted were not 

significant enough to reopen this discussion and having to come up with a ‘better’ term.  

Requirements for proposed new laws that have yet to be finalised 

17 Respondents provided evidence that the existing requirements for proposed new laws can 

be difficult to apply and perhaps have become increasingly difficult to apply in recent years. 

However, these difficulties are not a consequence of amendments proposed in the ED.  

18 The IASB staff considered that reviewing the existing virtually-certain threshold in IAS 37, 

as suggested by some respondents and align with the substantively-enacted threshold in 

IAS 12, would expand the scope of the project, requiring further research, analysis and 

consultation with stakeholders, and delaying the completion of the project. 

EFRAG Secretariat analysis 

Criteria for legal obligations  

19 The EFRAG Secretariat supports separating the two criteria for identifying that an entity 

has no practical ability to avoid discharging a legal responsibility (i.e. only one of either legal 

enforceability or the economic consequences of the entity not discharging the 

responsibility being significantly worse need to be met, as seen in the new suggested 

wording provided in paragraph 1 of the Appendix). This avoids creating the impression that 

the requirements are to be applied to a narrower set of obligations than intended. In 

addition, it addresses the concern highlighted in EFRAG’s FCL that it would be inappropriate 

for an entity to assess the economic consequences of non-compliance with legal 

requirements. 

 

1 ‘The factors used to assess whether an entity has the practical ability to avoid transferring an economic 

resource may depend on the nature of the entity’s duty or responsibility. For example, in some cases, an 

entity may have no practical ability to avoid a transfer if any action that it could take to avoid the transfer 

would have economic consequences significantly more adverse than the transfer itself. However, neither an 

intention to make a transfer, nor a high likelihood of a transfer, is sufficient reason for concluding that the 

entity has no practical ability to avoid a transfer.’ 
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20 However, the EFRAG Secretariat is not sure whether the IASB tentative decisions 

sufficiently address the concerns raised in EFRAG’s FCL. We consider that retaining the term 

‘significantly’ in the notion ‘significantly worse’ of the ED, when assessing economic 

consequences, could result in no provision being recognised in cases where the economic 

consequences of not discharging a responsibility are expected to be higher, but not 

significantly higher, than the economic consequences of discharging it. As noted in 

paragraph 15, this view was also expressed by some IASB members in the February 

meeting.  

21 At the same time, we acknowledge the IASB staff’s argumentation that that no alternative 

suggestions were provided and the term is consistent with the wording used in an example 

in the Conceptual Framework.  

22 Moreover, we consider that should the IASB retain the word ‘significant’, we recommend 

harmonising this notion with that of ‘more adverse’ used in the implementation guidance, 

as suggested in EFRAG’s FCL. This would enhance clarity without the need to develop 

additional implementation guidance. 

Requirements for proposed new laws that have yet to be finalised 

23 The EFRAG Secretariat notes EFRAG’s recommendation made in its FCL to the ED to explain 

whether ‘virtually certain to be enacted as drafted’ is identical with the criterion ‘enacted 

or substantively enacted’ in IAS 12.   

24 At the same time, the EFRAG Secretariat understands the IASB’s reasoning to maintain the 

current wording in IAS 37, as seen in paragraphs 17-18. 

Questions for EFRAG FR TEG 

25 Does the wording of the revised paragraph 14F(a) sufficiently address the concerns 

raised in EFRAG’s FCL?  

26 Do you have any further comments on the IASB tentative decision to make no changes 

to the requirements in IAS 37 that apply to proposed new laws that have yet to be 

finalised, given the reasoning provided by the IASB staff in paragraphs 17-18?  

27 Do you have any other comments on the IASB tentative decisions in paragraphs 2-5 or 

the EFRAG Secretariat analysis in paragraphs 19-24? 

Topic 2 – Recognition: Obligation condition – constructive obligations 

28 This part of this paper has been developed based on IASB Agenda paper 22B discussed at 

the IASB meeting in December 2025.  

https://www.ifrs.org/content/dam/ifrs/meetings/2025/december/iasb/ap22b-recognition-constructive-obligations.pdf
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Summary of IASB’s tentative decisions  

29 The IASB tentatively decided: 

(a) to retain the criterion proposed in the ED for concluding that an entity has no 

practical ability to avoid discharging a constructive responsibility – not to add a 

reference to the economic consequences of failing to discharge the responsibility. 

(b) to add no further guidance on the factors to consider in determining whether an 

entity’s public statement of its climate-related commitments creates a constructive 

obligation to fulfil these commitments. 

Proposals in the ED 

30 Paragraph 14F (b) of the ED specifies, relating to constructive obligations, that an entity 

has no practical ability to avoid discharging a responsibility if the entity’s pattern of past 

practice, published policy or sufficiently specific current statement creates valid 

expectations in other parties that the entity will discharge the responsibility. The criterion 

proposed for constructive obligations carries forward the existing criterion, which is 

embedded within two definitions in IAS 37.  

Feedback on ED including EFRAG’s position in the FCL  

31 Most respondents agreed with the ED proposals on constructive obligations.  

32 However, some respondents questioned why the proposed criterion for identifying a 

constructive obligation (in paragraph 14F(b)) is not the same as that for identifying a legal 

obligation (in paragraph 14F(a)). Specifically, why for a constructive obligation there is no 

requirement to consider the economic consequences of failing to discharge an obligation. 

These respondents have suggested supplementing the criterion for identifying a 

constructive obligation - stating that, as a result of the other parties’ valid expectations, the 

economic consequences of failing to discharge the responsibility would be significantly 

worse than the costs of discharging it. 

33 As noted in paragraph 12, EFRAG observed that the proposals in paragraph 14F of the ED, 

which describe when an entity does not have a practical ability to avoid discharging a 

responsibility, in the case of legal obligations, created some uncertainty.  

34 EFRAG also recommended that the IASB consider whether the assessment of the economic 

consequences of not discharging a responsibility would be more relevant for constructive 

obligations. 
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IASB staff analysis and IASB discussion 

35 The IASB staff noted that it could be argued that supplementing the criterion in the  way 

suggested by respondents would a) clarify the existing requirement and b) emphasise the 

alignment of the criterion for identifying constructive obligation with the criteria for 

identifying a legal obligation and the meaning of ‘no practical ability to avoid’ described in 

paragraph 4.34 of the Conceptual Framework. 

36 However, the IASB staff observed that supplementing the existing criterion with a 

reference to adverse economic consequences would amend (as opposed to clarify) the 

existing criterion. At present, IAS 37 does not explain the term ‘valid expectations’, and 

practice has developed in the absence of any explicit requirement to consider the economic 

consequences of failing to discharge a constructive responsibility. Expanding the scope of 

the project to revisit this criterion would require research into current practice, and any 

proposal to amend the criterion would require further consultation, potentially delaying 

the completion of this project. 

37 The IASB staff recommended making no changes to the ED proposals.  

38 11 out of 12 IASB members were in favour of this position, as this area was out of scope of 

the proposed amendments. In summary they agreed, relating to the decisions shown in 

paragraph 29: 

(i) not to introduce a reference to ‘economic consequences’; 

(ii) not to change the definition of constructive obligation; and 

(iii) to only make drafting changes to 14F(b) to better align the wording with the 

current definition in IAS 37. 

EFRAG Secretariat analysis 

39 As noted in paragraph 34, EFRAG in its FCL commented that the assessment of the 

economic consequences of not discharging a responsibility would be more beneficial for 

constructive obligations. The EFRAG Secretariat acknowledges that the project scope did 

not include revisiting the criterion for identifying a constructive obligation. However, the 

EFRAG Secretariat points out that as the IASB tentatively decided to retain this assessment 

in the case of legal obligations, introducing it for constructive obligations as well would 

achieve consistency for the recognition criteria for both legal and constructive obligations. 
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40 In addition, the EFRAG Secretariat supports adding no further guidance on the factors to 

consider in determining whether an entity’s public statement of its climate-related 

commitments creates a constructive obligation to fulfil these commitments. 

Questions for EFRAG FR TEG 

41 What are your views on the IASB tentative decisions in paragraph 29?  

42 What are your views on the EFRAG Secretariat analysis in paragraphs 39-40?  

Topic 3 – Recognition – Transfer condition 

43 The proposed recognition criterion comprises three conditions—‘obligation’, ‘transfer’ and 

‘past-event’ conditions. This part of the paper discusses the transfer condition, which 

requires that ‘the nature of the entity’s obligation is to transfer an economic resource’.  

44 This part of this paper has been developed based on IASB Agenda Paper 22C discussed at 

the IASB meeting in February 2026.  

Summary of IASB’s tentative decisions  

45 In February 2026, the IASB tentatively decided: 

(a) to retain the proposal to add an explicit transfer condition to the present obligation 

recognition criterion in IAS 37. 

(b) to explain more fully the difference between an obligation to transfer an economic 

resource and an obligation to exchange economic resources2, by clarifying that: 

(i) an obligation to exchange economic resources with another party combines 

an obligation to transfer an economic resource to that party with a right to 

receive another economic resource from that party. 

(ii) the economic resource an entity receives could be one it will recognise as an 

asset (for example, goods) or an expense (for example, a service). 

(iii) an entity has an obligation to exchange economic resources with another 

party only if transferring one economic resource to that party gives the entity 

a right to receive another economic resource from that party. It is not 

sufficient that transferring the economic resource to the other party could 

give rise to other forms of economic benefit for the entity. 

 

2 Laid out in paragraph 14L of the ED. 

https://www.ifrs.org/content/dam/ifrs/meetings/2026/february/iasb/ap22c-recognition-transfer-condition.pdf
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(c) to expand examples in the Guidance on implementing IAS 37 to clarify: 

(i) why asset decommissioning and environmental rehabilitation obligations 

meet the transfer condition; and 

(ii) how the transfer condition relates to the measurement requirements in IAS 

37. 

(d) to clarify the implications of the transfer condition for levies3 by: 

(i) defining the term ‘levy’ to include only non-reciprocal charges; and 

(ii) stating within the application requirements for levies that an obligation for a 

levy will, by definition, meet the transfer condition. 

Proposals in the ED 

46 At present, IAS 37 does not explicitly identify the transfer condition within the present 

obligation recognition criterion.   

47 In the ED, the transfer condition is discussed in paragraphs 14I-14L. 

48 Paragraphs 14I and 14J explain that, to meet the transfer condition, it need not be certain 

or even likely that the entity will be required to transfer an economic resource. It is 

necessary only that the obligation has the potential to require a transfer, for example, if 

a specified uncertain future event occurs. 

49 Paragraph 14K specifies that the probability of a transfer does not affect whether an 

obligation meets the present obligation recognition criterion - an obligation can meet that 

criterion even if the probability is low. 

50 Paragraph 14L notes that:  

(a) an obligation to exchange economic resources with another party is not an obligation 

to transfer an economic resource to that party unless the terms of the exchange are 

unfavourable to the entity; and 

(b) accordingly, the obligations arising under an executory contract (for example, a 

contract to receive goods in exchange for paying cash) are not obligations to transfer 

an economic resource unless the contract is onerous. 

 

3 The EFRAG Secretariat notes that the accounting for levies is not discussed in detailed here, as it is 

discussed in the 19 March 2026 EFRAG FR TEG-CFSS meeting. 

https://www.ifrs.org/content/dam/ifrs/project/provisions/2024-ed/iasb-ed-2024-8-ig-provisions-ti.pdf
https://www.efrag.org/en/news-and-calendar/meetings-calendar/efrag-fr-teg-cfss-physical-meeting-19-march-2026
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Respondent feedback and EFRAG position in the FCL  

51 Many respondents supported the ED proposals and noted that explicitly identifying the 

three conditions and explaining them separately would provide a clearer framework for 

analysing obligations.  

52 However, some respondents expressed the following concerns:  

(a) disagreement with the proposal to add an explicit transfer condition to the present 

obligation recognition criterion citing that this extra step in determining whether to 

recognise a provision added complexity and was not needed (mainly some European 

standard setters); 

(b) requests for a clearer explanation of the transfer condition; and 

(c) requests for application guidance on applying the transfer condition to asset 

decommissioning and environmental rehabilitation obligations and levies.  

53 EFRAG did not provide detailed feedback on the transfer condition in its FCL. However, 

EFRAG recommended the IASB specify that, when assessing whether a transaction would 

be a transfer or an exchange transaction, the ‘party’ to be considered (in paragraph 14L) is 

the party to which the particular obligation in question is owed, as described in paragraph 

14E. 

54 EFRAG also noted that it could be debated whether the payment of a levy should always 

be considered a transfer or whether it could sometimes be an exchange transaction. To 

avoid diversity in practice on this issue, EFRAG recommended the IASB consider stating that 

the payment of a levy is not an exchange transaction. 

IASB staff analysis and IASB discussion 

Clarity on the transfer condition 

55 The IASB staff noted that identifying the transfer condition separately from other 

conditions within the present obligation criterion allows for a more structured step-by-step 

approach to analyse whether (and why) the present obligation criterion is or is not met. 

56 The IASB staff also observed that the transfer condition is relevant for disclosure, because 

if an obligation fails the ‘probable transfer’ criterion, the transfer condition determines 

whether the obligation gives rise to a contingent liability subject to IAS 37 disclosure 

requirements (if the obligation meets the transfer condition), or whether no liability or 

contingent liability exists (if the obligation fails the transfer condition). 
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Transfer versus exchange  

57 The IASB staff recommended expanding paragraph 14L of the ED to explain the difference 

between an obligation to transfer an economic resource and an obligation to exchange 

economic resources. In their view:  

(a) this would address the requests from respondents for a clearer explanation of the 

transfer condition.  

(b) The transfer versus exchange concept is explained in paragraph 4.57 of the 

Conceptual Framework4 but it is not a widely concept in IFRS Accounting Standards. 

Consequently, the IASB staff considered it could be helpful to include more of the 

explanation in IAS 37. 

58 The IASB members supported the IASB staff proposed changes to paragraphs 14L and the 

introduction of paragraph 14LA by the IASB staff (see paragraph 2 of the Appendix the 

suggested wording for paragraphs 14L and 14LA), but suggested further drafting 

clarifications, potentially by including the example in paragraph 14LA in an illustrative 

example. 

59 The proposed changes to paragraph 14L of the ED are described in the IASB tentative 

decision, in line with the IASB staff recommendation.  

Implications of the transfer condition for levies 

60 With respect to applying the transfer condition to levies, the IASB staff concluded that the 

obligation to transfer an economic resource is consistent with the way in which entities 

apply IFRIC 21 Levies at present and that it should be clarified that any application 

requirements for levies do not apply to payments to acquire a right. They suggested the 

following possible definition: 

‘A levy is a non-reciprocal charge that a government imposes on entities that obtain a 

specific economic benefit or conduct a specific activity.’ 

 

4 ‘An executory contract establishes a combined right and obligation to exchange economic resources. The 

right and obligation are interdependent and cannot be separated. Hence, the combined right and obligation 

constitute a single asset or liability. The entity has an asset if the terms of the exchange are currently 

favourable; it has a liability if the terms of the exchange are currently unfavourable. Whether such an asset 

or liability is included in the financial statements depends on both the recognition criteria (see Chapter 5) 

and the measurement basis (see Chapter 6) selected for the asset or liability, including, if applicable, any 

test for whether the contract is onerous.’ 
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61 The IASB members recommended clarifying that the scope of levies under the amended 

IAS 37 would be the same as currently covered by IFRIC 21. 

Application guidance  

62 The IASB staff noted that the analysis of the transfer condition of the two examples 

illustrating asset decommissioning and environmental rehabilitation (see pages 8-10 and 

10-11 of the proposed Guidance on implementing IAS 37, respectively) obligations does 

not explain that the entity: 

(a) has an obligation to society at large to transfer a resource (decommissioning or 

rehabilitation services) without receiving any economic resource from society in 

exchange for settling that obligation; 

(b) might subsequently incur a second obligation when it signs a contract to purchase 

the goods or services it needs to settle its obligation to society; and 

(c) measures the asset decommissioning or environmental rehabilitation provision at an 

amount that includes the expected costs of the goods or services the entity will need 

to purchase to settle the obligation. 

63 The IASB members highlighted that these types of obligations are similar to levies. They 

also suggested developing an example on restructuring provisions. 

EFRAG Secretariat analysis 

64 The EFRAG Secretariat agrees with the IASB tentative decisions to clarify the transfer 

condition, and its specific implication for levies, for the following reasons: 

(a) It is in line with the recommendation in EFRAG’s FCL to clarify what an exchange 

transaction is (see paragraph 53). Expanding paragraph 14L and introducing 

paragraph 14LA (illustrative drafting shown in paragraph 2 of the Appendix and in 

the Appendix of  IASB staff paper AP22C) helps distinguish between an exchange and 

a transfer of economic resources. We consider that the example in paragraph 14LA5 

is essential for understanding the paragraph. At the same time, it would be beneficial 

 

5 ‘... For example, a statutory obligation to rehabilitate land would be an obligation to exchange economic 

resources if the statute granted an entity new rights over the land in exchange for rehabilitating it. It would 

not be sufficient that rehabilitating the land could increase the value of the entity’s existing rights over the 

land or enhance the entity’s reputation.’ 

https://www.ifrs.org/content/dam/ifrs/project/provisions/2024-ed/iasb-ed-2024-8-ig-provisions-ti.pdf
https://www.ifrs.org/content/dam/ifrs/project/provisions/2024-ed/iasb-ed-2024-8-ig-provisions-ti.pdf
https://www.ifrs.org/content/dam/ifrs/meetings/2026/february/iasb/ap22c-recognition-transfer-condition.pdf
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to develop this example in an illustrative example to further enhance the clarity of 

the requirements. 

(b) They also address the recommendations made in EFRAG’s FCL shown in paragraph 

54 above on stating that the payment of a levy is not an exchange transaction. 

Regarding levies, the EFRAG Secretariat suggests integrating paragraph 44 of the 

IASB staff paper AP22C (in paragraph 3 of the Appendix to this paper) in the 

amendments (or in the Basis for Conclusions of IAS 37). The paragraph explains that 

paying a levy might be a consequence of exercising a right, but that does not mean 

that the entity has gained that right in exchange for paying the levy. 

65 On the proposed definition of a levy ‘A levy is a non-reciprocal charge that a government 

imposes on entities that obtain a specific economic benefit or conduct a specific activity.’ 

The EFRAG Secretariat notices that there may be a perceived conflict between paying a 

charge after having obtained ‘a specific economic benefit’ and the claim that the charge is 

non-reciprocal. 

66 Regarding the other IASB tentative decisions, on which EFRAG did not comment on in its 

FCL, the EFRAG Secretariat also agrees, as: 

(a) Retaining the transfer condition within the present obligation recognition criterion 

allows for a structured approach in determining whether the present obligation 

recognition criterion is met and enables the assessment of whether a contingent 

liability should be disclosed. 

(b) Expanding examples in the implementation guidance, as well as potentially 

developing an additional example based on paragraph 14LA proposed by the IASB 

staff (as suggested by IASB members), would clarify the application of the transfer 

condition in practice. 

Questions for EFRAG FR TEG 

67 What are your views on the IASB tentative decisions in paragraph 45? If you do not agree, 

please explain why.  

68 What are your views on the EFRAG Secretariat analysis in paragraphs 64-66? 
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Appendix: Illustrative drafting 

Topic 1 – Recognition: Obligation condition – legal obligations  

1 Paragraph 31 of IASB staff paper AP22A (December 2025 IASB meeting) shows how 

paragraph 14F(a) of the ED could be reworded: 

‘An entity has no practical ability to avoid discharging a responsibility: 

(a) in the case of a legal obligation, if either: 

(i) the responsibility is legally enforceable–that is, the other party has a legal right 

to act against the entity if the entity fails to discharge the responsibility—for 

example, to ask a court to enforce settlement, charge the entity a financial 

penalty or restrict the entity’s access to economic benefits; and ask a court to 

force the entity to discharge the responsibility or to pay a penalty or 

compensation for failing to do so; or 

(ii)  the other party has a right to take another form of action against the entity 

for failing to discharge the responsibility and, as a result of that right, the 

economic consequences for the entity of not discharging the responsibility are 

expected to be significantly worse than the costs of discharging it.  

…’ 

Topic 3 – Recognition – Transfer condition 

2 The Appendix to the IASB staff paper AP22C (February 2026 IASB meeting) sets out possible 

drafting for the additional explanation of paragraph 14L of the ED (complemented with 

new paragraph 14LA): 

‘An obligation to exchange economic resources with another party (for example, to pay cash 

to another party in exchange for receiving goods or services from that other party) 

combines an obligation to transfer one economic resource to that party with a right to 

receive another economic resource from that party. The combined right and obligation 

constitute is not an obligation to transfer an economic resource to that party unless only if 

the terms of the exchange are unfavourable to the entity. Accordingly, the obligations 

arising under an executory contract—for example, a contract to receive goods in exchange 

for paying cash— are not obligations to transfer an economic resource unless only if the 

contract is onerous. 

https://www.ifrs.org/content/dam/ifrs/meetings/2025/december/iasb/ap22a-recognition-legal-obligations.pdf
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14LA For an entity to have an obligation to exchange economic resources with another 

party, transferring an economic resource to that other party must give the entity a right to 

receive an economic resource from the other party. It is not sufficient that transferring the 

economic resource to the other party could lead to other forms of economic benefit for the 

entity. For example, a statutory obligation to rehabilitate land would be an obligation to 

exchange economic resources if the statute granted an entity new rights over the land in 

exchange for rehabilitating it. It would not be sufficient that rehabilitating the land could 

increase the value of the entity’s existing rights over the land or enhance the entity’s 

reputation. ‘ 

3 Paragraph 44 of IASB staff paper AP22C states that: 

‘Paying such a levy might be a consequence of exercising a right (for example, using a 

licence to operate as a bank in a specific jurisdiction). However, the fact that paying the levy 

(or, indeed, incurring any cost) is a consequence of exercising a right does not mean that 

the entity has gained that right in exchange for paying the levy (or incurring the cost). The 

entity already had the right before it paid the levy, and the levy legislation does not grant 

the entity any new rights. If levy legislation does not grant an entity any new rights in 

exchange for paying the levy, the obligation to pay the levy is an obligation to transfer an 

economic resource, not to exchange economic resources. …’ 
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