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IPSAS 28—FINANCIAL INSTRUMENTS:
PRESENTATION

Acknowledgment

This International Public Sector Accounting Standard (IPSAS) is drawn primarily
from International Accounting Standard (IAS) 32, Financial Instruments:
Presentation and International Financial Reporting Interpretations Committee
Interpretation 2 (IFRIC 2), Members’ Shares in Co-operative Entities and
Similar Instruments published by the International Accounting Standards Board
(IASB). Extracts from IAS 32 and IFRIC 2 are reproduced in this publication
of the International Public Sector Accounting Standards Board (IPSASB) of
the International Federation of Accountants (IFAC) with the permission of the
International Financial Reporting Standards (IFRS) Foundation.

The approved text of the International Financial Reporting Standards (IFRSs) is
that published by the IASB in the English language, and copies may be obtained
directly from IFRS Foundation, Customer Service, Columbus Building, 7 Westferry
Circus, Canary Wharf, London E14 4HD, United Kingdom.

E-mail: publications@ifts.org
Internet: www.ifrs.org

IFRSs, IASs, Exposure Drafts, and other publications of the [ASB are copyright of
the IFRS Foundation.

“IFRS,” “IAS,” “IASB,” “IFRS Foundation,” “International Accounting
Standards,” and “International Financial Reporting Standards” are trademarks of
the IFRS Foundation and should not be used without the approval of the IFRS
Foundation.

949 IPSAS 28



IPSAS 28—FINANCIAL INSTRUMENTS:
PRESENTATION

History of IPSAS

This version includes amendments resulting from I[IPSASs issued up to
January 31, 2020.

IPSAS 28, Financial Instruments: Presentation was issued in January 2010.

Since then, IPSAS 28 has been amended by the following IPSASs:

IPSAS 42, Social Benefits (issued January 2019)

IPSAS 41, Financial Instruments (issued August 2018)

IPSAS 39, Employee Benefits (issued July 2016)

The Applicability of IPSASs (issued April 2016)

IPSAS 37, Joint Arrangements (issued January 2015)

IPSAS 35, Consolidated Financial Statements (issued January 2015)

IPSAS 33, First-time Adoption of Accrual Basis International Public Sector
Accounting Standards (IPSASs) (issued January 2015)

Improvements to IPSASs 2014 (issued January 2015)
Improvements to IPSASs 2011 (issued October 2011)

Table of Amended Paragraphs in IPSAS 28

Paragraph Affected How Affected Affected By
Introduction section Deleted Improvements to IPSASs
October 2011
2 Amended IPSAS 41 August 2018
3 Amended IPSAS 35 January 2015

IPSAS 37 January 2015
IPSAS 39 July 2016

IPSAS 41 August 2018
4 Amended IPSAS 41 August 2018
7 Deleted The Applicability of
IPSASs April 2016
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Paragraph Affected How Affected Affected By
8 Deleted The Applicability of
IPSASs April 2016
9 Amended IPSAS 41 August 2018
10 Amended IPSAS 41 August 2018
14 Amended IPSAS 41 August 2018
28 Amended IPSAS 41 August 2018
36 Amended IPSAS 41 August 2018
40 Amended Improvements to IPSASs
January 2015
40A New Improvements to IPSASs
January 2015
42 Amended Improvements to IPSASs
January 2015
44 Amended Improvements to IPSASs
January 2015
47 Amended IPSAS 41 August 2018
48 Amended IPSAS 41 August 2018
56 Deleted IPSAS 33 January 2015
57 Deleted IPSAS 33 January 2015
58 Deleted IPSAS 33 January 2015
60A New Improvements to IPSASs
January 2015
60B New IPSAS 33 January 2015
60C New IPSAS 37 January 2015
IPSAS 35 January 2015
60D New The Applicability of
IPSASs April 2016
60E New IPSAS 39 July 2016
60F New IPSAS 41 August 2018
60G New IPSAS 42 January 2019
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Paragraph Affected How Affected Affected By
61 Amended IPSAS 33 January 2015
AG2 Amended IPSAS 41 August 2018
AG23 Amended IPSAS 42 January 2019
AGS53 Amended IPSAS 35 January 2015
AGS55 Amended IPSAS 41 August 2018
AG63 Deleted IPSAS 41 August 2018
pgggf;;ﬁ Zb(‘}’gg N New IPSAS 41 August 2018
AG63A New IPSAS 41 August 2018
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piz;f;gﬁ Zb(‘}’g;E New IPSAS 41 August 2018
AG63E New IPSAS 41 August 2018
AGO63F New IPSAS 41 August 2018
B19 Amended IPSAS 41 August 2018
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IE1 Amended IPSAS 41 August 2018
1IES Amended IPSAS 41 August 2018
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FINANCIAL INSTRUMENTS: PRESENTATION

International Public Sector Accounting Standard 28, Financial Instruments:
Presentation, is set out in paragraphs 1-62. All the paragraphs have equal
authority. IPSAS 28 should be read in the context of its objective, the Basis for
Conclusions, the Preface to International Public Sector Accounting Standards, and
the Conceptual Framework for General Purpose Financial Reporting by Public
Sector Entities. IPSAS 3, Accounting Policies, Changes in Accounting Estimates
and Errors, provides a basis for selecting and applying accounting policies in the
absence of explicit guidance.
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FINANCIAL INSTRUMENTS: PRESENTATION

Objective

1.

The objective of this Standard is to establish principles for presenting financial
instruments as liabilities or net assets/equity and for offsetting financial assets
and financial liabilities. It applies to the classification of financial instruments,
from the perspective of the issuer, into financial assets, financial liabilities and
equity instruments; the classification of related interest, dividends or similar
distributions, losses and gains; and the circumstances in which financial
assets and financial liabilities should be offset.

The principles in this Standard complement the principles for recognizing
and measuring financial assets and financial liabilities in IPSAS 41, Financial
Instruments, and for disclosing information about them in IPSAS 30,
Financial Instruments: Disclosures.

Scope (see also paragraphs AG3—-AG9)

3.

IPSAS 28

An entity that prepares and presents financial statements under the
accrual basis of accounting shall apply this Standard to all types of
financial instruments except:

(a) Those interests in controlled entities, associates or joint ventures
that are accounted for in accordance with IPSAS 35, Consolidated
Financial Statements, IPSAS 34, Separate Financial Statements,
IPSAS 36, Investments in Associates and Joint Ventures. However,
in some cases, IPSAS 34, IPSAS 35, or IPSAS 36 require or permits
an entity to account for an interest in a controlled entity, associate,
or joint venture using IPSAS 41; in those cases, entities shall apply
the requirements of this Standard. Entities shall also apply this
Standard to all derivatives linked to interests in controlled entities,
associates, or joint ventures.

(b) Employers’ rights and obligations under employee benefit plans,
to which IPSAS 39, Employee Benefits applies.

(c) Obligations arising from insurance contracts. However, this
Standard applies to:

(1) Derivatives that are embedded in insurance contracts if
IPSAS 41 requires the entity to account for them separately;
and

(ii))  Financial guarantee contracts, if the issuer applies IPSAS 41
in recognizing and measuring the contracts, but shall apply
the relevant international or national accounting standard
dealing with insurance contracts if the issuer elects to apply
that standard in recognizing and measuring them.
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FINANCIAL INSTRUMENTS: PRESENTATION

In addition to (i) and (ii) above, an entity may apply this Standard to
insurance contracts which involve the transfer of financial risk.

(d) Financial instruments that are within the scope of the international
or national accounting standard dealing with insurance contracts
because they contain a discretionary participation feature. The
issuer of these instruments is exempt from applying to these
features paragraphs 13-37 and AG49-AG60 of this Standard
regarding the distinction between financial liabilities and equity
instruments. However, these instruments are subject to all other
requirements of this Standard. Furthermore, this Standard
applies to derivatives that are embedded in these instruments (see
IPSAS 41).

(e) Financial instruments, contracts and obligations under share-
based payment transactions to which the relevant international or
national accounting standard dealing with share-based payments
applies, except for:

) Contracts within the scope of paragraphs 4-6 of this
Standard, to which this Standard applies; or

(ii)  Paragraphs 38 and 39 of this Standard, which shall be
applied to treasury shares purchased, sold, issued, or
cancelled in connection with employee share option plans,
employee share purchase plans, and all other share-based
payment arrangements.

This Standard shall be applied to those contracts to buy or sell a
non-financial item that can be settled net in cash or another financial
instrument, or by exchanging financial instruments, as if the contracts
were financial instruments, with the exception of contracts that were
entered into and continue to be held for the purpose of the receipt or
delivery of a non-financial item in accordance with the entity’s expected
purchase, sale, or usage requirements. However, this Standard shall
be applied to those contracts that an entity designates as measured at
fair value through surplus or deficit in accordance with paragraph 6 of
IPSAS 41.

There are various ways in which a contract to buy or sell a non-financial item
can be settled net in cash or another financial instrument or by exchanging
financial instruments. These include:

(a)  When the terms of the contract permit either party to settle it net
in cash or another financial instrument or by exchanging financial
instruments;

(b)  When the ability to settle net in cash or another financial instrument,
or by exchanging financial instruments, is not explicit in the terms of
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7.
8.

FINANCIAL INSTRUMENTS: PRESENTATION

the contract, but the entity has a practice of settling similar contracts
net in cash or another financial instrument, or by exchanging financial
instruments (whether with the counterparty, by entering into offsetting
contracts or by selling the contract before its exercise or lapse);

(¢)  When, for similar contracts, the entity has a practice of taking delivery
of the underlying and selling it within a short period after delivery for
the purpose of generating a profit from short-term fluctuations in price
or dealer’s margin; and

(d)  When the non-financial item that is the subject of the contract is readily
convertible to cash.

A contract to which (b) or (c) applies is not entered into for the purpose of the
receipt or delivery of the non-financial item in accordance with the entity’s
expected purchase, sale, or usage requirements, and, accordingly, is within
the scope of this Standard. Other contracts to which paragraph 4 applies are
evaluated to determine whether they were entered into and continue to be
held for the purpose of the receipt or delivery of the non-financial item in
accordance with the entity’s expected purchase, sale, or usage requirement,
and accordingly, whether they are within the scope of this Standard.

A written option to buy or sell a non-financial item that can be settled net in
cash or another financial instrument, or by exchanging financial instruments,
in accordance with paragraph 5(a) or (d) is within the scope of this Standard.
Such a contract cannot be entered into for the purpose of the receipt or
delivery of the non-financial item in accordance with the entity’s expected
purchase, sale, or usage requirements.

[Deleted]
[Deleted]

Definitions (see also paragraphs AG10-AG48)

9.

IPSAS 28

The following terms are used in this Standard with the meanings
specified:

An equity instrument is any contract that evidences a residual interest in
the assets of an entity after deducting all of its liabilities.

A financial instrument is any contract that gives rise to both a financial
asset of one entity and a financial liability or equity instrument of another
entity.

A financial asset is any asset that is:
(a) Cash;
(b)  An equity instrument of another entity;

(c) A contractual right:
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(@)

(i)

FINANCIAL INSTRUMENTS: PRESENTATION

To receive cash or another financial asset from another
entity; or

To exchange financial assets or financial liabilities with
another entity under conditions that are potentially
favorable to the entity; or

A contract that will or may be settled in the entity’s own equity
instruments and is:

(@)

(i)

A non-derivative for which the entity is or may be obliged
to receive a variable number of the entity’s own equity
instruments; or

A derivative that will or may be settled other than by the
exchange of a fixed amount of cash or another financial asset
for a fixed number of the entity’s own equity instruments.
For this purpose the entity’s own equity instruments do
not include puttable financial instruments classified as
equity instruments in accordance with paragraphs 15 and
16, instruments that impose on the entity an obligation to
deliver to another party a pro rata share of the net assets
of the entity only on liquidation and are classified as equity
instruments in accordance with paragraphs 17 and 18, or
instruments that are contracts for the future receipt or
delivery of the entity’s own equity instruments.

A financial liability is any liability that is:

(a)

(b)

A contractual obligation:

(@)

(i)

To deliver cash or another financial asset to another entity;
or

To exchange financial assets or financial liabilities with
another entity under conditions that are potentially
unfavorable to the entity; or

A contract that will or may be settled in the entity’s own equity
instruments and is:

(@)

(i)

A non-derivative for which the entity is or may be obliged
to deliver a variable number of the entity’s own equity
instruments; or

A derivative that will or may be settled other than by the
exchange of a fixed amount of cash or another financial asset
for a fixed number of the entity’s own equity instruments.
For this purpose, rights, options or warrants to acquire a
fixed number of the entity’s own equity instruments for
a fixed amount of any currency are equity instruments if
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FINANCIAL INSTRUMENTS: PRESENTATION

the entity offers the rights, options or warrants pro rata to
all of its existing owners of the same class of its own non-
derivative equity instruments. Also, for these purposes the
entity’s own equity instruments do not include puttable
financial instruments classified as equity instruments in
accordance with paragraphs 15 and 16, instruments that
impose on the entity an obligation to deliver to another
party a pro rata share of the net assets of the entity only
on liquidation and are classified as equity instruments in
accordance with paragraphs 17 and 18, or instruments
that are contracts for the future receipt or delivery of the
entity’s own equity instruments.

As an exception, an instrument that meets the definition of a financial
liability is classified as an equity instrument if it has all the features and
meets the conditions in paragraphs 15 and 16 or paragraphs 17 and 18.

10. The following terms are defined in paragraph 9 of IPSAS 41 or paragraph 10
of IPSAS 29, Financial Instruments: Recognition and Measurement, and are
used in this Standard with the meaning specified in those Standard.

o Amortized cost of a financial asset or financial liability;
. Derecognition;

° Derivative;

° Effective interest method;

° Financial liability at fair value through surplus or deficit;
. Financial guarantee contract;

° Firm commitment;

o Forecast transaction;

o Hedge effectiveness;

° Hedged item;
° Hedging instrument;

° Held for trading;

° Regular way purchase or sale; and
° Transaction costs.
11. In this Standard, “contract” and “contractual” refer to an agreement between

two or more parties that has clear economic consequences that the parties
have little, if any, discretion to avoid, usually because the agreement is
enforceable by law. Contracts, and thus financial instruments, may take a
variety of forms and need not be in writing.
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FINANCIAL INSTRUMENTS: PRESENTATION

12. In this Standard, “entity” includes public sector entities, individuals,
partnerships, incorporated bodies and trusts.

Presentation
Liabilities and Net Assets/Equity (see also paragraphs AG49-AG54)

13. The issuer of a financial instrument shall classify the instrument, or its
component parts, on initial recognition as a financial liability, a financial
asset or an equity instrument in accordance with the substance of the
contractual arrangement and the definitions of a financial liability, a
financial asset and an equity instrument.

14. When an issuer applies the definitions in paragraph 9 to determine whether
a financial instrument is an equity instrument rather than a financial liability,
the instrument is an equity instrument if, and only if, both conditions (a) and
(b) below are met.

(a)  The instrument includes no contractual obligation:
(1) To deliver cash or another financial asset to another entity; or

(il))  To exchange financial assets or financial liabilities with another
entity under conditions that are potentially unfavorable to the
issuer.

(b) If the instrument will or may be settled in the issuer’s own equity
instruments, it is:

(1) A non-derivative that includes no contractual obligation
for the issuer to deliver a variable number of its own equity
instruments; or

(il)) A derivative that will be settled only by the issuer exchanging
a fixed amount of cash or another financial asset for a fixed
number of its own equity instruments. For this purpose, rights,
options or warrants to acquire a fixed number of the entity’s
own equity instruments for a fixed amount of any currency
are equity instruments if the entity offers the rights, options or
warrants pro rata to all of its existing owners of the same class
of its own non-derivative equity instruments. Also, for these
purposes the issuer’s own equity instruments do not include
instruments that have all the features and meet the conditions
described in paragraphs 15 and 16 or paragraphs 17 and 18, or
instruments that are contracts for the future receipt or delivery
of the issuer’s own equity instruments.

A contractual obligation, including one arising from a derivative financial instrument,
that will or may result in the future receipt or delivery of the issuer’s own equity
instruments, but does not meet conditions (a) and (b) above, is not an equity instrument.
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FINANCIAL INSTRUMENTS: PRESENTATION

As an exception, an instrument that meets the definition of a financial liability is
classified as an equity instrument if it has all the features and meets the conditions in
paragraph 15 and 16 or paragraphs 17 and 18.

Puttable Instruments

15.

IPSAS 28

A puttable financial instrument includes a contractual obligation for the
issuer to repurchase or redeem that instrument for cash or another financial
asset on exercise of the put. As an exception to the definition of a financial
liability, an instrument that includes such an obligation is classified as an
equity instrument if it has all of the following features:

(a)

(b)

(©)

(d)

(e)

It entitles the holder to a pro rata share of the entity’s net assets in the
event of the entity’s liquidation. The entity’s net assets are those assets
that remain after deducting all other claims on its assets. A pro rata
share is determined by:

(i)  Dividing the entity’s net assets on liquidation into units of
equal amount; and

(i)  Multiplying that amount by the number of the units held by the
financial instrument holder.

The instrument is in the class of instruments that is subordinate to all
other classes of instruments. To be in such a class the instrument:

(i)  Has no priority over other claims to the assets of the entity on
liquidation; and

(i)  Does not need to be converted into another instrument before
it is in the class of instruments that is subordinate to all other
classes of instruments.

All financial instruments in the class of instruments that is subordinate
to all other classes of instruments have identical features. For example,
they must all be puttable, and the formula or other method used to
calculate the repurchase or redemption price is the same for all
instruments in that class.

Apart from the contractual obligation for the issuer to repurchase
or redeem the instrument for cash or another financial asset, the
instrument does not include any contractual obligation to deliver cash
or another financial asset to another entity, or to exchange financial
assets or financial liabilities with another entity under conditions that
are potentially unfavorable to the entity, and it is not a contract that will
or may be settled in the entity’s own equity instruments as set out in
subparagraph (b) of the definition of a financial liability.

The total expected cash flows attributable to the instrument over the
life of the instrument are based substantially on the surplus or deficit,
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16.

FINANCIAL INSTRUMENTS: PRESENTATION

the change in the recognized net assets or the change in the fair value
of the recognized and unrecognized net assets of the entity over the life
of the instrument (excluding any effects of the instrument).

For an instrument to be classified as an equity instrument, in addition to
the instrument having all the above features, the issuer must have no other
financial instrument or contract that has:

(a) Total cash flows based substantially on the surplus or deficit, the
change in the recognized net assets, or the change in the fair value of
the recognized and unrecognized net assets of the entity (excluding
any effects of such instrument or contract); and

(b)  The effect of substantially restricting or fixing the residual return to the
puttable instrument holders.

For the purposes of applying this condition, the entity shall not consider non-
financial contracts with a holder of an instrument described in paragraph 15
that have contractual terms and conditions that are similar to the contractual
terms and conditions of an equivalent contract that might occur between a
non-instrument holder and the issuing entity. If the entity cannot determine
that this condition is met, it shall not classify the puttable instrument as an
equity instrument.

Instruments, or Components of Instruments, that Impose on the Entity an Obligation
to Deliver to Another Party a pro rata Share of the Net Assets of the Entity only on
Liquidation

17.

Some financial instruments include a contractual obligation for the issuing
entity to deliver to another entity a pro rata share of its net assets only on
liquidation. The obligation arises because liquidation either is certain to occur
and outside the control of the entity (e.g., a limited life entity) or is uncertain
to occur but is at the option of the instrument holder. As an exception to
the definition of a financial liability, an instrument that includes such an
obligation is classified as an equity instrument if it has all of the following
features:

(a) It entitles the holder to a pro rata share of the entity’s net assets in the
event of the entity’s liquidation. The entity’s net assets are those assets
that remain after deducting all other claims on its assets. A pro rata
share is determined by:

(i)  Dividing the net assets of the entity on liquidation into units of
equal amount; and

(i)  Multiplying that amount by the number of the units held by the
financial instrument holder.

(b)  The instrument is in the class of instruments that is subordinate to all
other classes of instruments. To be in such a class the instrument:

963 IPSAS 28



18.

FINANCIAL INSTRUMENTS: PRESENTATION

(i)  Has no priority over other claims to the assets of the entity on
liquidation; and

(ii))  Does not need to be converted into another instrument before
it is in the class of instruments that is subordinate to all other
classes of instruments.

(¢)  All financial instruments in the class of instruments that is subordinate
to all other classes of instruments must have an identical contractual
obligation for the issuing entity to deliver a pro rata share of its net
assets on liquidation.

For an instrument to be classified as an equity instrument, in addition to
the instrument having all the above features, the issuer must have no other
financial instrument or contract that has:

(a) Total cash flows based substantially on the surplus or deficit, the
change in the recognized net assets or the change in the fair value of
the recognized and unrecognized net assets of the entity (excluding
any effects of such instrument or contract); and

(b)  The effect of substantially restricting or fixing the residual return to the
instrument holders.

For the purposes of applying this condition, the entity shall not consider non-
financial contracts with a holder of an instrument described in paragraph 17
that have contractual terms and conditions that are similar to the contractual
terms and conditions of an equivalent contract that might occur between a
non-instrument holder and the issuing entity. If the entity cannot determine
that this condition is met, it shall not classify the instrument as an equity
instrument.

Reclassification of Puttable Instruments and Instruments that Impose on the Entity
an Obligation to Deliver to Another Party a pro rata Share of the Net Assets of the
Entity only on Liquidation

19.

20.

IPSAS 28

An entity shall classify a financial instrument as an equity instrument in
accordance with paragraphs 15 and 16 or paragraphs 17 and 18 from the
date when the instrument has all the features and meets the conditions set
out in those paragraphs. An entity shall reclassify a financial instrument from
the date when the instrument ceases to have all the features or meet all the
conditions set out in those paragraphs. For example, if an entity redeems all
its issued non-puttable instruments and any puttable instruments that remain
outstanding have all of the features and meet all the conditions in paragraphs
15 and 16, the entity shall reclassify the puttable instruments as equity
instruments from the date when it redeems the non-puttable instruments.

An entity shall account as follows for the reclassification of an instrument in
accordance with paragraph 19:
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(a) It shall reclassify an equity instrument as a financial liability from the
date when the instrument ceases to have all of the features or meet
the conditions in paragraphs 15 and 16 or paragraphs 17 and 18. The
financial liability shall be measured at the instrument’s fair value at the
date of reclassification. The entity shall recognize in net assets/equity
any difference between the carrying value of the equity instrument and
the fair value of the financial liability at the date of reclassification.

(b) It shall reclassify a financial liability as an equity instrument from
the date when the instrument has all of the features and meets the
conditions set out in paragraphs 15 and 16 or paragraphs 17 and 18.
An equity instrument shall be measured at the carrying value of the
financial liability at the date of reclassification.

No Contractual Obligation to Deliver Cash or Another Financial Asset
(paragraph 14(a))

21.

22.

With the exception of the circumstances described in paragraphs 15 and 16 or
paragraphs 17 and 18, a critical feature in differentiating a financial liability
from an equity instrument is the existence of a contractual obligation of one
party to the financial instrument (the issuer) either to deliver cash or another
financial asset to the other party (the holder) or to exchange financial assets
or financial liabilities with the holder under conditions that are potentially
unfavorable to the issuer. Although the holder of an equity instrument may
be entitled to receive a pro rata share of any dividends or similar distributions
declared, or distributions of the net assets/equity, the issuer does not have
a contractual obligation to make such distributions because it cannot be
required to deliver cash or another financial asset to another party.

The substance of a financial instrument, rather than its legal form, governs
its classification on the entity’s statement of financial position. Substance
and legal form are commonly consistent, but not always. Some financial
instruments take the legal form of equity instruments but are liabilities in
substance and others may combine features associated with equity instruments
and features associated with financial liabilities. For example:

(a) A preference share that provides for mandatory redemption by the
issuer for a fixed or determinable amount at a fixed or determinable
future date, or gives the holder the right to require the issuer to redeem
the instrument at or after a particular date for a fixed or determinable
amount, is a financial liability.

(b) A financial instrument that gives the holder the right to put it back to
the issuer for cash or another financial asset (a “puttable instrument”)
is a financial liability, except for those instruments classified as equity
instruments in accordance with paragraphs 15 and 16 or paragraphs
17 and 18. The financial instrument is a financial liability even when
the amount of cash or other financial assets is determined on the basis

965 IPSAS 28



23.

24.

IPSAS 28

FINANCIAL INSTRUMENTS: PRESENTATION

of an index or other item that has the potential to increase or decrease.
The existence of an option for the holder to put the instrument back to
the issuer for cash or another financial asset means that the puttable
instrument meets the definition of a financial liability, except for
those instruments classified as equity instruments in accordance with
paragraphs 15 and 16 or paragraphs 17 and 18. For example, open-
ended mutual funds, unit trusts, partnerships and some co-operative
entities may provide their unitholders or members with a right to
redeem their interests in the issuer at any time for cash, which results
in the unitholders’ or members’ interests being classified as financial
liabilities, except for those instruments classified as equity instruments
in accordance with paragraphs 15 and 16 or paragraphs 17 and 18.
However, classification as a financial liability does not preclude the
use of descriptors such as “net asset value attributable to unitholders”
and “change in net asset value attributable to unitholders” on the
face of the financial statements of an entity that has no contributed
net assets/equity (such as some mutual funds and unit trusts, see
[lustrative Example 7) or the use of additional disclosure to show that
total members’ interests comprise items such as reserves that meet the
definition of net assets/equity and puttable instruments that do not (see
Ilustrative Example 8).

If an entity does not have an unconditional right to avoid delivering cash or
another financial asset to settle a contractual obligation, the obligation meets
the definition of a financial liability, except for those instruments classified
as equity instruments in accordance with paragraphs 15 and 16 or paragraphs
17 and 18. For example:

(a)

(b)

A restriction on the ability of an entity to satisfy a contractual
obligation, such as lack of access to foreign currency or the need to
obtain approval for payment from a regulatory authority, does not
negate the entity’s contractual obligation or the holder’s contractual
right under the instrument.

A contractual obligation that is conditional on a counterparty exercising
its right to redeem is a financial liability because the entity does
not have the unconditional right to avoid delivering cash or another
financial asset.

A financial instrument that does not explicitly establish a contractual
obligation to deliver cash or another financial asset may establish an obligation
indirectly through its terms and conditions. For example:

(a)

A financial instrument may contain a non-financial obligation that
must be settled if, and only if, the entity fails to make distributions or
to redeem the instrument. If the entity can avoid a transfer of cash or
another financial asset only by settling the non-financial obligation, the
financial instrument is a financial liability.
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(b) A financial instrument is a financial liability if it provides that on
settlement the entity will deliver either:

@) Cash or another financial asset; or

(il))  Itsownshares whose value is determined to exceed substantially
the value of the cash or other financial asset.

Although the entity does not have an explicit contractual obligation to deliver
cash or another financial asset, the value of the share settlement alternative
is such that the entity will settle in cash. In any event, the holder has in
substance been guaranteed receipt of an amount that is at least equal to the
cash settlement option (see paragraph 25).

Settlement in the Entity’s Own Equity Instruments (paragraph 14(b))

25.

26.

A contract is not an equity instrument solely because it may result in the
receipt or delivery of the entity’s own equity instruments. An entity may
have a contractual right or obligation to receive or deliver a number of its
own shares or other equity instruments that varies so that the fair value of
the entity’s own equity instruments to be received or delivered equals the
amount of the contractual right or obligation. Such a contractual right or
obligation may be for a fixed amount or an amount that fluctuates in part or
in full in response to changes in a variable other than the market price of the
entity’s own equity instruments (e.g., an interest rate, a commodity price, or
a financial instrument price). Two examples are (a) a contract to deliver as
many of the entity’s own equity instruments as are equal in value to CU100,
and (b) a contract to deliver as many of the entity’s own equity instruments
as are equal in value to the value of 100 barrels of oil. Such a contract is a
financial liability of the entity even though the entity must or can settle it by
delivering its own equity instruments. It is not an equity instrument because
the entity uses a variable number of its own equity instruments as a means
to settle the contract. Accordingly, the contract does not evidence a residual
interest in the entity’s assets after deducting all of its liabilities.

Except as stated in paragraph 27, a contract that will be settled by the entity
(receiving or) delivering a fixed number of its own equity instruments in
exchange for a fixed amount of cash or another financial asset is an equity
instrument. For example, an issued share option that gives the counterparty a
right to buy a fixed number of the entity’s shares for a fixed price or for a fixed
stated principal amount of a bond is an equity instrument. Changes in the fair
value of a contract arising from variations in market interest rates that do not
affect the amount of cash or other financial assets to be paid or received, or
the number of equity instruments to be received or delivered, on settlement
of the contract do not preclude the contract from being an equity instrument.
Any consideration received (such as the premium received for a written
option or warrant on the entity’s own shares) is added directly to net assets/
equity. Any consideration paid (such as the premium paid for a purchased
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option) is deducted directly from net assets/equity. Changes in the fair value
of an equity instrument are not recognized in the financial statements.

If the entity’s own equity instruments to be received, or delivered, by the
entity upon settlement of a contract are puttable financial instruments with all
of the features and meeting the conditions described in paragraphs 15 and 16,
or instruments that impose on the entity an obligation to deliver to another
party a pro rata share of the net assets of the entity only on liquidation with all
of the features and meeting the conditions described in paragraphs 17 and 18,
the contract is a financial asset or a financial liability. This includes a contract
that will be settled by the entity receiving or delivering a fixed number of
such instruments in exchange for a fixed amount of cash or another financial
asset.

With the exception of the circumstances described in paragraphs 15 and
16 or paragraphs 17 and 18, a contract that contains an obligation for an
entity to purchase its own equity instruments for cash or another financial
asset gives rise to a financial liability for the present value of the redemption
amount (e.g., for the present value of the forward repurchase price, option
exercise price, or other redemption amount). This is the case even if the
contract itself is an equity instrument. One example is an entity’s obligation
under a forward contract to purchase its own equity instruments for cash. The
financial liability is recognized initially at the present value of the redemption
amount, and is reclassified from net assets/equity. Subsequently, the financial
liability is measured in accordance with IPSAS 41. If the contract expires
without delivery, the carrying amount of the financial liability is reclassified
to net assets/equity. An entity’s contractual obligation to purchase its own
equity instruments gives rise to a financial liability for the present value of
the redemption amount even if the obligation to purchase is conditional on
the counterparty exercising a right to redeem (e.g., a written put option that
gives the counterparty the right to sell an entity’s own equity instruments to
the entity for a fixed price).

A contract that will be settled by the entity delivering or receiving a fixed
number of its own equity instruments in exchange for a variable amount
of cash or another financial asset is a financial asset or financial liability.
An example is a contract for the entity to deliver 100 of its own equity
instruments in return for an amount of cash calculated to equal the value of
100 barrels of oil.

Contingent Settlement Provisions

30.

IPSAS 28

A financial instrument may require the entity to deliver cash or another
financial asset, or otherwise to settle it in such a way that it would be a
financial liability, in the event of the occurrence or non-occurrence of
uncertain future events (or on the outcome of uncertain circumstances) that
are beyond the control of both the issuer and the holder of the instrument,
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such as a change in a stock market index, consumer price index, interest rate,
or taxation requirements, or the issuer’s future revenues, surplus or deficit,
or debt-to-equity ratio. The issuer of such an instrument does not have the
unconditional right to avoid delivering cash or another financial asset (or
otherwise to settle it in such a way that it would be a financial liability).
Therefore, it is a financial liability of the issuer unless:

(a) The part of the contingent settlement provision that could require
settlement in cash or another financial asset (or otherwise in such a
way that it would be a financial liability) is not genuine;

(b) The issuer can be required to settle the obligation in cash or another
financial asset (or otherwise to settle it in such a way that it would be
a financial liability) only in the event of liquidation of the issuer; or

(¢) The instrument has all of the features and meets the conditions in
paragraphs 15 and 16.

Settlement Options

31.

32.

When a derivative financial instrument gives one party a choice over
how it is settled (e.g., the issuer or the holder can choose settlement net in
cash or by exchanging shares for cash), it is a financial asset or a financial
liability unless all of the settlement alternatives would result in it being
an equity instrument.

An example of a derivative financial instrument with a settlement option that
is a financial liability is a share option that the issuer can decide to settle net
in cash or by exchanging its own shares for cash. Similarly, some contracts
to buy or sell a non-financial item in exchange for the entity’s own equity
instruments are within the scope of this Standard because they can be settled
either by delivery of the non-financial item or net in cash or another financial
instrument (see paragraphs 4-6). Such contracts are financial assets or
financial liabilities and not equity instruments.

Compound Financial Instruments (see also paragraphs AG55-AG60 and
Ilustrative Examples 9-12)

33.

34.

The issuer of a non-derivative financial instrument shall evaluate the
terms of the financial instrument to determine whether it contains both a
liability component and a net assets/equity component. Such components
shall be classified separately as financial liabilities, financial assets, or
equity instruments in accordance with paragraph 13.

An entity recognizes separately the components of a financial instrument
that (a) creates a financial liability of the entity and (b) grants an option to
the holder of the instrument to convert it into an equity instrument of the
entity. For example, a bond or similar instrument convertible by the holder
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into a fixed number of ordinary shares of the entity is a compound financial
instrument. From the perspective of the entity, such an instrument comprises
two components: a financial liability (a contractual arrangement to deliver
cash or another financial asset) and an equity instrument (a call option
granting the holder the right, for a specified period of time, to convert it into a
fixed number of ordinary shares of the entity). The economic effect of issuing
such an instrument is substantially the same as issuing simultaneously a
debt instrument with an early settlement provision and warrants to purchase
ordinary shares, or issuing a debt instrument with detachable share purchase
warrants. Accordingly, in all cases, the entity presents the liability and net
assets/equity components separately in its statement of financial position.

Classification of a convertible instrument into its components is not revised as
aresult of a change in the likelihood that a conversion option will be exercised,
even when exercise of the option may appear to have become economically
advantageous to some holders. Holders may not always act in the way that
might be expected because, for example, the tax consequences resulting
from conversion may differ among holders. Furthermore, the likelihood of
conversion will change from time to time. The entity’s contractual obligation
to make future payments remains outstanding until it is extinguished through
conversion, maturity of the instrument, or some other transaction.

IPSAS 41 deals with the measurement of financial assets and financial
liabilities. Equity instruments evidence a residual interest in the assets of
an entity after deducting all of its liabilities. Therefore, when the initial
carrying amount of a compound financial instrument is allocated into
its components, the net assets/equity component is assigned the residual
amount after deducting from the fair value of the instrument as a whole
the amount separately determined for the liability component. The value of
any derivative features (such as a call option) embedded in the compound
financial instrument is included in the liability component unless it forms part
of the component of net assets/equity (such as an equity conversion option).
The sum of the carrying amounts assigned to the liability and the net assets/
equity components on initial recognition is always equal to the fair value that
would be ascribed to the instrument as a whole. No gain or loss arises from
initially recognizing the components of the instrument separately.

Under the approach described in paragraph 36, the issuer of a bond convertible
into ordinary shares first determines the carrying amount of the liability
component by measuring the fair value of a similar liability (including any
embedded non-equity derivative features) that does not have an associated
net assets/equity component. The carrying amount of the equity instrument
represented by the option to convert the instrument into ordinary shares is
then determined by deducting the fair value of the financial liability from the
fair value of the compound financial instrument as a whole.
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Treasury Shares (see also paragraph AG61)

38.

39.

If an entity reacquires its own equity instruments, those instruments
(“treasury shares”) shall be deducted from net assets/equity. No gain or
loss shall be recognized in surplus or deficit on the purchase, sale, issue,
or cancellation of an entity’s own equity instruments. Such treasury
shares may be acquired and held by the entity or by other members of
the economic entity. Consideration paid or received shall be recognized
directly in net assets/equity.

The amount of treasury shares held is disclosed separately either in the
statement of financial position or in the notes, in accordance with IPSAS 1.
An entity provides disclosure in accordance with IPSAS 20, Related Party
Disclosures if the entity reacquires its own equity instruments from related
parties.

Interest, Dividends or Similar Distributions, Losses, and Gains (see also
paragraph AG62)

40.

40A.

41.

42.

Interest, dividends or similar distributions, losses, and gains relating to
a financial instrument or a component that is a financial liability shall be
recognized as revenue or expense in surplus or deficit. Distributions to
holders of an equity instrument shall be recognized by the entity directly
in net assets/equity. Transaction costs incurred on transactions in net
assets/equity shall be accounted for as a deduction from net assets/equity.

Income tax relating to distributions to holders of an equity instrument and to
transaction costs of an equity transaction shall be accounted for in accordance
with the relevant international or national accounting standard dealing with
income taxes.

The classification of a financial instrument as a financial liability or an equity
instrument determines whether interest, dividends or similar distributions,
losses, and gains relating to that instrument are recognized as revenue or
expense in surplus or deficit. Thus, dividends or similar distributions on
shares wholly recognized as liabilities are recognized as expenses in the
same way as interest on a bond. Similarly, gains and losses associated with
redemptions or refinancings of financial liabilities are recognized in surplus
or deficit, whereas redemptions or refinancings of equity instruments are
recognized as changes in net assets/equity. Changes in the fair value of an
equity instrument are not recognized in the financial statements.

An entity typically incurs various costs in issuing or acquiring its own equity
instruments. Those costs might include registration and other regulatory
fees, amounts paid to legal, accounting and other professional advisers,
printing costs, and stamp duties. Any related transaction costs are accounted
for as a deduction from net assets/equity to the extent they are incremental
costs directly attributable to the transaction that otherwise would have been
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avoided. The costs of such a transaction that is abandoned are recognized as
an expense.

Transaction costs that relate to the issue of a compound financial instrument
are allocated to the liability and the net assets/equity components of the
instrument in proportion to the allocation of proceeds. Transaction costs that
relate jointly to more than one transaction are allocated to those transactions
using a basis of allocation that is rational and consistent with similar
transactions.

The amount of transaction costs accounted for as a deduction from net assets/
equity in the period is disclosed separately in accordance with IPSAS 1.

Dividends or similar distributions classified as an expense are presented in
the statement of financial performance either with interest on other liabilities
or as a separate item. In addition to the requirements of this Standard,
disclosure of interest and dividends or similar distributions is subject to the
requirements of IPSAS 1 and IPSAS 30. In some circumstances, because of
the differences between interest and dividends or similar distributions with
respect to matters such as tax deductibility, it is desirable to disclose them
separately in the statement financial performance.

Gains and losses related to changes in the carrying amount of a financial
liability are recognized as revenue or expense in surplus or deficit even when
they relate to an instrument that includes a right to the residual interest in
the assets of the entity in exchange for cash or another financial asset (see
paragraph 22(b)). Under IPSAS 1 the entity presents any gain or loss arising
from remeasurement of such an instrument separately in the statement
of financial performance when it is relevant in explaining the entity’s
performance.

Offsetting a Financial Asset and a Financial Liability (see also paragraphs AG63
and AG64)

47.

48.

IPSAS 28

A financial asset and a financial liability shall be offset and the net
amount presented in the statement of financial position when, and only
when, an entity:

(a) Currently has a legally enforceable right to set off the recognized
amounts; and

(b) Intends either to settle on a net basis, or to realize the asset and
settle the liability simultaneously.

In accounting for a transfer of a financial asset that does not qualify for
derecognition, the entity shall not offset the transferred asset and the
associated liability (see IPSAS 41, paragraph 33).

This Standard requires the presentation of financial assets and financial
liabilities on a net basis when doing so reflects an entity’s expected future
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cash flows from settling two or more separate financial instruments. When
an entity has the right to receive or pay a single net amount and intends to
do so, it has, in effect, only a single financial asset or financial liability. In
other circumstances, financial assets and financial liabilities are presented
separately from each other consistently with their characteristics as resources
or obligations of the entity. An entity shall disclose the information required
in paragraphs 17B—17E in IPSAS 30 for recognized financial instruments
that are within the scope of paragraph 17A of IPSAS 30.

Offsetting a recognized financial asset and a recognized financial liability and
presenting the net amount differs from the derecognition of a financial asset
or a financial liability. Although offsetting does not give rise to recognition of
a gain or loss, the derecognition of a financial instrument not only results in
the removal of the previously recognized item from the statement of financial
position but also may result in recognition of a gain or loss.

A right of set-off is a debtor’s legal right, by contract or otherwise, to settle
or otherwise eliminate all or a portion of an amount due to a creditor by
applying against that amount an amount due from the creditor. In unusual
circumstances, a debtor may have a legal right to apply an amount due from
a third party against the amount due to a creditor provided that there is an
agreement between the three parties that clearly establishes the debtor’s
right of set-off. Because the right of set-off is a legal right, the conditions
supporting the right may vary from one legal jurisdiction to another and the
laws applicable to the relationships between the parties need to be considered.

The existence of an enforceable right to set-off a financial asset and a financial
liability affects the rights and obligations associated with a financial asset
and a financial liability and may affect an entity’s exposure to credit and
liquidity risk. However, the existence of the right, by itself, is not a sufficient
basis for offsetting. In the absence of an intention to exercise the right or
to settle simultaneously, the amount and timing of an entity’s future cash
flows are not affected. When an entity intends to exercise the right or to settle
simultaneously, presentation of the asset and liability on a net basis reflects
more appropriately the amounts and timing of the expected future cash flows,
as well as the risks to which those cash flows are exposed. An intention by
one or both parties to settle on a net basis without the legal right to do so is not
sufficient to justify offsetting because the rights and obligations associated
with the individual financial asset and financial liability remain unaltered.

An entity’s intentions with respect to settlement of particular assets
and liabilities may be influenced by its normal operating practices, the
requirements of the financial markets, and other circumstances that may limit
the ability to settle net or to settle simultancously. When an entity has a right
of set-off, but does not intend to settle net or to realize the asset and settle
the liability simultaneously, the effect of the right on the entity’s credit risk
exposure is disclosed in accordance with paragraph 42 of IPSAS 30.
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Simultaneous settlement of two financial instruments may occur through, for
example, the operation of a clearing house in an organized financial market
or a face-to-face exchange. In these circumstances the cash flows are, in
effect, equivalent to a single net amount and there is no exposure to credit
or liquidity risk. In other circumstances, an entity may settle two instruments
by receiving and paying separate amounts, becoming exposed to credit risk
for the full amount of the asset or liquidity risk for the full amount of the
liability. Such risk exposures may be significant even though relatively brief.
Accordingly, realization of a financial asset and settlement of a financial
liability are treated as simultaneous only when the transactions occur at the
same moment.

The conditions set out in paragraph 47 are generally not satisfied and
offsetting is usually inappropriate when:

(a)  Several different financial instruments are used to emulate the features
of a single financial instrument (a “synthetic instrument”);

(b) Financial assets and financial liabilities arise from financial instruments
having the same primary risk exposure (e.g., assets and liabilities
within a portfolio of forward contracts or other derivative instruments)
but involve different counterparties;

(c¢) Financial or other assets are pledged as collateral for non-recourse
financial liabilities;

(d) Financial assets are set aside in trust by a debtor for the purpose of
discharging an obligation without those assets having been accepted
by the creditor in settlement of the obligation (e.g., a sinking fund
arrangement); or

(e)  Obligations incurred as a result of events giving rise to losses are
expected to be recovered from a third party by virtue of a claim made
under an insurance contract.

An entity that undertakes a number of financial instrument transactions with
a single counterparty may enter into a “master netting arrangement” with
that counterparty. Such an agreement provides for a single net settlement
of all financial instruments covered by the agreement in the event of
default on, or termination of, any one contract. These arrangements may be
commonly used to provide protection against loss in the event of bankruptcy
or other circumstances that result in a counterparty being unable to meet
its obligations. A master netting arrangement commonly creates a right of
set-off that becomes enforceable and affects the realization or settlement of
individual financial assets and financial liabilities only following a specified
event of default or in other circumstances not expected to arise in the normal
course of operations. A master netting arrangement does not provide a basis
for offsetting unless both of the criteria in paragraph 47 are satisfied. When
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financial assets and financial liabilities subject to a master netting arrangement
are not offset, the effect of the arrangement on an entity’s exposure to credit
risk is disclosed in accordance with paragraph 42 of IPSAS 30.

Transition

56. [Deleted]

57. [Deleted]

58. [Deleted]

Effective Date

59. An entity shall apply this Standard for annual financial statements

60.

60A.

60B.

60C.

60D.

60E.

covering periods beginning on or after January 1, 2013. Earlier
application is encouraged. If an entity applies this Standard for a period
beginning before January 1, 2013, it shall disclose that fact.

An entity shall not apply this Standard before January 1, 2013, unless it
also applies IPSAS 29 and IPSAS 30.

Paragraphs 40, 42 and 44 were amended and paragraph 40A added by
Improvements to IPSASs 2014 issued in January 2015. An entity shall
apply those amendments for annual financial statements covering
periods beginning on or after January 1, 2015. Earlier application is
encouraged. If an entity applies the amendments for a period beginning
before January 1, 2015, it shall disclose that fact.

Paragraphs 56, 57, 58 and 61 were amended by IPSAS 33, First-time
Adoption of Accrual Basis International Public Sector Accounting
Standards (IPSASs) issued in January 2015. An entity shall apply those
amendments for annual financial statements covering periods beginning
on or after January 1, 2017. Earlier application is permitted. If an entity
applies IPSAS 33 for a period beginning before January 1, 2017, the
amendments shall also be applied for that earlier period.

IPSAS 35, Consolidated Financial Statements and IPSAS 37, Joint
Arrangements issued in January 2015, amended paragraphs 3(a) and
AGS3. An entity shall apply those amendments when it applies IPSAS 35,
and IPSAS 37.

Paragraphs 7 and 8 were deleted by The Applicability of IPSASs, issued in
April 2016. An entity shall apply those amendments for annual financial
statements covering periods beginning on or after January 1, 2018.
Earlier application is encouraged. If an entity applies the amendments
for a period beginning before January 1, 2018, it shall disclose that fact.

Paragraph 3 was amended by IPSAS 39, Employee Benefits, issued in
July 2016. An entity shall apply that amendment for annual financial
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statements covering periods beginning on or after January 1, 2018.
Earlier application is encouraged. If an entity applies the amendment
for a period beginning before January 1, 2018 it shall disclose that fact
and apply IPSAS 39 at the same time.

Paragraphs 2,3,4,9, 10, 14, 28,36, 47,48, AG2 and AG55 were amended,
paragraph AG63 was deleted and paragraphs AG63A, AG63B, AG63C,
AG63D, AG63E and AG63F were added by IPSAS 41, issued in August
2018. An entity shall apply these amendments for annual financial
statements covering periods beginning on or after January 1, 2022.
Earlier application is encouraged. If an entity applies the amendments
for a period beginning before January 1, 2022 it shall disclose that fact
and apply IPSAS 41 at the same time.

Paragraph AG23 was amended by IPSAS 42, Social Benefits, issued in
January 2019. An entity shall apply this amendment at the same time as
it applies IPSAS 42.

When an entity adopts the accrual basis IPSASs of accounting as defined in
IPSAS 33, First-time Adoption of Accrual Basis International Public Sector
Accounting Standards (IPSASs) for financial reporting purposes subsequent
to this effective date, this Standard applies to the entity’s annual financial
statements covering periods beginning on or after the date of adoption of
IPSASs.

Withdrawal and Replacement of IPSAS 15 (2001)

62.

IPSAS 28

This Standard and IPSAS 30 supersede IPSAS 15, issued in 2001. IPSAS
15 remains applicable until IPSAS 28 and IPSAS 30 are applied or become
effective, whichever is earlier.

976



FINANCIAL INSTRUMENTS: PRESENTATION

Appendix A

Application Guidance

This Appendix is an integral part of IPSAS 28.

AGI.

AQG2.

This Application Guidance explains the application of particular aspects of
the Standard.

The Standard does not deal with the recognition or measurement of financial
instruments. Requirements about the recognition and measurement of
financial assets and financial liabilities are set out in IPSAS 41.

Scope (paragraphs 3—6)

Financial Guarantee Contracts

AG3.

AG4.

Financial guarantee contracts are those contracts that require the issuer to
make specified payments to reimburse the holder for a loss it incurs because a
specified debtor fails to make payment when due in accordance with the orig-
inal terms of a debt instrument. Governments may issue financial guarantees
for a variety of reasons. They are often issued to further a government’s poli-
cy objectives, for example, to support infrastructure projects and stabilize the
financial market in times of distress. Governments and public sector entities
may be granted the power to issue financial guarantees by legislation or other
authority. In assessing whether a guarantee is contractual or non-contractual,
an entity distinguishes the right to issue the guarantee and the actual issue of
the guarantee. The right to issue the guarantee in terms of legislation or other
authority is non-contractual, while the actual issue of the guarantee should
be assessed using the principles in paragraph AG20 to determine whether the
guarantee is contractual.

The issuing of financial guarantees in favor of a third party, whether explicitly
or implicitly, may result in a contractual arrangement. Financial guarantees
may be issued to a specific party or they may be issued to the holder of an
instrument. Consider the following two examples:

o In a service concession arrangement, a government may issue a
financial guarantee directly to the financiers of the transaction
stating that, in the event of default, it would assume payment for any
outstanding principal and interest payments of a loan. In this instance,
the financial guarantee is explicitly issued in favor of an identified
counterparty.

o Road authority A is responsible for constructing and maintaining a
country’s road infrastructure. It finances the construction of new roads
by issuing long term bonds. National government A exercises its
powers in legislation and guarantees the bond issue of road authority A.
At the time the guarantee is issued, there are no specific counterparties

971 IPSAS 28 APPLICATION GUIDANCE



FINANCIAL INSTRUMENTS: PRESENTATION

that have been identified, rather the guarantee is implicitly issued in
favor of the holders of a specific instrument.

In both these scenarios, assuming that all the other features of a contract are
met, the financial guarantee is contractual in nature.

Insurance Contracts

AGS.

AG6.

AGT7.

AGS.

AG9.

Some economic entities in the public sector may include entities that issue
insurance contracts. Those entities are within the scope of this Standard, but
the insurance contracts themselves are outside the scope of this Standard.

For the purposes of this Standard, an insurance contract is a contract that
exposes the insurer to identified risks of loss from events or circumstances
occurring or discovered within a specified period, including death (i.e., in the
case of an annuity, the survival of the annuitant), sickness, disability, property
damage, injury to others, and interruption of operations. Additional guidance
on insurance contracts is available in the relevant international or national
standard dealing with insurance contracts.

Some financial instruments take the form of insurance contracts but principally
involve the transfer of financial risks, such as market, credit, or liquidity
risk. Examples of such instruments include financial guarantee contracts,
reinsurance, and guaranteed investment contracts issued by public sector
insurers and other entities. An entity is required to apply this Standard to
certain financial guarantee contracts, and is permitted to apply this Standard
to other insurance contracts that involve the transfer of financial risk.

Financial guarantee contracts are treated as financial instruments unless an
entity elects to treat them as insurance contracts in accordance with this
paragraph and also complies with the requirements of paragraph AG9. An
entity may make this election in the following instances:

(a) If an entity previously applied accounting applicable to insurance
contracts and adopted an accounting policy that treated financial
guarantee contracts as insurance contracts, it may continue to treat
such contracts either as insurance contracts or as financial instruments
in accordance with this Standard.

(b) Ifan entity previously did not apply accounting applicable to insurance
contracts, it may elect to treat financial guarantee contracts either as
insurance contracts or as financial instruments when an entity adopts
this Standard.

In both (a) and (b) above, the election is made on a contract by contract basis,
and the choice is irrevocable.

In accordance with paragraph 3(c), an entity treats financial guarantee
contracts as financial instruments unless it elects to treat such contracts as
insurance contracts in accordance with the relevant international or national
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standard dealing with insurance contracts. An entity is permitted to treat
a financial guarantee contract as an insurance contract using a national
accounting standard only if that standard requires the measurement of
insurance liabilities at an amount that is not less than the carrying amount
that would be determined if the relevant insurance liabilities were within
the scope of IPSAS 19, Provisions, Contingent Liabilities and Contingent
Assets. In determining the carrying amount of insurance liabilities, an entity
considers the current estimates of all cash flows arising from its insurance
contracts and of related cash flows.

Definitions (paragraphs 9-12)

Financial Assets and Financial Liabilities

AG10.

AGII.

AGI2.

Currency (cash) is a financial asset because it represents the medium of
exchange and is therefore the basis on which all transactions are measured and
recognized in financial statements. A deposit of cash with a bank or similar
financial institution is a financial asset because it represents the contractual
right of the depositor to obtain cash from the institution or to draw a check
or similar instrument against the balance in favor of a creditor in payment
of a financial liability. Unissued currency does not meet the definition of a
financial instrument. An entity applies paragraph 13 of IPSAS 12, Inventories
in accounting for any unissued currency. Currency issued as legal tender from
the perspective of the issuer, is not addressed in this Standard.

Common examples of financial assets representing a contractual right to
receive cash in the future and corresponding financial liabilities representing
a contractual obligation to deliver cash in the future are:

(a)  Accounts receivable and payable;
(b)  Notes receivable and payable;

(¢) Loans receivable and payable; and
(d) Bonds receivable and payable.

In each case, one party’s contractual right to receive (or obligation to pay)
cash is matched by the other party’s corresponding obligation to pay (or right
to receive).

Another type of financial instrument is one for which the economic benefit
to be received or given up is a financial asset other than cash. For example,
a note payable in government bonds gives the holder the contractual right to
receive and the issuer the contractual obligation to deliver government bonds,
not cash. The bonds are financial assets because they represent obligations of
the issuing government to pay cash. The note is, therefore, a financial asset of
the note holder and a financial liability of the note issuer.
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“Perpetual” debt instruments (such as “perpetual” bonds, debentures and
capital notes) normally provide the holder with the contractual right to
receive payments on account of interest at fixed dates extending into the
indefinite future, either with no right to receive a return of principal or a
right to a return of principal under terms that make it very unlikely or very
far in the future. For example, an entity may issue a financial instrument
requiring it to make annual payments in perpetuity equal to a stated interest
rate of 8 percent applied to a stated par or principal amount of CU1,000.
Assuming 8 percent to be the market rate of interest for the instrument when
issued, the issuer assumes a contractual obligation to make a stream of future
interest payments having a fair value (present value) of CU1,000 on initial
recognition. The holder and issuer of the instrument have a financial asset and
a financial liability, respectively.

A contractual right or contractual obligation to receive, deliver or exchange
financial instruments is itself a financial instrument. A chain of contractual
rights or contractual obligations meets the definition of a financial instrument
if it will ultimately lead to the receipt or payment of cash or to the acquisition
or issue of an equity instrument.

The ability to exercise a contractual right or the requirement to satisfy
a contractual obligation may be absolute, or it may be contingent on
the occurrence of a future event. For example, a financial guarantee is
a contractual right of the lender to receive cash from the guarantor, and a
corresponding contractual obligation of the guarantor to pay the lender, if the
borrower defaults. The contractual right and obligation exist because of a past
transaction or event (assumption of the guarantee), even though the lender’s
ability to exercise its right and the requirement for the guarantor to perform
under its obligation are both contingent on a future act of default by the
borrower. A contingent right and obligation meet the definition of a financial
asset and a financial liability, even though such assets and liabilities are not
always recognized in the financial statements. Some of these contingent
rights and obligations may be insurance contracts.

Under IPSAS 13, Leases, a finance lease is regarded as primarily an
entitlement of the lessor to receive, and an obligation of the lessee to pay,
a stream of payments that are substantially the same as blended payments
of principal and interest under a loan agreement. The lessor accounts for
its investment in the amount receivable under the lease contract rather than
the leased asset itself. An operating lease, on the other hand, is regarded as
primarily an uncompleted contract committing the lessor to provide the use
of an asset in future periods in exchange for consideration similar to a fee
for a service. The lessor continues to account for the leased asset itself rather
than any amount receivable in the future under the contract. Accordingly, a
finance lease is regarded as a financial instrument and an operating lease is
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not regarded as a financial instrument (except as regards individual payments
currently due and payable).

Physical assets (such as inventories, property, plant and equipment), leased
assets and intangible assets (such as patents and trademarks) are not financial
assets. Control of such physical and intangible assets creates an opportunity
to generate an inflow of cash or another financial asset, but it does not give
rise to a present right to receive cash or another financial asset.

Assets (such as prepaid expenses) for which the future economic benefit is the
receipt of goods or services, rather than the right to receive cash or another
financial asset, are not financial assets. Similarly, items such as deferred
revenue and most warranty obligations are not financial liabilities because
the outflow of economic benefits associated with them is the delivery of
goods and services rather than a contractual obligation to pay cash or another
financial asset.

Assets and liabilities in the public sector arise out of both contractual and
non-contractual arrangements. Assets and liabilities arising out of non-
contractual arrangements do not meet the definition of a financial asset or a
financial liability.

An entity considers the substance rather than the legal form of an arrangement
in determining whether it is a “contract” for purposes of this Standard.
Contracts, for the purposes of this Standard, are generally evidenced by the
following (although this may differ from jurisdiction to jurisdiction):

e  Contracts involve willing parties entering into an arrangement;

e  The terms of the contract create rights and obligations for the parties to
the contract, and those rights and obligations need not result in equal
performance by each party. For example, a donor funding arrangement
creates an obligation for the donor to transfer resources to the recipient
in terms of the agreement concluded, and establishes the right of the
recipient to receive those resources. These types of arrangements
may be contractual even though the recipient did not provide equal
consideration in return i.e., the arrangement does not result in equal
performance by the parties; and

e  The remedy for non-performance is enforceable by law.

In the public sector, it is possible that contractual and non-contractual
arrangements are non-exchange in nature. Assets and liabilities arising from
non-exchange revenue transactions are accounted for in accordance with
IPSAS 23, Revenue from Non-Exchange Transactions (Taxes and Transfers).
If non-exchange revenue transactions are contractual, an entity assesses if
the assets or liabilities arising from such transactions are financial assets or
financial liabilities by using paragraphs 10 and AG10-AG18 of this Standard.
An entity uses the guidance in this Standard and IPSAS 23 in assessing
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whether a non-exchange transaction gives rise to a liability or an equity
instrument (contribution from owners).

An entity would particularly consider the classification requirements of
this Standard in determining whether an inflow of resources as part of a
contractual non-exchange revenue transaction is in substance a liability or an
equity instrument.

Statutory obligations can be accounted for in a number of ways:

e  Obligations to pay income taxes are accounted for in accordance with
the relevant international or national accounting standard dealing with
income taxes.

e  Obligations to provide social benefits are accounted for in accordance
with IPSAS 42, Social Benefits.

e  Other statutory obligations are accounted for in accordance with
IPSAS 19.

Constructive obligations, as defined in IPSAS 19, also do not arise from
contracts and are therefore not financial liabilities.

Equity Instruments

AG25.

AG26.

It is not common for entities in the public sector to have contributed capital
comprising equity instruments, for example, shares and other forms of
unitized capital. Where entities do issue equity instruments, the ownership
and use of those instruments may be restricted by legislation. For example,
legislation may stipulate that shares in a public sector entity may only be
owned by another public sector entity and may therefore not be used as
consideration for the settlement of transactions.

Contributed capital in the public sector may also be evidenced by transfers of
resources between parties. The issuance of equity instruments in respect of a
transfer of resources is not essential for the transfer to meet the definition of
a contribution from owners. Transfers of resources that result in an interest
in the net assets/equity of an entity are distinguished from other transfers of
resources because they may be evidenced by the following:

e A formal designation of a transfer of resources (or a class of such
transfers) by the parties to the transaction as forming part of an entity’s
net assets/equity, either before the contribution occurs or at the time of
the contribution. For example, on establishing a new entity, the budget
office of the department of finance may deem that the initial transfers
of resources to an entity establish an interest in the net assets/equity of
an entity rather than provide funding to meet operational requirements.
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e A formal agreement, in relation to the transfer, establishing or increasing
an existing financial interest in the net assets/equity of an entity that can
be sold, transferred or redeemed.

Even though transfers of resources may be evidenced by a designation or
formal agreement, an entity assesses the nature of transfers of resources
based on their substance and not merely their legal form.

For the purposes of this Standard, the term “equity instrument” may be used
to denote the following:

e A form of unitized capital such as ordinary or preference shares;

e  Transfers of resources (either designated or agreed as such between the
parties to the transaction) that evidence a residual interest in the net
assets of another entity; and/or

e  Financial liabilities in the legal form of debt that, in substance, represent
an interest in an entity’s net assets.

Puttable Instruments

AG28.

AG29.

Where an entity’s contributed capital is comprised of shares or other forms of
unitized capital, these instruments may take a number of forms, for example
non-puttable ordinary shares, some puttable instruments (see paragraphs 15
and 16), some instruments that impose on the entity an obligation to deliver to
another party a pro rata share of the net assets of the entity only on liquidation
(see paragraphs 17 and 18), some types of preference shares (see paragraphs
AG49 and AG50), and warrants or written call options that allow the holder
to subscribe for or purchase a fixed number of non-puttable ordinary shares in
the issuing entity in exchange for a fixed amount of cash or another financial
asset. An entity’s obligation to issue or purchase a fixed number of its own
equity instruments in exchange for a fixed amount of cash or another financial
asset is an equity instrument of the entity (except as stated in paragraph
27). However, if such a contract contains an obligation for the entity to pay
cash or another financial asset (other than a contract classified as an equity
instrument in accordance with paragraphs 15 and 16 or paragraphs 17 and
18), it also gives rise to a liability for the present value of the redemption
amount (see paragraph AG51(a)). An issuer of non-puttable ordinary shares
assumes a liability when it formally acts to make a distribution and becomes
legally obliged to the shareholders to do so. This may be the case following
the declaration of a dividend or when the entity is being wound up and any
assets remaining after the satisfaction of liabilities become distributable to
shareholders.

A purchased call option or other similar contract acquired by an entity that
gives it the right to reacquire a fixed number of its own equity instruments in
exchange for delivering a fixed amount of cash or another financial asset is
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not a financial asset of the entity (except as stated in paragraph 27). Instead,
any consideration paid for such a contract is deducted from net assets/equity.

The Class of Instruments that is Subordinate to all Other Classes
(paragraphs 15(b) and 17(b))

One of the features of paragraphs 15 and 17 is that the financial instrument is
in the class of instruments that is subordinate to all other classes.

When determining whether an instrument is in the subordinate class, an
entity evaluates the instrument’s claim on liquidation as if it were to liquidate
on the date when it classifies the instrument. An entity shall reassess the
classification if there is a change in relevant circumstances. For example,
if the entity issues or redeems another financial instrument, this may affect
whether the instrument in question is in the class of instruments that is
subordinate to all other classes.

An instrument that has a preferential right on liquidation of the entity is not
an instrument with an entitlement to a pro rata share of the net assets of the
entity. For example, an instrument has a preferential right on liquidation if it
entitles the holder to a fixed dividend on liquidation, in addition to a share of
the entity’s net assets, when other instruments in the subordinate class with
a right to a pro rata share of the net assets of the entity do not have the same
right on liquidation.

If an entity has only one class of financial instruments, that class shall be
treated as if it were subordinate to all other classes.

Total Expected Cash Flows Attributable to the Instrument over the Life
of the Instrument (paragraph 15(e))

The total expected cash flows of the instrument over the life of the instrument
must be substantially based on the surplus or deficit, change in the recognized
net assets, or fair value of the recognized and unrecognized net assets of the
entity over the life of the instrument. Surplus or deficit and the change in the
recognized net assets shall be measured in accordance with relevant IPSASs.

Transactions Entered into by an Instrument Holder Other Than as
Owner of the Entity (paragraphs 15 and 17)

The holder of a puttable financial instrument or an instrument that imposes
on the entity an obligation to deliver to another party a pro rata share of the
net assets of the entity only on liquidation may enter into transactions with
the entity in a role other than that of an owner. For example, an instrument
holder also may be an employee of the entity. Only the cash flows and the
contractual terms and conditions of the instrument that relate to the instrument
holder as an owner of the entity shall be considered when assessing whether
the instrument should be classified as an equity instrument under paragraph
15 or paragraph 17.
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An example is a limited partnership that has limited and general partners.
Some general partners may provide a guarantee to the entity and may be
remunerated for providing that guarantee. In such situations, the guarantee
and the associated cash flows relate to the instrument holders in their role
as guarantors and not in their roles as owners of the entity. Therefore, such
a guarantee and the associated cash flows would not result in the general
partners being considered subordinate to the limited partners, and would
be disregarded when assessing whether the contractual terms of the limited
partnership instruments and the general partnership instruments are identical.

Another example is a surplus or deficit sharing arrangement that allocates
surpluses and deficits to the instrument holders on the basis of services
rendered or business generated during the current and previous years. Such
arrangements are transactions with instrument holders in their role as non-
owners and should not be considered when assessing the features listed in
paragraph 15 or paragraph 17. However, such arrangements that allocate
surpluses and deficits to instrument holders based on the nominal amount of
their instruments relative to others in the class represent transactions with the
instrument holders in their roles as owners and should be considered when
assessing the features listed in paragraph 15 or paragraph 17.

The cash flows and contractual terms and conditions of a transaction between
the instrument holder (in the role as a non-owner) and the issuing entity
must be similar to an equivalent transaction that might occur between a non-
instrument holder and the issuing entity.

No Other Financial Instrument or Contract with Total Cash Flows that
Substantially Fixes or Restricts the Residual Return to the Instrument
Holder (paragraphs 16 and 18)

A condition for classifying an equity instrument as a financial instrument that
otherwise meets the criteria in paragraph 15 or paragraph 17 is that the entity
has no other financial instrument or contract that has (a) total cash flows
based substantially on the surplus or deficit, the change in the recognized net
assets, or the change in the fair value of the recognized and unrecognized
net assets of the entity and (b) the effect of substantially restricting or fixing
the residual return. The following instruments, when entered into on normal
commercial terms with unrelated parties, are unlikely to prevent instruments
that otherwise meet the criteria in paragraph 15 or paragraph 17 from being
classified as equity instruments:

(a) Instruments with total cash flows substantially based on specific assets
of the entity.

(b) Instruments with total cash flows based on a percentage of revenue.

(¢) Contracts designed to reward individual employees for services
rendered to the entity.
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(d)  Contracts requiring the payment of an insignificant percentage of profit
for services rendered or goods provided.

Derivative Financial Instruments

AGA40.

AG41.

AG42.

Financial instruments include primary instruments (such as receivables,
payables and equity instruments) and derivative financial instruments (such
as financial options, futures and forwards, interest rate swaps and currency
swaps). Derivative financial instruments meet the definition of a financial
instrument and, accordingly, are within the scope of this Standard.

Derivative financial instruments create rights and obligations that have the
effect of transferring between the parties to the instrument one or more of
the financial risks inherent in an underlying primary financial instrument.
On inception, derivative financial instruments give one party a contractual
right to exchange financial assets or financial liabilities with another party
under conditions that are potentially favorable, or a contractual obligation
to exchange financial assets or financial liabilities with another party under
conditions that are potentially unfavorable. However, they generally' do not
result in a transfer of the underlying primary financial instrument on inception
of the contract, nor does such a transfer necessarily take place on maturity
of the contract. Some instruments embody both a right and an obligation to
make an exchange. Because the terms of the exchange are determined on
inception of the derivative instrument, as prices in financial markets change
those terms may become either favorable or unfavorable.

A put or call option to exchange financial assets or financial liabilities (i.e.,
financial instruments other than an entity’s own equity instruments) gives
the holder a right to obtain potential future economic benefits associated
with changes in the fair value of the financial instrument underlying the
contract. Conversely, the writer of an option assumes an obligation to forgo
potential future economic benefits or bear potential losses of economic
benefits associated with changes in the fair value of the underlying financial
instrument. The contractual right of the holder and obligation of the writer
meet the definition of a financial asset and a financial liability, respectively.
The financial instrument underlying an option contract may be any financial
asset, including shares in other entities and interest-bearing instruments. An
option may require the writer to issue a debt instrument, rather than transfer
a financial asset, but the instrument underlying the option would constitute a
financial asset of the holder if the option were exercised. The option-holder’s
right to exchange the financial asset under potentially favorable conditions
and the writer’s obligation to exchange the financial asset under potentially
unfavorable conditions are distinct from the underlying financial asset to be
exchanged upon exercise of the option. The nature of the holder’s right and

This is true of most, but not all derivatives, e.g., in some cross-currency interest rate swaps principal

is exchanged on inception (and re-exchanged on maturity).
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of the writer’s obligation are not affected by the likelihood that the option
will be exercised.

Another example of a derivative financial instrument is a forward contract to
be settled in six months’ time in which one party (the purchaser) promises to
deliver CU1,000,000 cash in exchange for CU1,000,000 face amount of fixed
rate government bonds, and the other party (the seller) promises to deliver
CU1,000,000 face amount of fixed rate government bonds in exchange for
CU1,000,000 cash. During the six months, both parties have a contractual
right and a contractual obligation to exchange financial instruments. If
the market price of the government bonds rises above CU1,000,000, the
conditions will be favorable to the purchaser and unfavorable to the seller; if
the market price falls below CU1,000,000, the effect will be the opposite. The
purchaser has a contractual right (a financial asset) similar to the right under
a call option held and a contractual obligation (a financial liability) similar
to the obligation under a put option written; the seller has a contractual
right (a financial asset) similar to the right under a put option held and a
contractual obligation (a financial liability) similar to the obligation under a
call option written. As with options, these contractual rights and obligations
constitute financial assets and financial liabilities separate and distinct from
the underlying financial instruments (the bonds and cash to be exchanged).
Both parties to a forward contract have an obligation to perform at the agreed
time, whereas performance under an option contract occurs only if and when
the holder of the option chooses to exercise it.

Many other types of derivative instruments embody a right or obligation to
make a future exchange, including interest rate and currency swaps, interest
rate caps, collars and floors, loan commitments, note issuance facilities, and
letters of credit. An interest rate swap contract may be viewed as a variation
of a forward contract in which the parties agree to make a series of future
exchanges of cash amounts, one amount calculated with reference to a floating
interest rate and the other with reference to a fixed interest rate. Futures
contracts are another variation of forward contracts, differing primarily in
that the contracts are standardized and traded on an exchange.

Contracts to Buy or Sell Non-Financial Items (paragraphs 4-6)

AG45.

Contracts to buy or sell non-financial items do not meet the definition of a
financial instrument because the contractual right of one party to receive a
non-financial asset or service and the corresponding obligation of the other
party do not establish a present right or obligation of either party to receive,
deliver or exchange a financial asset. For example, contracts that provide
for settlement only by the receipt or delivery of a non-financial item (e.g.,
an option, futures or forward contract on oil) are not financial instruments.
Many commodity contracts are of this type. Some are standardized in form
and traded on organized markets in much the same fashion as some derivative
financial instruments. For example, a commodity futures contract may be

987 IPSAS 28 APPLICATION GUIDANCE



AG46.

AG47.

AG48.

FINANCIAL INSTRUMENTS: PRESENTATION

bought and sold readily for cash because it is listed for trading on an exchange
and may change hands many times. However, the parties buying and selling
the contract are, in effect, trading the underlying commodity. The ability to buy
or sell a commodity contract for cash, the ease with which it may be bought
or sold and the possibility of negotiating a cash settlement of the obligation
to receive or deliver the commodity do not alter the fundamental character
of the contract in a way that creates a financial instrument. Nevertheless,
some contracts to buy or sell non-financial items that can be settled net or
by exchanging financial instruments, or in which the non-financial item is
readily convertible to cash, are within the scope of the Standard as if they
were financial instruments (see paragraph 4).

A contract that involves the receipt or delivery of physical assets does not
give rise to a financial asset of one party and a financial liability of the other
party unless any corresponding payment is deferred past the date on which
the physical assets are transferred. Such is the case with the purchase or sale
of goods on credit.

Some contracts are commodity-linked, but do not involve settlement through
the physical receipt or delivery of a commodity. They specify settlement
through cash payments that are determined according to a formula in the
contract, rather than through payment of fixed amounts. For example, the
principal amount of a bond may be calculated by applying the market price
of oil prevailing at the maturity of the bond to a fixed quantity of oil. The
principal is indexed by reference to a commodity price, but is settled only in
cash. Such a contract constitutes a financial instrument.

The definition of a financial instrument also encompasses a contract that gives
rise to a non-financial asset or non-financial liability in addition to a financial
asset or financial liability. Such financial instruments often give one party an
option to exchange a financial asset for a non-financial asset. For example,
an oil-linked bond may give the holder the right to receive a stream of fixed
periodic interest payments and a fixed amount of cash on maturity, with
the option to exchange the principal amount for a fixed quantity of oil. The
desirability of exercising this option will vary from time to time depending on
the fair value of oil relative to the exchange ratio of cash for oil (the exchange
price) inherent in the bond. The intentions of the bondholder concerning the
exercise of the option do not affect the substance of the component assets.
The financial asset of the holder and the financial liability of the issuer make
the bond a financial instrument, regardless of the other types of assets and
liabilities also created.
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Presentation

Liabilities and Net Assets/Equity (paragraphs 13-32)

AG49.

AGS50.

No Contractual Obligation to Deliver Cash or another Financial Asset
(paragraphs 21-24)

Preference shares may be issued with various rights. In determining whether
a preference share is a financial liability or an equity instrument, an issuer
assesses the particular rights attaching to the share to determine whether it
exhibits the fundamental characteristic of a financial liability. For example,
a preference share that provides for redemption on a specific date or at the
option of the holder contains a financial liability because the issuer has an
obligation to transfer financial assets to the holder of the share. The potential
inability of an issuer to satisfy an obligation to redeem a preference share
when contractually required to do so, whether because of a lack of funds,
a statutory restriction, or insufficient surpluses or reserves, does not negate
the obligation. An option of the issuer to redeem the shares for cash does not
satisfy the definition of a financial liability because the issuer does not have a
present obligation to transfer financial assets to the shareholders. In this case,
redemption of the shares is solely at the discretion of the issuer. An obligation
may arise, however, when the issuer of the shares exercises its option, usually
by formally notifying the shareholders of an intention to redeem the shares.

When preference share s are non-redeemable, the appropriate classification
is determined by the other rights that attach to them. Classification is based
on an assessment of the substance of the contractual arrangements and the
definitions of a financial liability and an equity instrument. When distributions
to holders of the preference shares, whether cumulative or non-cumulative,
are at the discretion of the issuer, the shares are equity instruments. The
classification of a preference share as an equity instrument or a financial
liability is not affected by, for example:

(a) A history of making distributions;
(b)  An intention to make distributions in the future;

(¢) A possible negative impact on the price of ordinary shares of the
issuer if distributions are not made (because of restrictions on paying
dividends on the ordinary shares if dividends are not paid on the
preference shares);

(d)  The amount of the issuer’s reserves;
() Anissuer’s expectation of a surplus or deficit for a period; or

(f)  An ability or inability of the issuer to influence the amount of its
surplus or deficit for the period.

989 IPSAS 28 APPLICATION GUIDANCE



AGS1.

FINANCIAL INSTRUMENTS: PRESENTATION

Settlement in the Entity’s Own Equity Instruments (paragraphs 25-29)

As noted in paragraph AG25, it is not common for entities in the public sector
to issue equity instruments comprising shares or other forms of unitized
capital; and where such instruments do exist, their use and ownership is
usually restricted in legislation. As a result of the capital structure of public
sector entities generally being different from private sector entities, and the
legislative environment in which public sector entities operate, transactions
that are settled in an entity’s own equity instruments are not likely to occur as
frequently in the public sector as in the private sector. However, where such
transactions do occur, the following examples may assist in illustrating how
to classify different types of contracts on an entity’s own equity instruments:

(a)

(b)

(©)

A contract that will be settled by the entity receiving or delivering
a fixed number of its own shares for no future consideration, or
exchanging a fixed number of its own shares for a fixed amount of
cash or another financial asset, is an equity instrument (except as
stated in paragraph 27). Accordingly, any consideration received or
paid for such a contract is added directly to or deducted directly from
net assets/equity. One example is an issued share option that gives the
counterparty a right to buy a fixed number of the entity’s shares for a
fixed amount of cash. However, if the contract requires the entity to
purchase (redeem) its own shares for cash or another financial asset at
a fixed or determinable date or on demand, the entity also recognizes
a financial liability for the present value of the redemption amount
(with the exception of instruments that have all the features and meet
the conditions in paragraph 15 and 16 or paragraphs 17 and 18). One
example is an entity’s obligation under a forward contract to repurchase
a fixed number of its own shares for a fixed amount of cash.

An entity’s obligation to purchase its own shares for cash gives rise to a
financial liability for the present value of the redemption amount even
if the number of shares that the entity is obliged to repurchase is not
fixed or if the obligation is conditional on the counterparty exercising a
right to redeem (except as stated in paragraphs 15 and 16 or paragraphs
17 and 18). One example of a conditional obligation is an issued option
that requires the entity to repurchase its own shares for cash if the
counterparty exercises the option.

A contract that will be settled in cash or another financial asset is
a financial asset or financial liability even if the amount of cash or
another financial asset that will be received or delivered is based on
changes in the market price of the entity’s own equity instruments
(except as stated in paragraphs 15 and 16 or paragraphs 17 and 18).
One example is a net cash-settled share option.
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A contract that will be settled in a variable number of the entity’s own shares
whose value equals a fixed amount or an amount based on changes in an
underlying variable (e.g., a commodity price) is a financial asset or a financial
liability. An example is a written option to buy oil that, if exercised, is settled
net in the entity’s own instruments by the entity delivering as many of those
instruments as are equal to the value of the option contract. Such a contract
is a financial asset or financial liability even if the underlying variable is the
entity’s own share price rather than oil. Similarly, a contract that will be
settled in a fixed number of the entity’s own shares, but the rights attaching to
those shares will be varied so that the settlement value equals a fixed amount
or an amount based on changes in an underlying variable, is a financial asset
or a financial liability.

Contingent Settlement Provisions (paragraph 30)

Paragraph 30 requires that if a part of a contingent settlement provision that
could require settlement in cash or another financial asset (or in another way
that would result in the instrument being a financial liability) is not genuine,
the settlement provision does not affect the classification of a financial
instrument. Thus, a contract that requires settlement in cash or a variable
number of the entity’s own shares only on the occurrence of an event that
is extremely rare, highly abnormal and very unlikely to occur is an equity
instrument. Similarly, settlement in a fixed number of an entity’s own shares
may be contractually precluded in circumstances that are outside the control
of the entity, but if these circumstances have no genuine possibility of
occurring, classification as an equity instrument is appropriate.

Treatment in Consolidated Financial Statements

In consolidated financial statements, an entity presents non-controlling
interests i.e., the interests of other parties in the net assets/equity and revenue
of its controlled entities in accordance with IPSAS 1 and IPSAS 35. When
classifying a financial instrument (or a component of it) in consolidated
financial statements, an entity considers all terms and conditions agreed
between members of the economic entity and the holders of the instrument
in determining whether the economic entity as a whole has an obligation
to deliver cash or another financial asset in respect of the instrument or to
settle it in a manner that results in liability classification. When a controlled
entity issues a financial instrument and a controlling entity or other entity
within the economic entity agrees additional terms directly with the holders
of the instrument (e.g., a guarantee), the economic entity may not have
discretion over distributions or redemption. Although the controlled entity
may appropriately classify the instrument without regard to these additional
terms in its individual financial statements, the effect of other agreements
between members of the economic entity and the holders of the instrument
is considered in order to ensure that consolidated financial statements reflect
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the contracts and transactions entered into by the economic entity as a
whole. To the extent that there is such an obligation or settlement provision,
the instrument (or the component of it that is subject to the obligation) is
classified as a financial liability in consolidated financial statements.

Some types of instruments that impose a contractual obligation on the entity
are classified as equity instruments in accordance with paragraphs 15 and 16
or paragraphs 17 and 18. Classification in accordance with those paragraphs
is an exception to the principles otherwise applied in this Standard to the
classification of an instrument and cannot be applied by analogy to other
instruments. This exception is not extended to the classification of non-
controlling interests in the consolidated financial statements. Therefore,
instruments classified as equity instruments in accordance with either
paragraphs 15 and 16 or paragraphs 17 and 18 in the separate or individual
financial statements that are non-controlling interests are classified as
liabilities in the consolidated financial statements of the economic entity.

Compound Financial Instruments (paragraphs 33—37)

Paragraph 33 applies only to issuers of non-derivative compound financial
instruments. Paragraph 33 does not deal with compound financial instruments
from the perspective of holders. IPSAS 41 deals with the classification and
measurement of financial assets that are compound financial instruments
from the holder’s perspective.

Compound financial instruments are not common in the public sector because
of the capital structure of public sector entities. The following discussion
does, however, illustrate how a compound financial instrument would be
analyzed into its component parts. A common form of compound financial
instrument is a debt instrument with an embedded conversion option, such as
a bond convertible into ordinary shares of the issuer, and without any other
embedded derivative features. Paragraph 33 requires the issuer of such a
financial instrument to present the liability component and net assets/equity
component separately in the statement of financial position, as follows:

(a) The issuer’s obligation to make scheduled payments of interest and
principal is a financial liability that exists as long as the instrument
is not converted. On initial recognition, the fair value of the liability
component is the present value of the contractually determined stream
of future cash flows discounted at the rate of interest applied at that
time by the market to instruments of comparable credit status and
providing substantially the same cash flows, on the same terms, but
without the conversion option.

(b)  The equity instrument is an embedded option to convert the liability
into net assets/equity of the issuer. The fair value of the option
comprises its time value and its intrinsic value, if any. This option has
value on initial recognition even when it is out of the money.
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On conversion of a convertible instrument at maturity, the entity derecognizes
the liability component and recognizes it as net assets/equity. The original
net assets/equity component remains as net assets/equity (although it may be
transferred from one line item within net assets/equity to another.) There is
no gain or loss on conversion at maturity.

When an entity extinguishes a convertible instrument before maturity
through an early redemption or repurchase in which the original conversion
privileges are unchanged, the entity allocates the consideration paid and
any transaction costs for the repurchase or redemption to the components of
the instrument at the date of the transaction. The method used in allocating
the consideration paid and transaction costs to the separate components is
consistent with that used in the original allocation to the separate components
of the proceeds received by the entity when the convertible instrument was
issued, in accordance with paragraphs 33-37.

Once the allocation of the consideration is made, any resulting gain or loss
is treated in accordance with accounting principles applicable to the related
component, as follows:

(a) The amount of gain or loss relating to the liability component is
recognized in surplus or deficit; and

(b) Theamount of consideration relating to the net assets/equity component
is recognized in net assets/equity.

An entity may amend the terms of a convertible instrument to induce early
conversion, for example by offering a more favorable conversion ratio or
paying other additional consideration in the event of conversion before a
specified date. The difference, at the date the terms are amended, between
the fair value of the consideration the holder receives on conversion of the
instrument under the revised terms and the fair value of the consideration the
holder would have received under the original terms is recognized as a loss
in surplus or deficit.

Treasury Shares (paragraphs 38 and 39)

An entity’s own equity instruments are not recognized as a financial asset
regardless of the reason for which they are reacquired. Paragraph 38 requires
an entity that reacquires its own equity instruments to deduct those equity
instruments from net assets/equity. However, when an entity holds its own
equity instruments on behalf of others, for example, a financial institution
holding its own equity instruments on behalf of a client, there is an agency
relationship and as a result those holdings are not included in the entity’s
statement of financial position.
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Interest, Dividends or Similar Distributions, Losses, and Gains (paragraphs 40—46)

AGO62.

The following example illustrates the application of paragraph 40 to a
compound financial instrument. Assume that a non-cumulative preference
share is mandatorily redeemable for cash in five years, but that dividends are
payable at the discretion of the entity before the redemption date. Such an
instrument is a compound financial instrument, with the liability component
being the present value of the redemption amount. The unwinding of the
discount on this component is recognized in surplus or deficit and classified
as interest expense. Any dividends paid relate to the net assets/equity
component and, accordingly, are recognized as a distribution of surplus or
deficit. A similar treatment would apply if the redemption was not mandatory
but at the option of the holder, or if the share was mandatorily convertible
into a variable number of ordinary shares calculated to equal a fixed amount
or an amount based on changes in an underlying variable (for example, a
commodity). However, if any unpaid dividends or similar distributions are
added to the redemption amount, the entire instrument is a liability. In such a
case, any dividends or similar distributions are classified as interest expense.

Offsetting a Financial Asset and a Financial Liability (paragraphs 47-55)

AG63.

[Deleted]

Criterion that an Entity ‘Currently has a Legally Enforceable Right to Set Off the
Recognized Amounts’ (paragraph 47(a))

AGG63A.

AG63B.

AG63C.

A right of set-off may be currently available or it may be contingent on a
future event (for example, the right may be triggered or exercisable only
on the occurrence of some future event, such as the default, insolvency or
bankruptcy of one of the counterparties). Even if the right of set-off is not
contingent on a future event, it may only be legally enforceable in the normal
course of operations, or in the event of default, or in the event of insolvency
or bankruptcy, of one or all of the counterparties.

To meet the criterion in paragraph 47(a), an entity must currently have a
legally enforceable right of set-off. This means that the right of set-off:

(a)  Must not be contingent on a future event; and

(b) Must be legally enforceable in all of the following circumstances:
(i)  The normal course of operations;
(ii)  The event of default; and

(iii)  The event of insolvency or bankruptcy of the entity and all of
the counterparties.

The nature and extent of the right of set-off, including any conditions attached
to its exercise and whether it would remain in the event of default or insolvency
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or bankruptcy, may vary from one legal jurisdiction to another. Consequently,
it cannot be assumed that the right of set-off is automatically available
outside of the normal course of operations. For example, the bankruptcy or
insolvency laws of a jurisdiction may prohibit, or restrict, the right of set-off
in the event of bankruptcy or insolvency in some circumstances.

The laws applicable to the relationships between the parties (for example,
contractual provisions, the laws governing the contract, or the default,
insolvency or bankruptcy laws applicable to the parties) need to be considered
to ascertain whether the right of set-off is enforceable in the normal course
of operations, in an event of default, and in the event of insolvency or
bankruptcy, of the entity and all of the counterparties (as specified in
paragraph AG63B(b)).

Criterion that an Entity ‘Intends Either to Settle on a Net Basis, or to Realize the
Asset and Settle the Liability Simultaneously’ (paragraph 47(b))

AGO63E.

AGO3F.

To meet the criterion in paragraph 47(b) an entity must intend either to settle
on a net basis or to realize the asset and settle the liability simultaneously.
Although the entity may have a right to settle net, it may still realize the asset
and settle the liability separately.

If an entity can settle amounts in a manner such that the outcome is, in effect,
equivalent to net settlement, the entity will meet the net settlement criterion
in paragraph 47(b). This will occur if, and only if, the gross settlement
mechanism has features that eliminate or result in insignificant credit and
liquidity risk, and that will process receivables and payables in a single
settlement process or cycle. For example, a gross settlement system that has
all of the following characteristics would meet the net settlement criterion in
paragraph 47(b):

(a) Financial assets and financial liabilities eligible for set-off are submitted
at the same point in time for processing;

(b)  Once the financial assets and financial liabilities are submitted for
processing, the parties are committed to fulfil the settlement obligation;

(¢) There is no potential for the cash flows arising from the assets and
liabilities to change once they have been submitted for processing
(unless the processing fails—see (d) below);

(d) Assets and liabilities that are collateralized with securities will
be settled on a securities transfer or similar system (for example,
delivery versus payment), so that if the transfer of securities fails, the
processing of the related receivable or payable for which the securities
are collateral will also fail (and vice versa);

(¢) Any transactions that fail, as outlined in (d), will be re-entered for
processing until they are settled;
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(f)  Settlement is carried out through the same settlement institution (for
example, a settlement bank, a central bank or a central securities
depository); and

(g) An intraday credit facility is in place that will provide sufficient
overdraft amounts to enable the processing of payments at the
settlement date for each of the parties, and it is virtually certain that
the intraday credit facility will be honored if called upon.

The Standard does not provide special treatment for so-called “synthetic
instruments,” which are groups of separate financial instruments acquired
and held to emulate the characteristics of another instrument. For example, a
floating rate long-term debt combined with an interest rate swap that involves
receiving floating payments and making fixed payments synthesizes a fixed
rate long-term debt. Each of the individual financial instruments that together
constitute a “synthetic instrument” represents a contractual right or obligation
with its own terms and conditions and each may be transferred or settled
separately. Each financial instrument is exposed to risks that may differ from
the risks to which other financial instruments are exposed. Accordingly, when
one financial instrument in a “synthetic instrument” is an asset and another
is a liability, they are not offset and presented in an entity’s statement of
financial position on a net basis unless they meet the criteria for offsetting in
paragraph 47.
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Appendix B

Members’ Shares in Co-operative Entities and Similar
Instruments

This Appendix is an integral part of IPSAS 28.

Introduction

BI1.

B2.

B3.

Co-operatives and other similar entities are formed by groups of persons to
meet common economic or social needs. National laws typically define a
co-operative as a society endeavoring to promote its members’ economic
advancement by way of a joint business operation (the principle of self-help).
Members’ interests in a co-operative are often characterised as members’
shares, units or the like, and are referred to below as “members’ shares.” This
Appendix applies to financial instruments issued to members of co-operative
entities that evidence the members’ ownership interest in the entity and does
not apply to financial instruments that will or may be settled in the entity’s
own equity instruments.

IPSAS 28 establishes principles for the classification of financial instruments
as financial liabilities or net assets/equity. In particular, those principles
apply to the classification of puttable instruments that allow the holder to put
those instruments to the issuer for cash or another financial instrument. The
application of those principles to members’ shares in co-operative entities
and similar instruments is difficult. This guidance is provided to illustrate
the application of the principles in IPSAS 28 to members’ shares and similar
instruments that have certain features, and the circumstances in which those
features affect the classification as liabilities or net assets/equity.

Many financial instruments, including members’ shares, have characteristics
of equity instruments, including voting rights and rights to participate in
dividend or similar distributions. Some financial instruments give the holder
the right to request redemption for cash or another financial asset, but may
include or be subject to limits on whether the financial instruments will be
redeemed. The following paragraphs outline how those redemption terms
should be evaluated in determining whether the financial instruments should
be classified as liabilities or net assets/equity.

Application of IPSASs to Members’ Shares in Co-operative Entities and Similar
Instruments

B4.

The contractual right of the holder of a financial instrument (including
members’ shares in co-operative entities) to request redemption does not,
in itself, require that financial instrument to be classified as a financial
liability. Rather, the entity must consider all of the terms and conditions of
the financial instrument in determining its classification as a financial liability
or an equity instrument. Those terms and conditions include relevant local
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laws, regulations and the entity’s governing charter in effect at the date of
classification, but not expected future amendments to those laws, regulations
or charter.

Members’ shares that would be classified as equity instruments if the members
did not have a right to request redemption are equity instruments if either of
the conditions described in paragraphs B6 and B7 is present or the members’
shares have all the features and meet the conditions in paragraphs 15 and 16
or paragraphs 17 and 18 of IPSAS 28. Demand deposits, including current
accounts, deposit accounts and similar contracts that arise when members act
as customers are financial liabilities of the entity.

Members’ shares are equity instruments if the entity has an unconditional
right to refuse redemption of the members’ shares.

Local law, regulation or the entity’s governing charter can impose various
types of prohibitions on the redemption of members’ shares, e.g., unconditional
prohibitions or prohibitions based on liquidity criteria. If redemption is
unconditionally prohibited by local law, regulation or the entity’s governing
charter, members’ shares are equity instruments. However, provisions in local
law, regulation or the entity’s governing charter that prohibit redemption only
if conditions—such as liquidity constraints—are met (or are not met) do not
result in members’ shares being equity instruments.

An unconditional prohibition may be absolute, in that all redemptions are
prohibited. An unconditional prohibition may be partial, in that it prohibits
redemption of members’ shares if redemption would cause the number of
members’ shares or amount of paid-in capital from members’ shares to fall
below a specified level. Members’ shares in excess of the prohibition against
redemption are liabilities, unless the entity has the unconditional right to
refuse redemption as described in paragraph B6 or the members’ shares
have all the features and meet the conditions in paragraphs 15 and 16 or
paragraphs 17 and 18 of IPSAS 28. In some cases, the number of shares or
the amount of paid-in capital subject to a redemption prohibition may change
from time to time. Such a change in the redemption prohibition leads to a
transfer between financial liabilities and net assets/equity.

At initial recognition, the entity shall measure its financial liability for
redemption at fair value. In the case of members’ shares with a redemption
feature, the entity measures the fair value of the financial liability for
redemption at no less than the maximum amount payable under the redemption
provisions of its governing charter or applicable law discounted from the first
date that the amount could be required to be paid (see example 3).

As required by paragraph 40 of IPSAS 28, distributions to holders of
equity instruments are recognized directly in net assets/equity, net of any
income tax benefits. Interest, dividends or similar distributions and other
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returns relating to financial instruments classified as financial liabilities are
expenses, regardless of whether those amounts paid are legally characterized
as dividends or similar distributions, interest or otherwise.

When a change in the redemption prohibition leads to a transfer between
financial liabilities and net assets/equity, the entity shall disclose separately
the amount, timing and reason for the transfer.

The following examples illustrate the application of the preceding paragraphs.

Ilustrative Examples

The examples do not constitute an exhaustive list; other fact patterns are possible.
Each example assumes that there are no conditions other than those set out in the facts
of the example that would require the financial instrument to be classified as a financial
liability and that the financial instrument does not have all the features or does not
meet the conditions in paragraph 15 and 16 or paragraphs 17 and 18 of IPSAS 28.

Unconditional Right to Refuse Redemption (paragraph B6)

B13.

B14.

Example 1
Facts

The entity’s charter states that redemptions are made at the sole discretion of
the entity. The charter does not provide further elaboration or limitation on
that discretion. In its history, the entity has never refused to redeem members’
shares, although the governing board has the right to do so.

Classification

The entity has the unconditional right to refuse redemption and the
members’ shares are equity instruments. IPSAS 28 establishes principles
for classification that are based on the terms of the financial instrument and
notes that a history of, or intention to make, discretionary payments does not
trigger liability classification. Paragraph AG50 of IPSAS 28 states:

When preference shares are non-redeemable, the appropriate classification is
determined by the other rights that attach to them. Classification is based on an
assessment of the substance of the contractual arrangements and the definitions of
a financial liability and an equity instrument. When distributions to holders of the
preference shares, whether cumulative or non-cumulative, are at the discretion of the
issuer, the shares are equity instruments. The classification of a preference share as an
equity instrument or a financial liability is not affected by, for example:

(a) A history of making distributions;
(b) An intention to make distributions in the future;

(c) A possible negative impact on the price of ordinary shares of the issuer if
distributions are not made (because of restrictions on paying dividends on the
ordinary shares if dividends are not paid on the preference shares);

(d) The amount of the issuer’s reserves;
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(e) Anissuer’s expectation of a surplus or deficit for a period; or

(f)  An ability or inability of the issuer to influence the amount of its surplus or
deficit for the period.

Example 2
Facts

The entity’s charter states that redemptions are made at the sole discretion of
the entity. However, the charter further states that approval of a redemption
request is automatic unless the entity is unable to make payments without
violating local regulations regarding liquidity or reserves.

Classification

The entity does not have the unconditional right to refuse redemption and
the members’ shares are classified as a financial liability. The restrictions
described above are based on the entity’s ability to settle its liability. They
restrict redemptions only if the liquidity or reserve requirements are not met
and then only until such time as they are met. Hence, they do not, under the
principles established in IPSAS 28, result in the classification of the financial
instrument as equity instruments. Paragraph AG49 of IPSAS 28 states:

Preference shares may be issued with various rights. In determining whether a
preference share is a financial liability or an equity instrument, an issuer assesses
the particular rights attaching to the share to determine whether it exhibits the
fundamental characteristic of a financial liability. For example, a preference share
that provides for redemption on a specific date or at the option of the holder contains
a financial liability because the issuer has an obligation to transfer financial assets to
the holder of the share. The potential inability of an issuer to satisfy an obligation to
redeem a preference share when contractually required to do so, whether because of
a lack of funds, a statutory restriction or insufficient surpluses or reserves, does not

negate the obligation. [Emphasis added]

Prohibitions against Redemption (paragraphs B7 and BS)

B17.

B18.

Example 3
Facts

A co-operative entity has issued shares to its members at different dates and
for different amounts in the past as follows:

(a) January 1, 20X1 100,000 shares at CU10 each (CU1,000,000);

(b)  January 1,20X2 100,000 shares at CU20 each (a further CU2,000,000,
so that the total for shares issued is CU3,000,000).

Shares are redeemable on demand at the amount for which they were issued.

The entity’s charter states that cumulative redemptions cannot exceed 20
percent of the highest number of its members’ shares ever outstanding. At
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December 31, 20X2 the entity has 200,000 of outstanding shares, which is the
highest number of members’ shares ever outstanding and no shares have been
redeemed in the past. On January 1, 20X3 the entity amends its governing
charter and increases the permitted level of cumulative redemptions to 25
percent of the highest number of its members’ shares ever outstanding.

Classification

Before the Governing Charter is Amended

Members’ shares in excess of the prohibition against redemption are financial
liabilities. The co-operative entity measures this financial liability at fair
value at initial recognition. Because these shares are redeemable on demand,
the co-operative entity measures the fair value of such financial liabilities in
accordance with paragraph 68 of IPSAS 41, which states: “The fair value of
a financial liability with a demand feature (e.g., a demand deposit) is not less
than the amount payable on demand ...” Accordingly, the co-operative entity
classifies as financial liabilities the maximum amount payable on demand
under the redemption provisions.

On January 1, 20X1 the maximum amount payable under the redemption
provisions is 20,000 shares at CU10 each and accordingly the entity classifies
CU200,000 as financial liability and CU800,000 as equity instruments. However,
on January 1, 20X2 because of the new issue of shares at CU20, the maximum
amount payable under the redemption provisions increases to 40,000 shares at
CU20 each. The issue of additional shares at CU20 creates a new liability that
is measured on initial recognition at fair value. The liability after these shares
have been issued is 20 percent of the total shares in issue (200,000), measured
at CU20, or CU800,000. This requires recognition of an additional liability of
CU600,000. In this example no gain or loss is recognized. Accordingly the entity
now classifies CU800,000 as financial liabilities and CU2,200,000 as equity
instruments. This example assumes these amounts are not changed between
January 1, 20X1 and December 31, 20X2.

After the Governing Charter is Amended

Following the change in its governing charter the co-operative entity can now
be required to redeem a maximum of 25 percent of its outstanding shares
or a maximum of 50,000 shares at CU20 each. Accordingly, on January 1,
20X3 the co-operative entity classifies as financial liabilities an amount of
CU1,000,000 being the maximum amount payable on demand under the
redemption provisions, as determined in accordance with paragraph 68 of
IPSAS 41. It therefore transfers on January 1, 20X3 from net assets/equity to
financial liabilities an amount of CU200,000, leaving CU2,000,000 classified
as equity instruments. In this example the entity does not recognize a gain or
loss on the transfer.
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Example 4
Facts

Local law governing the operations of co-operatives, or the terms of the
entity’s governing charter, prohibit an entity from redeeming members’ shares
if, by redeeming them, it would reduce paid-in capital from members’ shares
below 75 percent of the highest amount of paid-in capital from members’
shares. The highest amount for a particular co-operative is CU1,000,000. At
the end of the reporting period the balance of paid-in capital is CU900,000.

Classification

In this case, CU750,000 would be classified as equity instruments and
CU150,000 would be classified as financial liabilities. In addition to the
paragraphs already cited, paragraph 22(b) of IPSAS 28 states in part:

. a financial instrument that gives the holder the right to put it
back to the issuer for cash or another financial asset (a “puttable
instrument”) is a financial liability, except for those instruments
classified as equity instruments in accordance with paragraphs
15 and 16 or paragraphs 17 and 18. The financial instrument is a
financial liability even when the amount of cash or other financial
assets is determined on the basis of an index or other item that has
the potential to increase or decrease. The existence of an option
for the holder to put the instrument back to the issuer for cash or
another financial asset means that the puttable instrument meets
the definition of a financial liability, except for those instruments
classified as equity instruments in accordance with paragraphs 15
and 16 or paragraphs 17 and 18.

The redemption prohibition described in this example is different from
the restrictions described in paragraphs 23 and AG49 of IPSAS 28. Those
restrictions are limitations on the ability of the entity to pay the amount
due on a financial liability, i.e., they prevent payment of the liability only
if specified conditions are met. In contrast, this example describes an
unconditional prohibition on redemptions beyond a specified amount,
regardless of the entity’s ability to redeem members’ shares (e.g., given its
cash resources, surpluses or distributable reserves). In effect, the prohibition
against redemption prevents the entity from incurring any financial liability
to redeem more than a specified amount of paid-in capital. Therefore, the
portion of shares subject to the redemption prohibition is not a financial
liability. While each member’s shares may be redeemable individually, a
portion of the total shares outstanding is not redeemable in any circumstances
other than liquidation of the entity.
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Example 5
Facts

The facts of this example are as stated in example 4. In addition, at the end of
the reporting period, liquidity requirements imposed in the local jurisdiction
prevent the entity from redeeming any members’ shares unless its holdings
of cash and short-term investments are greater than a specified amount. The
effect of these liquidity requirements at the end of the reporting period is that
the entity cannot pay more than CU50,000 to redeem the members’ shares.

Classification

As in example 4, the entity classifies CU750,000 as equity instruments and
CU150,000 as a financial liability. This is because the amount classified as
a liability is based on the entity’s unconditional right to refuse redemption
and not on conditional restrictions that prevent redemption only if liquidity
or other conditions are not met and then only until such time as they are met.
The provisions of paragraphs 23 and AG49 of IPSAS 28 apply in this case.

Example 6
Facts

The entity’s governing charter prohibits it from redeeming members’ shares,
except to the extent of proceeds received from the issue of additional
members’ shares to new or existing members during the preceding three years.
Proceeds from issuing members’ shares must be applied to redeem shares
for which members have requested redemption. During the three preceding
years, the proceeds from issuing members’ shares have been CU12,000 and
no member’s shares have been redeemed.

Classification

The entity classifies CU12,000 of the members’ shares as financial liabilities.
Consistently with the conclusions described in example 4, members’ shares
subject to an unconditional prohibition against redemption are not financial
liabilities. Such an unconditional prohibition applies to an amount equal to the
proceeds of shares issued before the preceding three years, and accordingly,
this amount is classified as equity instruments. However, an amount equal to
the proceeds from any shares issued in the preceding three years is not subject
to an unconditional prohibition on redemption. Accordingly, proceeds from
the issue of members’ shares in the preceding three years give rise to financial
liabilities until they are no longer available for redemption of members’
shares. As a result the entity has a financial liability equal to the proceeds of
shares issued during the three preceding years, net of any redemptions during
that period.
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Example 7
Facts

The entity is a co-operative bank. Local law governing the operations of co-
operative banks state that at least 50 percent of the entity’s total “outstanding
liabilities” (a term defined in the regulations to include members’ share
accounts) has to be in the form of members’ paid-in capital. The effect of
the regulation is that if all of a co-operative’s outstanding liabilities are in
the form of members’ shares, it is able to redeem them all. On December 31,
20X1 the entity has total outstanding liabilities of CU200,000, of which
CU125,000 represent members’ share accounts. The terms of the members’
share accounts permit the holder to redeem them on demand and there are no
limitations on redemption in the entity’s charter.

Classification

In this example members’ shares are classified as financial liabilities. The
redemption prohibition is similar to the restrictions described in paragraphs
23 and AG49 of IPSAS 28. The restriction is a conditional limitation on
the ability of the entity to pay the amount due on a financial liability, i.e.,
they prevent payment of the liability only if specified conditions are met.
More specifically, the entity could be required to redeem the entire amount
of members’ shares (CU125,000) if it repaid all of its other liabilities
(CU75,000). Consequently, the prohibition against redemption does not
prevent the entity from incurring a financial liability to redeem more than a
specified number of members’ shares or amount of paid-in capital. It allows
the entity only to defer redemption until a condition is met, i.e., the repayment
of other liabilities. Members’ shares in this example are not subject to an
unconditional prohibition against redemption and are therefore classified as
financial liabilities.
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Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, IPSAS 28.

Introduction

BCl.

BC2.

BC3.

BCA4.

Scope

This Basis for Conclusions summarizes the International Public Sector
Accounting Standards Board’s (IPSASB) considerations in reaching the
conclusions in IPSAS 28, Financial Instruments: Presentation. As this
Standard is primarily drawn from IAS 32, Financial Instruments: Presentation
issued by the International Accounting Standards Board (IASB), the Basis for
Conclusions outlines only those areas where the IPSAS 28 departs from the
main requirements of IAS 32.

This project on financial instruments is a key part of the IPSASB’s
convergence program, which aims to converge IPSASs with International
Financial Reporting Standards (IFRSs). The IPSASB acknowledges that
there are other aspects of financial instruments, in so far as they relate to the
public sector, which are not addressed in IAS 32. These may be addressed by
future projects of the IPSASB. In particular, the IPSASB acknowledges that
future projects may be required to address:

e  (Certain transactions undertaken by central banks; and

e Receivables and payables that arise from arrangements that are, in
substance, similar to, and have the same economic effect as, financial
instruments, but are not contractual in nature.

In developing this Standard, the IPSASB agreed to retain the existing text
of IAS 32, making changes to ensure consistency with the terminology and
presentational requirements of other IPSASs, and deal with any public sector
specific issues through additional Application Guidance.

In September 2007, the IASB issued amendments to IAS 1, Presentation
of Financial Statements which introduced “comprehensive income” into the
presentation of financial statements. As the IPSASB has not yet considered
comprehensive income, along with some of the other amendments to IAS 1,
those amendments have not been included in IPSAS 28.

Insurance and Financial Guarantee Contracts

BCs.

IAS 32 excludes all insurance contracts from the scope of IAS 32, except
for financial guarantee contracts where the issuer applies IFRS 9, Financial
Instruments in recognizing and measuring such contracts. The scope of
IPSAS 28 also excludes all insurance contracts, except that:

IPSAS 28 BASIS FOR CONCLUSIONS 1006



FINANCIAL INSTRUMENTS: PRESENTATION

e  Financial guarantee contracts are to be treated as financial instruments
unless an entity elects to treat such contracts as insurance contracts
in accordance with the relevant international or national accounting
standard dealing with insurance contracts; and

e  Contracts that are insurance contracts but involve the transfer of
financial risk may be treated as financial instruments in accordance with
IPSAS 28, IPSAS 30 and IPSAS 41.

Treating Financial Guarantees as Financial Instruments

BC6.

BC7.

BCS8.

BC9.

Under IAS 32, financial guarantee contracts should be treated as financial
instruments, unless an issuer elects to apply IFRS 4 to those contracts. Unlike
in the private sector, many financial guarantee contracts are issued in the
public sector by way of a non-exchange transaction, i.e., at no or nominal
consideration. So as to enhance the comparability of financial statements and,
given the significance of financial guarantee contracts issued by way of non-
exchange transactions in the public sector, the IPSASB had proposed that
such guarantees should be treated as financial instruments and entities should
not be permitted to treat them as insurance contracts.

In response to this proposal, some respondents agreed that the treatment
of financial guarantee contracts issued through non-exchange transactions
as financial instruments, rather than as insurance contracts, is appropriate
because the business models for exchange and non-exchange insurance
contracts are different. Others argued that entities should be allowed to treat
such guarantees as insurance contracts or financial instruments using an
election similar to that in IFRS 4.

The IPSASB concluded that the same approach should be applied to financial
guarantee contracts, regardless of whether they are issued through exchange
or non-exchange transactions, because the underlying liability that should be
recognized in an entity’s financial statements does not differ. The IPSASB
agreed that entities should be permitted a choice of treating financial
guarantee contracts, either as insurance contracts or financial instruments,
subject to certain conditions.

In evaluating the circumstances under which an entity may elect to treat
financial guarantee contracts as insurance contracts, the IPSASB considered
the requirements of IFRS 4. The election to treat financial guarantee contracts
as financial instruments or insurance contracts under IFRS 4 is available
only to those entities that previously explicitly asserted that they deem such
contracts to be insurance contracts. The IPSASB, however, recognized
that not all entities that have adopted accrual accounting apply IFRS 4. It
acknowledged that it should also consider scenarios where, for example,
entities applied accrual accounting but did not recognize assets and liabilities
relating to insurance contracts, as well as entities that previously did not
apply accrual accounting. Consequently, the IPSASB agreed that the existing
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requirements in IFRS 4 were too onerous and would need to be modified in
the context of this Standard.

The IPSASB therefore agreed that entities that previously:

(a)  Applied insurance accounting and adopted an accounting policy that
treated financial guarantee contracts as insurance contracts, could
continue to treat those guarantees as insurance contracts or as financial
instruments; and

(b) Did not apply insurance accounting would be allowed a choice of
treating financial guarantee contracts either as insurance contracts or
financial instruments when they adopt this Standard.

In both instances, the election is irrevocable.

The IPSASB considered whether entities should be allowed to elect to treat
financial guarantees as insurance contracts on a contract-by-contract basis
or, whether entities should be required to make a general accounting policy
choice. It was agreed that the choice should be made on an individual contract
basis to allow entities within an economic entity to treat financial guarantees
as insurance contracts or financial instruments, based on the nature of their
businesses.

The IPSASB agreed, as a precondition for allowing entities to treat financial
guarantees as insurance contracts, that the accounting practices applied by
entities for insurance contracts should meet certain requirements. The IPSASB
agreed that if entities elected to treat financial guarantee contracts as insurance
contracts, that they must apply either IFRS 4 or a national accounting standard
that requires insurance liabilities to be measured at a minimum value. That
minimum value is determined as if the insurance liabilities were within the
scope of IPSAS 19, Provisions, Contingent Liabilities and Contingent Assets
using the current estimates of cash flows arising from an entity’s insurance
contracts and of any related cash flows.

Option to Treat Insurance Contracts that Transfer Financial Risk as Financial
Instruments

BC13.

IPSAS 15 allowed entities to account for contracts that are insurance contracts
that result in the transfer of financial risk, as financial instruments. In the
absence of an IPSAS on insurance contracts, the IPSASB concluded that it
should allow, but not require, entities to apply IPSAS 28 to such contracts.

Identifying Contractual Financial Guarantees

BCl14.

113

Financial instruments in IPSAS 28 are defined as: “...any contract that
gives rise to a financial asset of one entity and a financial liability or equity
instrument of another entity.” As arrangements in the public sector may arise
through statutory powers, the IPSASB developed additional application
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guidance to identify when financial guarantees are contractual. The IPSASB
concluded that, to be within the scope of IPSAS 28, financial guarantees
should have the key features of a contractual arrangement. The IPSASB
also concluded that an entity should distinguish the right to issue guarantees,
which is often conferred on an entity through statutory or similar means, and
the actual issuing of the guarantee in favour of a third party, irrespective of
whether that party is explicitly or implicitly identified. A statutory right to
issue guarantees, of itself, is not within the scope of this Standard.

Definitions

Contractual Arrangements

BC15.

BCle.

The IPSASB noted that, in certain jurisdictions, public sector entities are
precluded from entering into formal contracts, but do enter into arrangements
that have the substance of contracts. These arrangements may be known by
another term, e.g., a “government order.” To assist entities in identifying
contracts, which either have the substance or legal form of a contract, the
IPSASB considered it appropriate to issue additional Application Guidance
explaining the factors an entity should consider in assessing whether an
arrangement is contractual or non-contractual.

Consideration was given as to whether the term “binding arrangement”
should be used to describe the arrangements highlighted in paragraph BC15.
The term “binding arrangement” has not been defined, but has been used in
IPSASs to describe arrangements that are binding on the parties, but do not
take the form of a documented contract, such as an arrangement between
two government departments that do not have the power to contract. The
IPSASB concluded that the term “binding arrangements,” as used in IPSASs,
embraces a wider set of arrangements than those identified in paragraph BC15
and therefore concluded that it should not be used in this IPSAS.

Contractual Non-Exchange Revenue Transactions

BC17.

BC18.

IPSAS 23, Revenue from Non-Exchange Transactions (Taxes and Transfers)
prescribes the initial recognition, initial measurement and disclosure of assets
and liabilities arising out of non-exchange revenue transactions. The IPSASB
considered the interaction between this Standard and IPSAS 23.

In considering whether assets and liabilities that arise from non-exchange
revenue transactions are financial assets and financial liabilities, the IPSASB
identified that the following basic requirements should be fulfilled:

e  The arrangement is contractual in nature; and

e  The arrangement gives rise to a contractual right or obligation to receive
or deliver cash or another financial asset, or exchange financial assets
under favorable or unfavorable conditions.
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The IPSASB concluded that assets arising from non-exchange revenue
transactions could meet these requirements. In particular, it noted that the
nature of arrangements with donors may be contractual in nature, and may
be settled by transferring cash or another financial asset from the donor to
the recipient. In these instances, assets arising from non-exchange revenue
transactions are financial assets.

The IPSASB agreed that, for financial assets arising from non-exchange
transactions, an entity should apply the requirements of IPSAS 23 in
conjunction with IPSAS 28. In particular, an entity considers the principles in
IPSAS 28 in considering whether an inflow of resources from a non-exchange
revenue transaction results in a liability or a transaction that evidences a
residual interest in the net assets of the entity, i.e., an equity instrument.

The IPSASB considered whether liabilities arising from non-exchange
revenue transactions are financial liabilities. Liabilities are recognized in
IPSAS 23 when an entity receives an inflow of resources that is subject to
specific conditions. Conditions on a transfer of resources are imposed on
an entity by a transferor and require that the resources are used in a certain
way, often to provide goods and services to third parties, or are returned to
the transferor. This gives rise to an obligation to perform in terms of the
agreement. At initial recognition, an entity recognizes the resources as an
asset and, where they are subject to conditions, recognizes a corresponding
liability.

The IPSASB considered whether the liability initially recognized is in
the nature of a financial liability or another liability, e.g., a provision. The
IPSASB agreed that, at the time the asset is recognized, the liability is not
usually a financial liability as the entity’s obligation is to fulfil the terms and
conditions of the arrangement by utilizing the resources as intended, usually
by providing goods and services to third parties over a period of time. If after
initial recognition, the entity cannot the fulfil the terms of the arrangement
and is required to return the resources to the transferor, an entity would
assess at this stage whether the liability is a financial liability considering
the requirements set out in paragraph BC18 and the definitions of a financial
instrument and a financial liability. In rare circumstances, a financial liability
may arise from conditions imposed on a transfer of resources as part of a non-
exchange revenue transaction. The IPSASB may consider such a scenario as
part of a future project.

The IPSASB also noted that other liabilities may arise from non-exchange
revenue transactions after initial recognition. For example, an entity may
receive resources under an arrangement that requires the resources to be
returned only after the occurrence or non-occurrence of a future event. An
entity assesses whether other liabilities arising from non-exchange revenue
transactions are financial liabilities by considering whether the requirements
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in paragraph BC18 have been fulfilled and the definitions of a financial
instrument and a financial liability have been met.

Other

Interpretations Developed by the International Financial Reporting Interpretations
Commiittee

BC24. The IPSASB considered whether International Financial Reporting
Interpretations Committee Interpretation (IFRIC) 2, Members’ Shares in
Co-operative Entities and Similar Instruments and International Financial
Reporting Interpretations Committee Interpretation (IFRIC) 11, IFRS 2—
Group and Treasury Share Tramsactions were relevant for the types of
instruments entered into by governments and entities in the public sector.

BC25. When this Standard was issued, the IPSASB considered that IFRIC 11 is not
relevant for the types of instruments entered into in the public sector as it
deals with share-based payment transactions. While share-based payments
may be common in [Government Business Enterprises (GBE’s)] (the term
in square brackets is no longer used following the issue of The Applicability
of IPSASs in April 2016), they do not occur frequently in entities that are not
GBE’s. As a result, the IPSASB has not included any principles from IFRIC
11 in IPSAS 28.

BC26. IFRIC 2 provides guidance on the application of IAS 32 to members’ shares
in co-operative entities and similar instruments. There is a strong link
between IAS 32 and IFRIC 2 in relation to puttable financial instruments
and obligations arising on liquidation. As the text of IAS 32 that deals with
puttable financial instruments and obligations arising on liquidation has
been retained in IPSAS 28, IFRIC 2 provides additional guidance to users of
IPSAS 28 in applying those principles to members’ interests in co-operative
entities. Therefore, the principles and examples from IFRIC 2 have been
included in IPSAS 28 as an authoritative appendix.

Revision of IPSAS 28 as a result of IASB’s Improvements to IFRS’s issued in
May 2012

BC27. The IPSASB reviewed the revisions to IAS 32 included in the Improvements
to IFRSs issued by the IASB in May 2012 and generally concurred that there
was no public sector specific reason for not adopting the amendments.

Revision of IPSAS 28 as a result of the IPSASB’s The Applicability of IPSASs,
issued in April 2016

BC28. The IPSASB issued The Applicability of IPSASs in April 2016. This
pronouncement amends references in all IPSASs as follows:
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(a) Removes the standard paragraphs about the applicability of IPSASs
to “public sector entities other than GBEs” from the scope section of
each Standard,

(b) Replaces the term “GBE” with the term “commercial public sector
entities”, where appropriate; and

(¢)  Amends paragraph 10 of the Preface to International Public Sector
Accounting Standards by providing a positive description of public
sector entities for which IPSASs are designed.

The reasons for these changes are set out in the Basis for Conclusions to
IPSAS 1.
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Hlustrative Examples

These examples accompany, but are not part of, IPSAS 28.

Accounting for Contracts on Equity Instruments of an Entity

IET.

The following examples illustrate the application of paragraphs 13-32
and IPSAS 41 to the accounting for contracts on an entity’s own equity
instruments. In these examples, monetary amounts are denominated in
“currency units” (CU).

Example 1: Forward to Buy Shares

1E2.

IE3.

This example illustrates the journal entries for forward purchase contracts on
an entity’s own shares that will be settled (a) net in cash, (b) net in shares, or
(c) by delivering cash in exchange for shares. It also discusses the effect of
settlement options (see (d) below). To simplify the illustration, it is assumed
that no dividends are paid on the underlying shares (i.e., the “carry return” is
zero) so that the present value of the forward price equals the spot price when
the fair value of the forward contract is zero. The fair value of the forward
has been computed as the difference between the market share price and the
present value of the fixed forward price.

Assumptions:

Contract date February 1, 20X2
Maturity date January 31, 20X3
Market price per share on February, 1 20X2 CU100
Market price per share on December, 31 20X2 Ccullo
Market price per share on January, 31 20X3 CU106
Fixed forward price to be paid on January, 31 20X3 Ccu104
Present value of forward price on February, 1 20X2 Cu100
Number of shares under forward contract 1,000
Fair value of forward on February, 1 20X2 Cuo
Fair value of forward on December, 31 20X2 CU6,300
Fair value of forward on January, 31 20X3 CU2,000

(a) Cash for Cash (“Net Cash Settlement”)

In this subsection, the forward purchase contract on the entity’s own shares
will be settled net in cash, i.e., there is no receipt or delivery of the entity’s
own shares upon settlement of the forward contract.
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On February 1, 20X2, Entity A enters into a contract with Entity B to receive
the fair value of 1,000 of Entity A’s own outstanding ordinary shares as of
January 31, 20X3 in exchange for a payment of CU104,000 in cash (i.e.,
CU104 per share) on January 31, 20X3. The contract will be settled net in
cash. Entity A records the following journal entries.

February 1, 20X2

The price per share when the contract is agreed on February 1, 20X2 is
CU100. The initial fair value of the forward contract on February 1, 20X2
is zero.

No entry is required because the fair value of the derivative is zero and no
cash is paid or received.

December 31, 20X2

On December 31, 20X2, the market price per share has increased to CU110
and, as a result, the fair value of the forward contract has increased to
CU6,300.

Dr Forward asset CU6,300
Cr Gain CU6,300

1o record the increase in the fair value of the forward contract.

January 31, 20X3

On January 31, 20X3, the market price per share has decreased to CU106.
The fair value of the forward contract is CU2,000 ([CU106 x 1,000] —
CU104,000).

On the same day, the contract is settled net in cash. Entity A has an obligation
to deliver CU104,000 to Entity B and Entity B has an obligation to deliver
CU106,000 (CU106 x 1,000) to Entity A, so Entity B pays the net amount of
CU2,000 to Entity A.

Dr Loss CU4,300
Cr  Forward asset CU4,300
To record the decrease in the fair value of the forward contract (i.e., CU4,300 = CU6,300 —
CU2,000).
Dr Cash CU2,000
Cr Forward asset CU2,000

To record the settlement of the forward contract.

(b) Shares for Shares (“Net Share Settlement”)
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Assume the same facts as in (a) except that settlement will be made net
in shares instead of net in cash. Entity A’s journal entries are the same as
those shown in (a) above, except for recording the settlement of the forward
contract, as follows:

January 31, 20X3

The contract is settled net in shares. Entity A has an obligation to deliver
CU104,000 (CU104 x 1,000) worth of its shares to Entity B and Entity B
has an obligation to deliver CU106,000 (CU106 x 1,000) worth of shares to
Entity A. Thus, Entity B delivers a net amount of CU2,000 (CU106,000 —
CU104,000) worth of shares to Entity A, i.e., 18.9 shares (CU2,000/CU106).

Dr Net assets/equity CU2,000
Cr  Forward asset CU2,000

To record the settlement of the forward contract.

(c) Cash for Shares (“Gross Physical Settlement”)

Assume the same facts as in (a) except that settlement will be made by
delivering a fixed amount of cash and receiving a fixed number of Entity A’s
shares. Similarly to (a) and (b) above, the price per share that Entity A will
pay in one year is fixed at CU104. Accordingly, Entity A has an obligation
to pay CU104,000 in cash to Entity B (CU104 x 1,000) and Entity B has an
obligation to deliver 1,000 of Entity A’s outstanding shares to Entity A in one
year. Entity A records the following journal entries.

February 1, 20X2

Dr Net assets/equity CU100,000
Cr  Liability CU100,000

To record the obligation to deliver CU104,000 in one year at its present value of CU100,000
discounted using an appropriate interest rate (see IPSAS 41, paragraph AG115).

December 31, 20X2
Dr Interest expense CU3,660
Cr  Liability CU3,660

1o accrue interest in accordance with the effective interest method on the liability for the
share redemption amount.

January 31, 20X3
Dr Interest expense CU340
Cr  Liability CU340
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To accrue interest in accordance with the effective interest method on the liability for the
share redemption amount.

Entity A delivers CU104,000 in cash to Entity B and Entity B delivers 1,000
of Entity A’s shares to Entity A.

Dr Liability CU104,000

Cr  Cash CU104,000

To record the settlement of the obligation to redeem Entity A’s own shares for cash.

(d) Settlement Options

The existence of settlement options (such as net in cash, net in shares, or by
an exchange of cash and shares) has the result that the forward repurchase
contract is a financial asset or a financial liability. If one of the settlement
alternatives is to exchange cash for shares ((c) above), Entity A recognizes
a liability for the obligation to deliver cash, as illustrated in (c) above.
Otherwise, Entity A accounts for the forward contract as a derivative.

Example 2: Forward to Sell Shares

IE7.

This example illustrates the journal entries for forward sale contracts on an
entity’s own shares that will be settled (a) net in cash, (b) net in shares, or
(c) by receiving cash in exchange for shares. It also discusses the effect of
settlement options (see (d) below). To simplify the illustration, it is assumed
that no dividends are paid on the underlying shares (i.e., the “carry return” is
zero) so that the present value of the forward price equals the spot price when
the fair value of the forward contract is zero. The fair value of the forward
has been computed as the difference between the market share price and the
present value of the fixed forward price.

Assumptions:

Contract date February 1, 20X2
Maturity date January 31, 20X3
Market price per share on February 1, 20X2 CuU100
Market price per share on December 31, 20X2 Ccul110
Market price per share on January 31, 20X3 CuU106
Fixed forward price to be paid on January 31, 20X3 CcuU104
Present value of forward price on February 1, 20X2 CuU100
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Number of shares under forward contract 1,000
Fair value of forward on February 1, 20X2 Ccuo
Fair value of forward on December 31, 20X2 (CU6,300)
Fair value of forward on January 31, 20X3 (CU2,000)

(a) Cash for Cash (“Net Cash Settlement”)

On February 1, 20X2, Entity A enters into a contract with Entity B to pay
the fair value of 1,000 of Entity A’s own outstanding ordinary shares as of
January 31, 20X3 in exchange for CU104,000 in cash (i.e., CU104 per share)
on January 31, 20X3. The contract will be settled net in cash. Entity A records
the following journal entries.

February 1, 20X2

No entry is required because the fair value of the derivative is zero and no
cash is paid or received.

December 31, 20X2
Dr Loss CU6,300
Cr  Forward liability CU6,300

To record the decrease in the fair value of the forward contract.

January 31, 20X3
Dr Forward liability CU4,300
Cr  Gain CU4,300

To record the increase in the fair value of the forward contract (i.e., CU4,300 = CU6,300
- CU2,000).

The contract is settled net in cash. Entity B has an obligation to deliver
CU104,000 to Entity A, and Entity A has an obligation to deliver CU106,000
(CU106 % 1,000) to Entity B. Thus, Entity A pays the net amount of CU2,000
to Entity B.

Dr Forward liability CU2,000
Cr  Cash CU2,000

To record the settlement of the forward contract.
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(b) Shares for Shares (“Net Share Settlement”)

Assume the same facts as in (a) except that settlement will be made net in
shares instead of net in cash. Entity A’s journal entries are the same as those
shown in (a), except:

January 31, 20X3

The contract is settled net in shares. Entity A has a right to receive CU104,000
(CU104 x 1,000) worth of its shares and an obligation to deliver CU106,000
(CU106 % 1,000) worth of its shares to Entity B. Thus, Entity A delivers a net
amount of CU2,000 (CU106,000 — CU104,000) worth of its shares to Entity
B, i.e., 18.9 shares (CU2,000/CU106).

Dr Forward liability CU2,000
Cr  Net assets/equity CU2,000

To record the settlement of the forward contract. The issue of the entity s
own shares is treated as a transaction in net assets/equity.

(c) Shares for Cash (“Gross Physical Settlement™)

Assume the same facts as in (a), except that settlement will be made by
receiving a fixed amount of cash and delivering a fixed number of the entity’s
own shares. Similarly to (a) and (b) above, the price per share that Entity A
will pay in one year is fixed at CU104. Accordingly, Entity A has a right to
receive CU104,000 in cash (CU104 x 1,000) and an obligation to deliver
1,000 of its own shares in one year. Entity A records the following journal
entries.

February 1, 20X2

No entry is made on February 1. No cash is paid or received because the
forward has an initial fair value of zero. A forward contract to deliver a fixed
number of Entity A’s own shares in exchange for a fixed amount of cash or
another financial asset meets the definition of an equity instrument because it
cannot be settled otherwise than through the delivery of shares in exchange
for cash.

December 31, 20X2

No entry is made on December 31, because no cash is paid or received and a
contract to deliver a fixed number of Entity A’s own shares in exchange for a
fixed amount of cash meets the definition of an equity instrument of the entity.

January 31, 20X3

On January 31, 20X3, Entity A receives CUI104,000 in cash and delivers
1,000 shares.
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Dr Cash CU104,000
Cr  Net assets/equity CU104,000

To record the settlement of the forward contract.

(d) Settlement Options

The existence of settlement options (such as net in cash, net in shares, or
by an exchange of cash and shares) has the result that the forward contract
is a financial asset or a financial liability. It does not meet the definition of
an equity instrument because it can be settled otherwise than by Entity A
repurchasing a fixed number of its own shares in exchange for paying a fixed
amount of cash or another financial asset. Entity A recognizes a derivative
asset or liability, as illustrated in (a) and (b) above. The accounting entry to be
made on settlement depends on how the contract is actually settled.

Example 3: Purchased Call Option on Shares

IE12.

IE13.

This example illustrates the journal entries for a purchased call option right
on the entity’s own shares that will be settled (a) net in cash, (b) net in shares,
or (c) by delivering cash in exchange for the entity’s own shares. It also
discusses the effect of settlement options (see (d) below):

Assumptions:
Contract date February 1, 20X2
Exercise date January 31, 20X3
(European terms, i.e., it can be
exercised only at maturity)
Exercise right holder Reporting entity
(Entity A)
Market price per share on February 1, 20X2 CU100
Market price per share on December 31, 20X2 Ccu104
Market price per share on January 31, 20X3 Ccul104

Fixed exercise price to be paid on January 31, 20X3 Ccu102

Number of shares under option contract 1,000

Fair value of option on February 1, 20X2 CU5,000
Fair value of option on December 31, 20X2 CU3,000
Fair value of option on January 31, 20X3 CU2,000

(a) Cash for Cash (“Net Cash Settlement”)

On February 1, 20X2, Entity A enters into a contract with Entity B that gives
Entity B the obligation to deliver, and Entity A the right to receive the fair
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value of 1,000 of Entity A’s own ordinary shares as of January 31, 20X3
in exchange for CU102,000 in cash (i.e., CU102 per share) on January 31,
20X3, if Entity A exercises that right. The contract will be settled net in cash.
If Entity A does not exercise its right, no payment will be made. Entity A
records the following journal entries.

February 1, 20X2

The price per share when the contract is agreed on February 1, 20X2 is
CU100. The initial fair value of the option contract on February 1, 20X2
is CUS5,000, which Entity A pays to Entity B in cash on that date. On that
date, the option has no intrinsic value, only time value, because the exercise
price of CU102 exceeds the market price per share of CU100 and it would
therefore not be economic for Entity A to exercise the option. In other words,
the call option is out of the money.
Dr Call option asset CUS5,000
Cr Cash CUS5,000

To recognize the purchased call option.

December 31, 20X2

On December 31, 20X2, the market price per share has increased to CU104.
The fair value of the call option has decreased to CU3,000, of which CU2,000
is intrinsic value ([CU104 — CU102] x 1,000), and CU1,000 is the remaining
time value.
Dr Loss CU2,000
Cr  Call option asset CU2,000

To record the decrease in the fair value of the call option.

January 31, 20X3

On January 31, 20X3, the market price per share is still CU104. The fair
value of the call option has decreased to CU2,000, which is all intrinsic value
([CU104 — CU102] % 1,000) because no time value remains.
Dr Loss CU1,000
Cr Call option asset CU1,000

To record the decrease in the fair value of the call option.

On the same day, Entity A exercises the call option and the contract is settled
net in cash. Entity B has an obligation to deliver CU104,000 (CU104 x 1,000)
to Entity A in exchange for CU102,000 (CU102 x 1,000) from Entity A, so
Entity A receives a net amount of CU2,000.

Dr Cash CU2,000
Cr  Call option asset CU2,000

To record the settlement of the option contract.
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(b) Shares for Shares (“Net Share Settlement”)

Assume the same facts as in (a) except that settlement will be made net in
shares instead of net in cash. Entity A’s journal entries are the same as those
shown in (a) except for recording the settlement of the option contract as
follows:

January 31, 20X3

Entity A exercises the call option and the contract is settled net in shares.
Entity B has an obligation to deliver CU104,000 (CU104 x 1,000) worth of
Entity A’s shares to Entity A in exchange for CU102,000 (CU102 x 1,000)
worth of Entity A’s shares. Thus, Entity B delivers the net amount of CU2,000
worth of shares to Entity A, i.e., 19.2 shares (CU2,000/CU104).

Dr Net assets/equity CU2,000
Cr  Call option asset CU2,000

To record the settlement of the option contract. The settlement is accounted for as a
treasury share transaction (i.e., no gain or loss).

(c) Cash for Shares (“Gross Physical Settlement™)

Assume the same facts as in (a) except that settlement will be made by
receiving a fixed number of shares and paying a fixed amount of cash, if
Entity A exercises the option. Similarly to (a) and (b) above, the exercise
price per share is fixed at CU102. Accordingly, Entity A has a right to receive
1,000 of Entity A’s own outstanding shares in exchange for CU102,000
(CU102 x 1,000) in cash, if Entity A exercises its option. Entity A records the
following journal entries.

February 1, 20X2

Dr Net assets/equity CUS5,000
Cr  Cash CU5,000

To record the cash paid in exchange for the right to receive Entity A's own shares in one
year for a fixed price. The premium paid is recognized in net assets/equity.

December 31, 20X2

No entry is made on December 31, because no cash is paid or received and a
contract that gives a right to receive a fixed number of Entity A’s own shares
in exchange for a fixed amount of cash meets the definition of an equity
instrument of the entity.

January 31, 20X3

Entity A exercises the call option and the contract is settled gross. Entity
B has an obligation to deliver 1,000 of Entity A’s shares in exchange for
CU102,000 in cash.
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Dr Net assets/equity CU102,000
Cr  Cash CU102,000

To record the settlement of the option contract.

(d) Settlement Options

The existence of settlement options (such as net in cash, net in shares, or
by an exchange of cash and shares) has the result that the call option is a
financial asset. It does not meet the definition of an equity instrument because
it can be settled otherwise than by Entity A repurchasing a fixed number of
its own shares in exchange for paying a fixed amount of cash or another
financial asset. Entity A recognizes a derivative asset, as illustrated in (a) and
(b) above. The accounting entry to be made on settlement depends on how
the contract is actually settled.

Example 4: Written Call Option on Shares

IE17.

This example illustrates the journal entries for a written call option obligation
on the entity’s own shares that will be settled (a) net in cash, (b) net in shares,
or (c) by delivering cash in exchange for shares. It also discusses the effect of
settlement options (see (d) below).

Assumptions:

Contract date February 1, 20X2

Exercise date January 31, 20X3
(European terms, i.e., it can be
exercised only at maturity)

Exercise right holder Counterparty (Entity B)

Market price per share on February 1, 20X2 CU100

Market price per share on December 31, 20X2 Ccu104

Market price per share on January 31, 20X3 CU104

Fixed exercise price to be paid on January 31, 20X3 Cu102

Number of shares under option contract 1,000

Fair value of option on February 1, 20X2 CU5,000

Fair value of option on December 31, 20X2 CU3,000

Fair value of option on January 31, 20X3 CU2,000
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(a) Cash for Cash (“Net Cash Settlement”)

Assume the same facts as in Example 3(a) above except that Entity A has
written a call option on its own shares instead of having purchased a call
option on them. Accordingly, on February 1, 20X2 Entity A enters into a
contract with Entity B that gives Entity B the right to receive and Entity A
the obligation to pay the fair value of 1,000 of Entity A’s own ordinary shares
as of January 31, 20X3 in exchange for CU102,000 in cash (i.e., CU102 per
share) on January 31, 20X3, if Entity B exercises that right. The contract will
be settled net in cash. If Entity B does not exercise its right, no payment will
be made. Entity A records the following journal entries.

February 1, 20X2

Dr Cash CUS5,000
Cr  Call option obligation CU5,000

To recognize the written call option.

December 31, 20X2
Dr Call option obligation CU2,000
Cr  Gain CU2,000

To record the decrease in the fair value of the call option.

January 31, 20X3
Dr Call option obligation CU1,000
Cr  Gain CU1,000

To record the decrease in the fair value of the option.

On the same day, Entity B exercises the call option and the contract is settled
net in cash. Entity A has an obligation to deliver CU104,000 (CU104 x 1,000)
to Entity B in exchange for CU102,000 (CU102 x 1,000) from Entity B, so
Entity A pays a net amount of CU2,000.

Dr Call option obligation CU2,000
Cr  Cash CU2,000

To record the settlement of the option contract.

(b) Shares for Shares (“Net Share Settlement”)

Assume the same facts as in (a) except that settlement will be made net in
shares instead of net in cash. Entity A’s journal entries are the same as those
shown in (a), except for recording the settlement of the option contract, as
follows:
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December 31, 20X3

Entity B exercises the call option and the contract is settled net in shares.
Entity A has an obligation to deliver CU104,000 (CU104 x 1,000) worth
of Entity A’s shares to Entity B in exchange for CU102,000 (CU102 x
1,000) worth of Entity A’s shares. Thus, Entity A delivers the net amount
of CU2,000 worth of shares to Entity B, i.e., 19.2 shares (CU2,000/CU104).

Dr Call option obligation CU2,000
Cr  Net assets/equity CU2,000

To record the settlement of the option contract. The settlement is accounted for as a
transaction in net assets/equity.

() Cash for Shares (“Gross Physical Settlement™)

Assume the same facts as in (a) except that settlement will be made by
delivering a fixed number of shares and receiving a fixed amount of cash,
if Entity B exercises the option. Similarly to (a) and (b) above, the exercise
price per share is fixed at CU102. Accordingly, Entity B has a right to receive
1,000 of Entity A’s own outstanding shares in exchange for CU102,000
(CU102 x 1,000) in cash, if Entity B exercises its option. Entity A records the
following journal entries.

February 1, 20X2

Dr Cash CUS5,000
Cr  Net assets/equity CU5,000

To record the cash received in exchange for the obligation to deliver a fixed number of Entity
As own shares in one year for a fixed price. The premium received is recognized in net
assets/equity. Upon exercise, the call would result in the issue of a fixed number of shares in
exchange for a fixed amount of cash.

December 31, 20X2

No entry is made on December 31 because no cash is paid or received and a
contract to deliver a fixed number of Entity A’s own shares in exchange for a
fixed amount of cash meets the definition of an equity instrument of the entity.

January 31, 20X3
Entity B exercises the call option and the contract is settled gross. Entity A
has an obligation to deliver 1,000 shares in exchange for CU102,000 in cash.

Dr Cash CU102,000
Cr  Net assets/equity CU102,000

To record the settlement of the option contract.
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(d) Settlement Options

The existence of settlement options (such as net in cash, net in shares, or by
an exchange of cash and shares) has the result that the call option is a financial
liability. It does not meet the definition of an equity instrument because it can
be settled otherwise than by Entity A issuing a fixed number of its own shares
in exchange for receiving a fixed amount of cash or another financial asset.
Entity A recognizes a derivative liability, as illustrated in (a) and (b) above.
The accounting entry to be made on settlement depends on how the contract
is actually settled.

Example 5: Purchased Put Option on Shares

1E22.

IE23.

This example illustrates the journal entries for a purchased put option on the
entity’s own shares that will be settled (a) net in cash, (b) net in shares, or
(c) by delivering cash in exchange for shares. It also discusses the effect of
settlement options (see (d) below).

Assumptions:

Contract date February 1, 20X2

Exercise date January 31, 20X3
(European terms, i.e., it can be
exercised only at maturity)

Exercise right holder Reporting entity (Entity A)

Market price per share on February 1, 20X2 CuU100

Market price per share on December 31, 20X2 CU9s

Market price per share on January 31, 20X3 CU9s

Fixed exercise price to be paid on January 31, 20X3 CU98

Number of shares under option contract 1,000

Fair value of option on February 1, 20X2 CUS5,000

Fair value of option on December 31, 20X2 CU4,000

Fair value of option on January 31, 20X3 CU3,000

(a) Cash for Cash (“Net Cash Settlement”)

On February 1, 20X2, Entity A enters into a contract with Entity B that gives
Entity A the right to sell, and Entity B the obligation to buy the fair value of
1,000 of Entity A’s own outstanding ordinary shares as of January 31, 20X3
at a strike price of CU98,000 (i.e., CU98 per share) on January 31, 20X3, if
Entity A exercises that right. The contract will be settled net in cash. If Entity
A does not exercise its right, no payment will be made. Entity A records the
following journal entries.
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February, 1 20X2

The price per share when the contract is agreed on February 1, 20X2 is
CU100. The initial fair value of the option contract on February 1, 20X2 is
CUS5,000, which Entity A pays to Entity B in cash on that date. On that date,
the option has no intrinsic value, only time value, because the exercise price
of CU9S8 is less than the market price per share of CU100. Therefore it would
not be economic for Entity A to exercise the option. In other words, the put
option is out of the money.
Dr Put option asset CU5,000
Cr  Cash CU5,000

To recognize the purchased put option.

December 31, 20X2

On December 31, 20X2 the market price per share has decreased to CU95.
The fair value of the put option has decreased to CU4,000, of which CU3,000
is intrinsic value (J[CU98 — CU95] x 1,000) and CU1,000 is the remaining
time value.

Dr Loss CU1,000
Cr  Put option asset CU1,000

To record the decrease in the fair value of the put option.

January 31, 20X3

On January 31, 20X3 the market price per share is still CU95. The fair value
of the put option has decreased to CU3,000, which is all intrinsic value
([CU98 — CU95] x 1,000) because no time value remains.

Dr Loss CU1,000
Cr  Put option asset CU1,000

To record the decrease in the fair value of the option.

On the same day, Entity A exercises the put option and the contract is settled
net in cash. Entity B has an obligation to deliver CU98,000 to Entity A and
Entity A has an obligation to deliver CU95,000 (CU95 x 1,000) to Entity B,
so Entity B pays the net amount of CU3,000 to Entity A.
Dr Cash CU3,000
Cr  Put option asset CU3,000

To record the settlement of the option contract.
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(b) Shares for Shares (“Net Share Settlement”)

Assume the same facts as in (a) except that settlement will be made net in
shares instead of net in cash. Entity A’s journal entries are the same as shown
in (a), except:

January 31, 20X3

Entity A exercises the put option and the contract is settled net in shares. In
effect, Entity B has an obligation to deliver CU98,000 worth of Entity A’s
shares to Entity A, and Entity A has an obligation to deliver CU95,000 worth
of Entity A’s shares (CU95 x 1,000) to Entity B, so Entity B delivers the net
amount of CU3,000 worth of shares to Entity A, i.e., 31.6 shares (CU3,000/
CU95).

Dr Net assets/equity CU3,000
Cr  Put option asset CU3,000

To record the settlement of the option contract.

() Cash for Shares (“Gross Physical Settlement™)

Assume the same facts as in (a) except that settlement will be made by
receiving a fixed amount of cash and delivering a fixed number of Entity
A’s shares, if Entity A exercises the option. Similarly to (a) and (b) above,
the exercise price per share is fixed at CU98. Accordingly, Entity B has an
obligation to pay CU98,000 in cash to Entity A (CU98 x 1,000) in exchange
for 1,000 of Entity A’s outstanding shares, if Entity A exercises its option.
Entity A records the following journal entries.

February 1, 20X2
Dr Net assets/equity CUS5,000
Cr Cash CUS5,000

To record the cash received in exchange for the right to deliver Entity A’s own shares in one
year for a fixed price. The premium paid is recognized directly in net assets/equity. Upon
exercise, it results in the issue of a fixed number of shares in exchange for a fixed price.

December 31, 20X2

No entry is made on December 31, because no cash is paid or received and a
contract to deliver a fixed number of Entity A’s own shares in exchange for a
fixed amount of cash meets the definition of an equity instrument of Entity A.

January 31, 20X3

Entity A exercises the put option and the contract is settled gross. Entity B
has an obligation to deliver CU98,000 in cash to Entity A in exchange for
1,000 shares.
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Dr Cash CU98,000
Cr  Net assets/equity CU98,000

To record the settlement of the option contract.

(d) Settlement Options

IE26.  The existence of settlement options (such as net in cash, net in shares, or by
an exchange of cash and shares) has the result that the put option is a financial
asset. It does not meet the definition of an equity instrument because it can be
settled otherwise than by Entity A issuing a fixed number of its own shares
in exchange for receiving a fixed amount of cash or another financial asset.
Entity A recognizes a derivative asset, as illustrated in (a) and (b) above. The
accounting entry to be made on settlement depends on how the contract is
actually settled.

Example 6: Written Put Option on Shares

IE27.  This example illustrates the journal entries for a written put option on the
entity’s own shares that will be settled (a) net in cash, (b) net in shares, or
(c) by delivering cash in exchange for shares. It also discusses the effect of
settlement options (see (d) below).

Assumptions:
Contract date February 1, 20X2
Exercise date January 31, 20X3
(European terms, i.e., it can be
exercised only at maturity)
Exercise right holder Counterparty (Entity B)
Market price per share on February 1, 20X2 CU100
Market price per share on December 31, 20X2 CU9s
Market price per share on January 31, 20X3 CU95

Fixed exercise price to be paid on January 31, 20X3 CU98

Present value of exercise price on February 1, 20X2 CU95

Number of shares under option contract 1,000

Fair value of option on February 1, 20X2 CUS5,000
Fair value of option on December 31, 20X2 CU4,000
Fair value of option on January 31, 20X3 CU3,000
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(a) Cash for Cash (“Net Cash Settlement”)

Assume the same facts as in Example 5(a) above, except that Entity A has
written a put option on its own shares instead of having purchased a put
option on its own shares. Accordingly, on February, 1 20X2, Entity A enters
into a contract with Entity B that gives Entity B the right to receive and
Entity A the obligation to pay the fair value of 1,000 of Entity A’s outstanding
ordinary shares as of January 31, 20X3 in exchange for CU98,000 in cash
(i.e., CU98 per share) on January 31, 20X3, if Entity B exercises that right.
The contract will be settled net in cash. If Entity B does not exercise its right,
no payment will be made. Entity A records the following journal entries.

February 1, 20X2

Dr Cash CUS5,000
Cr  Put option liability CU5,000

To recognize the written put option.

December 31, 20X2
Dr Put option liability CU1,000
Cr  Gain CU1,000

To record the decrease in the fair value of the put option.

January 31, 20X3
Dr Put option liability CU1,000
Cr  Gain CU1,000

To record the decrease in the fair value of the put option.

On the same day, Entity B exercises the put option and the contract is settled
net in cash. Entity A has an obligation to deliver CU98,000 to Entity B, and
Entity B has an obligation to deliver CU95,000 (CU95 x 1,000) to Entity A.
Thus, Entity A pays the net amount of CU3,000 to Entity B.

Dr Put option liability CU3,000
Cr Cash CU3,000

To record the settlement of the option contract.

(b) Shares for Shares (“Net Share Settlement”)

Assume the same facts as in (a) except that settlement will be made net in
shares instead of net in cash. Entity A’s journal entries are the same as those
in (a), except for the following:

January 31, 20X3

Entity B exercises the put option and the contract is settled net in shares.
In effect, Entity A has an obligation to deliver CU98,000 worth of shares

1029 IPSAS 28 ILLUSTRATIVE EXAMPLES



IE30.

FINANCIAL INSTRUMENTS: PRESENTATION

to Entity B, and Entity B has an obligation to deliver CU95,000 worth of
Entity A’s shares (CU95 x 1,000) to Entity A. Thus, Entity A delivers the net
amount of CU3,000 worth of Entity A’s shares to Entity B, i.e., 31.6 shares
(3,000/95).
Dr Put option liability CU3,000
Cr  Net assets/equity CU3,000

To record the settlement of the option contract. The issue of Entity As own shares is
accounted for as a transaction in net assets/equity.

(c) Cash for Shares (“Gross Physical Settlement™)

Assume the same facts as in (a) except that settlement will be made by
delivering a fixed amount of cash and receiving a fixed number of shares,
if Entity B exercises the option. Similarly to (a) and (b) above, the exercise
price per share is fixed at CU98. Accordingly, Entity A has an obligation to
pay CU98,000 in cash to Entity B (CU98 % 1,000) in exchange for 1,000
of Entity A’s outstanding shares, if Entity B exercises its option. Entity A
records the following journal entries.

February 1, 20X2

Dr Cash CUS5,000
Cr  Net assets/equity CU5,000

To recognize the option premium received of CUS5,000 in net assets/equity.

Dr Net assets/equity CU95,000
Cr  Liability CU95,000

To recognize the present value of the obligation to deliver CU98,000 in one year, i.e.,
CU95,000, as a liability.

December 31, 20X2
Dr Interest expense CU2,750
Cr  Liability CU2,750

To accrue interest in accordance with the effective interest method on the liability for the
share redemption amount.

January 31, 20X3
Dr Interest expense CU250
Cr  Liability CU250

To accrue interest in accordance with the effective interest method on the liability for the
share redemption amount.

On the same day, Entity B exercises the put option and the contract is settled
gross. Entity A has an obligation to deliver CU98,000 in cash to Entity B in
exchange for CU95,000 worth of shares (CU95 x 1,000).
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Dr Liability
Cr  Cash

To record the settlement of the option contract.

(d) Settlement Options

CU98,000

CU98,000

The existence of settlement options (such as net in cash, net in shares, or by
an exchange of cash and shares) has the result that the written put option is a
financial liability. If one of the settlement alternatives is to exchange cash for
shares ((c) above), Entity A recognizes a liability for the obligation to deliver
cash, as illustrated in (c) above. Otherwise, Entity A accounts for the put

option as a derivative liability.

Entities such as Mutual Funds and Co-operatives Whose Share Capital is not
Net Assets/Equity

Example 7: Entities with No Net Assets/Equity

[E32.

The following example illustrates a format of a statement of financial
performance and statement of financial position that may be used by entities
such as mutual funds that do not have net assets/equity. Other formats are

possible.

Statement of Financial Performance for the year ended December 31, 20X1

Revenue

Total Revenue
Expenses (classified by nature or function)
Finance costs
— other finance costs
— distributions to unitholders
Total Expenses

Surplus for the year

Change in net assets attributable to unitholders

1031

20X1 20X0

cu cu
2,956 1,718
2,956 1,718
(644) (614)

(47) (47)

(50) (50)
(741) (711)
2,215 1,007
2,215 1,007
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Statement of Financial Position at December 31, 20X1

20X1 20X0
CU CU CU CuU

ASSETS
Non-current assets (classified in
accordance with IPSAS 1) 91,374 78,484
Total non-current assets 91,374 78,484
Current assets (classified in
accordance with IPSAS 1) 1,422 1,769
Total current assets 1,422 1,769
Total assets 92,796 80,253
LIABILITIES
Current liabilities (classified in
accordance with IPSAS 1) 647 66
Total current liabilities (647) (66)
Non-current liabilities excluding
net assets attributable to
unitholders (classified in 280 136
accordance with IPSAS 1)

(280) (136)
Net assets attributable to 91,869 80,051

unitholders

Example 8: Entities with Some Net Assets/Equity

IE33. The following example illustrates a format of a statement of financial
performance and statement of financial position that may be used by entities
whose share capital is not net assets/equity because the entity has an obligation
to repay the share capital on demand. Other formats are possible.
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Statement of Financial Performance for the year ended December 31, 20X1

20X1 20X0
CU CU
Revenue 472 498
Total Revenue 472 498
Expenses (classified by nature or function) (367) (396)
Finance costs
— other finance costs 4) 4)
—  distributions to members (50) (50)
Total Expenses (421) (450)
Surplus for the year 51 48
Change in net assets attributable to members 51 48
Statement of Financial Position at December 31, 20X1
20X1 20X0
CU CU CU CU
ASSETS
Non-current assets 908 830
(classified in accordance
with IPSAS 1)
Total non-current assets 908 330
Current assets (classified in 383 330
accordance with IPSAS 1)
Total current assets 383 350
Total assets 1,291 1,180
LIABILITIES
Current liabilities 372 338
(classified in accordance
with IPSAS 1)
Share capital repayable 202 161

on demand
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Statement of Financial Position at December 31, 20X1

Total current liabilities

(574) (499)
Total assets less current
liabilities 717 681
Non-current liabilities 187 196
(classified in accordance
with IPSAS 1)
(187) (196)
OTHER COMPONENTS
OF NET ASSETS/
EQUITY®
Reserves, e.g., revaluation 530 485
surplus, accumulated
surplus, etc.
530 485
717 681
MEMORANDUM
NOTE - Total members’
interests
Share capital repayable on
demand 202 161
Reserves 530 485
732 646
(a) In this example, the entity has no obligation to deliver a share of its reserves to its

members.
Accounting for Compound Financial Instruments

Example 9: Separation of a Compound Financial Instrument on Initial Recognition

IE34.  Paragraph 33 describes how the components of a compound financial
instrument are separated by the entity on initial recognition. The following
example illustrates how such a separation is made.

IE35.  An entity issues 2,000 convertible bonds at the start of year 1. The bonds
have a three-year term, and are issued at par with a face value of CU1,000 per
bond, giving total proceeds of CU2,000,000. Interest is payable annually in
arrears at a nominal annual interest rate of 6 percent. Each bond is convertible
at any time up to maturity into 250 ordinary shares. When the bonds are
issued, the prevailing market interest rate for similar debt without conversion
options is 9 percent.
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[E36.  The liability component is measured first, and the difference between the
proceeds of the bond issue and the fair value of the liability is assigned to the
net assets/equity component. The present value of the liability component
is calculated using a discount rate of 9 percent, the market interest rate for
similar bonds having no conversion rights, as shown below.

CU
Present value of the principal — CU2,000,000 payable at the end of three 1,544,367
years
Present value of the interest — CU120,000 payable annually in arrears 303,755
for three years
Total liability component 1,848,122
Net assets/equity component (by deduction) 151,878
Proceeds of the bond issue 2,000,000

Example 10: Separation of a Compound Financial Instrument with Multiple
Embedded Derivative Features

IE37. The following example illustrates the application of paragraph 36 to the
separation of a compound financial instrument with multiple embedded
derivative features into the liability and net assets/equity component.

IE38.  Assume that the proceeds received on the issue of a callable convertible bond
are CU60. The value of a similar bond without a call or equity conversion
option is CU57. Based on an option pricing model, it is determined that the
value to the entity of the embedded call feature in a similar bond without
an equity conversion option is CU2. In this case, the value allocated to the
liability component under paragraph 36 is CU55 (CU57 — CU2) and the value
allocated to the net assets/equity component is CUS (CU60 — CUSS).

Example 11: Repurchase of a Convertible Instrument

IE39. The following example illustrates how an entity accounts for a repurchase
of a convertible instrument. For simplicity, at inception, the face amount of
the instrument is assumed to be equal to the aggregate carrying amount of
the liability and the net assets/equity components in the financial statements,
i.e., no original issue premium or discount exists. Also, for simplicity, tax
considerations have been omitted from the example.

IE40.  On January 1, 20X0, Entity A issued a 10 percent convertible debenture with
a face value of CU1,000 maturing on December 31, 20X9. The debenture is
convertible into ordinary shares of Entity A at a conversion price of CU25
per share. Interest is payable half-yearly in cash. At the date of issue, Entity A
could have issued non-convertible debt with a ten-year term bearing a coupon
interest rate of 11 percent.

[E41. In the financial statements of Entity A the carrying amount of the debenture
was allocated on issue as follows:
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CU
Liability component
Present value of 20 half-yearly interest payments of CU50, discounted at 11% 597
Present value of CU1,000 due in 10 years, discounted at 11%, compounded 43
half-yearly

940
Net assets/equity component
(difference between CU1,000 total proceeds and CU940 allocated above) 60
Total proceeds 1,000

[E42.  On January 1, 20X5 the convertible debenture has a fair value of CU1,700.

IE43.  Entity A makes a tender offer to the holder of the debenture to repurchase the
debenture for CU1,700, which the holder accepts. At the date of repurchase,
Entity A could have issued non-convertible debt with a five-year term bearing
a coupon interest rate of 8 percent.

IE44.  The repurchase price is allocated as follows:

Carrying Fair Difference

value value
Liability component: CU CU CU
Present value of 10 remaining half-yearly
interest payments of CU50, discounted at 377 405
11% and 8%, respectively
Present value of CU1,000 due in 5 years,
discounted at 11% and 8%, compounded 585 676
half-yearly, respectively

962 1,081 (119)

Net assets/equity component 60 619@ (559)
Total 1,022 1,700 (678)

(a) This amount represents the difference between the fair value amount allocated to the
liability component and the repurchase price of CU1,700.

IPSAS 28 ILLUSTRATIVE EXAMPLES 1036



IE45.

[E46.

FINANCIAL INSTRUMENTS: PRESENTATION

Entity A recognizes the repurchase of the debenture as follows:

Dr Liability component CU962
Dr Debt se?tlement expense (surplus CU119
or deficit)
Cr  Cash

To recognize the repurchase of the liability component.

Dr Net assets/equity CuU619
Cr  Cash

To recognize the cash paid for the net assets/equity component.

CUL,081

Cue619

The net assets/equity component remains as net assets/equity, but may be

transferred from one line item within net assets/equity to another.

Example 12: Amendment of the Terms of a Convertible Instrument to Induce Early
Conversion

1E47.

1EA48.

1E49.

The following example illustrates how an entity accounts for the additional
consideration paid when the terms of a convertible instrument are amended

to induce early conversion.

On January 1, 20X0, Entity A issued a 10 percent convertible debenture with
a face value of CU1,000 with the same terms as described in Example 9. On
January 1, 20X1, to induce the holder to convert the convertible debenture
promptly, Entity A reduces the conversion price to CU20 if the debenture is

converted before March 1, 20X1 (i.e., within 60 days).

Assume the market price of Entity A’s ordinary shares on the date the terms are
amended is CU40 per share. The fair value of the incremental consideration

paid by Entity A is calculated as follows:
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Number of ordinary shares to be issued to debenture
holders under amended conversion terms:

Face amount CU1,000
New conversion price /CU20 per share
Number of ordinary shares to be issued on conversion 50 shares

Number of ordinary shares to be issued to debenture
holders under original conversion terms:

Face amount CU1,000

Original conversion price /CU25 per share
Number of ordinary shares to be issued on conversion 40 Shares
Numberlof incremental ordinary shares issued upon 10 Shares
conversion

Value of incremental ordinary shares issued upon

conversion

CUA40 per share x 10 incremental shares CU400

IES0.  The incremental consideration of CU400 is recognized as a loss in surplus
or deficit.
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Comparison with IAS 32

IPSAS 28, Financial Instruments: Presentation is drawn primarily from IAS 32,
Financial Instruments: Presentation (issued originally in 2003, including
amendments up to December 31, 2008). The main differences between IPSAS 28
and IAS 32 are as follows:

IAS 32 allows entities to treat financial guarantee contracts as insurance
contracts where entities have previously asserted that such contracts are
insurance contracts. IPSAS 28 allows a similar election, except that entities
need not have explicitly asserted that financial guarantees are insurance
contracts.

In certain instances, IPSAS 28 uses different terminology from IAS 32. The
most significant examples are the use of the terms “statement of financial
performance” and “net assets/equity.” The equivalent terms in IAS 32 are
“statement of comprehensive income or separate income statement (if
presented)” and “equity.”

oes not distinguish between “revenue” and “income.

IPSAS 28 d t dist h bet «“ ” and “ ” 1AS 32
distinguishes between “revenue” and “income,” with “income” having a
broader meaning than the term “revenue.”

IPSAS 28 contains additional Application Guidance dealing with the
identification of arrangements that are, in substance, contractual.

IPSAS 28 contains additional Application Guidance on when assets and
liabilities arising from non-exchange revenue transactions are financial
assets or financial liabilities.

Principles from IFRIC 2, Members’ Shares in Co-operative Entities and
Similar Instruments have been included as an Appendix in IPSAS 28.

The transitional provisions in IPSAS 28 differ from those in IAS 32. This
is because IPSAS 28 provides transitional provisions for those entities
applying this Standard for the first time or those applying accrual accounting
for the first time.
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International Public Sector Accounting Standard 29, Financial Instruments:
Recognition and Measurement, is set out in paragraphs 1-126. All the paragraphs
have equal authority. IPSAS 29 should be read in the context of its objective, the
Basis for Conclusions, the Preface to International Public Sector Accounting
Standards, and the Conceptual Framework for General Purpose Financial
Reporting by Public Sector Entities. IPSAS 3, Accounting Policies, Changes in
Accounting Estimates and Errors, provides a basis for selecting and applying
accounting policies in the absence of explicit guidance.
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Objective

1.

Scope
2.

[Deleted]

This Standard shall be applied by all entities to all financial instruments
within the scope of IPSAS 41, Financial Instruments if, and to the extent
that:

(a) IPSAS 41 permits the hedge accounting requirements of this
Standard to be applied; and

(b) The financial instrument is part of a hedging relationship that
qualifies for hedge accounting in accordance with this Standard.

3-8 [Deleted]
Definitions
9. The terms defined in IPSAS 28 and IPSAS 41 are used in this Standard with
the meanings specified in paragraph 9 of IPSAS 28 and paragraph 9 of IPSAS
41. IPSAS 28 and IPSAS 41 define the following terms:
e  Amortized cost of a financial asset or financial liability;
e  Derecognition;
e  Derivative;
e  Effective interest method;
e  Effective interest rate;
e  Equity instrument;
e  Financial asset;
e  Financial instrument;
e  Financial liability;
e  Firm commitment;
e  Forecast transaction;
and provides guidance on applying those definitions.
10. The following terms are used in this Standard with the meanings

specified:
Definitions relating to hedge accounting

A hedging instrument is a designated derivative or (for a hedge of the
risk of changes in foreign currency exchange rates only) a designated
non-derivative financial asset or non-derivative financial liability whose
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fair value or cash flows are expected to offset changes in the fair value or
cash flows of a designated hedged item (paragraphs 81-86 and Appendix
A paragraphs AG127-AG130 elaborate on the definition of a hedging
instrument).

A hedged item is an asset, liability, firm commitment, highly probable
forecast transaction or net investment in a foreign operation that (a)
exposes the entity to risk of changes in fair value or future cash flows and
(b) is designated as being hedged (paragraphs 87-94 and Appendix A
paragraphs AG131-AG141 elaborate on the definition of hedged items).

Hedge effectiveness is the degree to which changes in the fair value or
cash flows of the hedged item that are attributable to a hedged risk are
offset by changes in the fair value or cash flows of the hedging instrument
(see Appendix A paragraphs AG145-AG156).

Terms defined in other IPSASs are used in this Standard with the same
meaning as in those Standards, and are reproduced in the Glossary of
Defined Terms published separately.

11-79. [Deleted]
Hedging
80. If an entity applies IPSAS 41 and has not chosen as its accounting policy

to continue to apply the hedge accounting requirements of this Standard
(see paragraph 177 of IPSAS 41), it shall apply the hedge accounting
requirements in paragraphs 113—155 of IPSAS 41. However, for a fair
value hedge of the interest rate exposure of a portion of a portfolio of
financial assets or financial liabilities, an entity may, in accordance with
paragraph 115 of IPSAS 41, apply the hedge accounting requirements in
this Standard instead of those in IPSAS 41. In that case the entity must
also apply the specific requirements for fair value hedge accounting for a
portfolio hedge of interest rate risk (see paragraphs 91, 100 and AG157-
AG175).

Hedging Instruments

Qualifying Instruments

81.

82.

IPSAS 29

This Standard does not restrict the circumstances in which a derivative may be
designated as a hedging instrument provided the conditions in paragraph 98
are met, except for some written options (see Appendix A paragraph AG127).
However, a non-derivative financial asset or non-derivative financial liability
may be designated as a hedging instrument only for a hedge of a foreign
currency risk.

For hedge accounting purposes, only instruments that involve a party external
to the reporting entity (i.e., external to the economic entity or individual
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entity that is being reported on) can be designated as hedging instruments.
Although individual entities within an economic entity or divisions within
an entity may enter into hedging transactions with other entities within the
economic entity or divisions within the entity, any such transactions within
the economic entity are eliminated on consolidation. Therefore, such hedging
transactions do not qualify for hedge accounting in the consolidated financial
statements of the economic entity. However, they may qualify for hedge
accounting in the individual or separate financial statements of individual
entities within the economic entity provided that they are external to the
individual entity that is being reported on.

Designation of Hedging Instruments

83.

84.

85.

86.

There is normally a single fair value measure for a hedging instrument in its
entirety, and the factors that cause changes in fair value are co-dependent.
Thus, a hedging relationship is designated by an entity for a hedging
instrument in its entirety. The only exceptions permitted are:

(a)  Separating the intrinsic value and time value of an option contract
and designating as the hedging instrument only the change in intrinsic
value of an option and excluding change in its time value; and

(b)  Separating the interest element and the spot price of a forward contract.

These exceptions are permitted because the intrinsic value of the option and
the premium on the forward can generally be measured separately. A dynamic
hedging strategy that assesses both the intrinsic value and time value of an
option contract can qualify for hedge accounting.

A proportion of the entire hedging instrument, such as 50 percent of the
notional amount, may be designated as the hedging instrument in a hedging
relationship. However, a hedging relationship may not be designated for
only a portion of the time period during which a hedging instrument remains
outstanding.

A single hedging instrument may be designated as a hedge of more than one
type of risk provided that (a) the risks hedged can be identified clearly; (b)
the effectiveness of the hedge can be demonstrated; and (c) it is possible
to ensure that there is specific designation of the hedging instrument and
different risk positions.

Two or more derivatives, or proportions of them (or, in the case of a hedge
of currency risk, two or more non-derivatives or proportions of them, or a
combination of derivatives and non-derivatives or proportions of them), may
be viewed in combination and jointly designated as the hedging instrument,
including when the risk(s) arising from some derivatives offset(s) those
arising from others. However, an interest rate collar or other derivative
instrument that combines a written option and a purchased option does not

1049 IPSAS 29



FINANCIAL INSTRUMENTS: RECOGNITION AND MEASUREMENT

qualify as a hedging instrument if it is, in effect, a net written option (for
which a net premium is received). Similarly, two or more instruments (or
proportions of them) may be designated as the hedging instrument only if
none of them is a written option or a net written option.

Hedged Items

Qualifying Items

87.

88.
89.

IPSAS 29

A hedged item can be a recognized asset or liability, an unrecognized firm
commitment, a highly probable forecast transaction or a net investment in
a foreign operation. The hedged item can be (a) a single asset, liability, firm
commitment, highly probable forecast transaction or net investment in a
foreign operation, (b) a group of assets, liabilities, firm commitments, highly
probable forecast transactions or net investments in foreign operations with
similar risk characteristics, or (¢) in a portfolio hedge of interest rate risk
only, a portion of the portfolio of financial assets or financial liabilities that
share the risk being hedged.

[Deleted]

For hedge accounting purposes, only assets, liabilities, firm commitments
or highly probable forecast transactions that involve a party external to the
entity can be designated as hedged items. It follows that hedge accounting
can be applied to transactions between entities in the same economic entity
only in the individual or separate financial statements of those entities and
not in the consolidated financial statements of the economic entity except for
the consolidated financial statements of an investment entity, as defined in
IPSAS 35, where transactions between an investment entity and its controlled
entities measured at fair value through surplus or deficit will not be eliminated
in the consolidated financial statements. As an exception, the foreign
currency risk of monetary item within an economic entity (e.g., a payable/
receivable between two controlled entities) may qualify as a hedged item in
the consolidated financial statements if it results in an exposure to foreign
exchange rate gains or losses that are not fully eliminated on consolidation
in accordance with IPSAS 4, The Effects of Changes in Foreign Exchange
Rates. In accordance with IPSAS 4, foreign exchange rate gains and losses
on monetary items within an economic entity are not fully eliminated on
consolidation when the monetary item is transacted between two entities
within the economic entity that have different functional currencies. In
addition, the foreign currency risk of a highly probable forecast transaction
within the economic entity may qualify as a hedged item in consolidated
financial statements provided that the transaction is denominated in a currency
other than the functional currency of the entity entering into that transaction
and the foreign currency risk will affect consolidated surplus or deficit.
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Designation of Financial Items as Hedged Items

90.

91.

If the hedged item is a financial asset or financial liability, it may be a hedged
item with respect to the risks associated with only a portion of its cash flows
or fair value (such as one or more selected contractual cash flows or portions
of them or a percentage of the fair value) provided that effectiveness can be
measured. For example, an identifiable and separately measurable portion
of the interest rate exposure of an interest-bearing asset or interest-bearing
liability may be designated as the hedged risk (such as a risk-free interest rate
or benchmark interest rate component of the total interest rate exposure of a
hedged financial instrument).

In a fair value hedge of the interest rate exposure of a portfolio of financial
assets or financial liabilities (and only in such a hedge), the portion hedged
may be designated in terms of an amount of a currency (e.g., an amount of
dollars, euro, pounds or rand) rather than as individual assets (or liabilities).
Although the portfolio may, for risk management purposes, include assets
and liabilities, the amount designated is an amount of assets or an amount of
liabilities. Designation of a net amount including assets and liabilities is not
permitted. The entity may hedge a portion of the interest rate risk associated
with this designated amount. For example, in the case of a hedge of a portfolio
containing prepayable assets, the entity may hedge the change in fair value
that is attributable to a change in the hedged interest rate on the basis of
expected, rather than contractual, repricing dates. When the portion hedged
is based on expected repricing dates, the effect that changes in the hedged
interest rate have on those expected repricing dates shall be included when
determining the change in the fair value of the hedged item. Consequently,
if a portfolio that contains prepayable items is hedged with a non-prepayable
derivative, ineffectiveness arises if the dates on which items in the hedged
portfolio are expected to prepay are revised, or actual prepayment dates differ
from those expected.

Designation of Non-Financial Items as Hedged Items

92.

If the hedged item is a non-financial asset or non-financial liability, it
shall be designated as a hedged item (a) for foreign currency risks, or
(b) in its entirety for all risks, because of the difficulty of isolating and
measuring the appropriate portion of the cash flows or fair value changes
attributable to specific risks other than foreign currency risks.

Designation of Groups of Items as Hedged Items

93.

Similar assets or similar liabilities shall be aggregated and hedged as a group
only if the individual assets or individual liabilities in the group share the risk
exposure that is designated as being hedged. Furthermore, the change in fair
value attributable to the hedged risk for each individual item in the group
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shall be expected to be approximately proportional to the overall change in
fair value attributable to the hedged risk of the group of items.

Because an entity assesses hedge effectiveness by comparing the change
in the fair value or cash flow of a hedging instrument (or group of similar
hedging instruments) and a hedged item (or group of similar hedged items),
comparing a hedging instrument with an overall net position (e.g., the net of
all fixed rate assets and fixed rate liabilities with similar maturities), rather
than with a specific hedged item, does not qualify for hedge accounting.

Hedge Accounting

95.

96.

97.

98.

IPSAS 29

Hedge accounting recognizes the offsetting effects on surplus or deficit of
changes in the fair values of the hedging instrument and the hedged item.

Hedging relationships are of three types:

(a) Fair value hedge: a hedge of the exposure to changes in fair
value of a recognized asset or liability or an unrecognized firm
commitment, or an identified portion of such an asset, liability
or firm commitment, that is attributable to a particular risk and
could affect surplus or deficit.

(b) Cash flow hedge: a hedge of the exposure to variability in cash
flows that (i) is attributable to a particular risk associated with
a recognized asset or liability (such as all or some future interest
payments on variable rate debt) or a highly probable forecast
transaction and (ii) could affect surplus or deficit.

(c) Hedge of a net investment in a foreign operation as defined in
IPSAS 4.

A hedge of the foreign currency risk of a firm commitment may be accounted
for as a fair value hedge or as a cash flow hedge.

A hedging relationship qualifies for hedge accounting under
paragraphs 99-113 if, and only if, all of the following conditions are met.

(a) At the inception of the hedge there is formal designation and
documentation of the hedging relationship and the entity’s risk
management objective and strategy for undertaking the hedge.
That documentation shall include identification of the hedging
instrument, the hedged item or transaction, the nature of the
risk being hedged and how the entity will assess the hedging
instrument’s effectiveness in offsetting the exposure to changes
in the hedged item’s fair value or cash flows attributable to the
hedged risk.

(b) The hedge is expected to be highly effective (see Appendix A
paragraphs AG145-AG156) in achieving offsetting changes in fair
value or cash flows attributable to the hedged risk, consistently
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with the originally documented risk management strategy for that
particular hedging relationship.

For cash flow hedges, a forecast transaction that is the subject of
the hedge must be highly probable and must present an exposure
to variations in cash flows that could ultimately affect surplus or
deficit.

The effectiveness of the hedge can be reliably measured, i.e., the
fair value or cash flows of the hedged item that are attributable to
the hedged risk and the fair value of the hedging instrument can
be reliably measured.

The hedge is assessed on an ongoing basis and determined actually
to have been highly effective throughout the financial reporting
periods for which the hedge was designated.

Fair Value Hedges

99.

100.

If a fair value hedge meets the conditions in paragraph 98 during the
period, it shall be accounted for as follows:

(a)

(b)

The gain or loss from remeasuring the hedging instrument at fair
value (for a derivative hedging instrument) or the foreign currency
component of its carrying amount measured in accordance with
IPSAS 4 (for a non-derivative hedging instrument) shall be
recognized in surplus or deficit; and

The gain or loss on the hedged item attributable to the hedged
risk shall adjust the carrying amount of the hedged item and be
recognized in surplus or deficit. This applies if the hedged item
is otherwise measured at cost. Recognition of the gain or loss
attributable to the hedged risk in surplus or deficit applies if the
hedged item is a financial asset measured at fair value through net
assets/equity in accordance with paragraph 41 of IPSAS 41.

For a fair value hedge of the interest rate exposure of a portion of a portfolio
of financial assets or financial liabilities (and only in such a hedge), the
requirement in paragraph 99(b) may be met by presenting the gain or loss
attributable to the hedged item either:

(a)

(b)

In a single separate line item within assets, for those repricing time
periods for which the hedged item is an asset; or

In a single separate line item within liabilities, for those repricing time
periods for which the hedged item is a liability.

The separate line items referred to in (a) and (b) above shall be presented next
to financial assets or financial liabilities. Amounts included in these line items
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shall be removed from the statement of financial position when the assets or
liabilities to which they relate are derecognized.

If only particular risks attributable to a hedged item are hedged, recognized
changes in the fair value of the hedged item unrelated to the hedged risk are
recognized as set out in paragraph 101 of IPSAS 41.

An entity shall discontinue prospectively the hedge accounting specified
in paragraph 99 if:

(a)

(b)

(c)

The hedging instrument expires or is sold, terminated or exercised.
For this purpose, the replacement or rollover of a hedging
instrument into another hedging instrument is not an expiration or
termination if such replacement or rollover is part of the entity’s
documented hedging strategy. Additionally, for this purpose there
is not an expiration or termination of the hedging instrument if:

(@)

(i)

As a consequence of laws or regulations or the introduction
of laws or regulations, the parties to the hedging instrument
agree that one or more clearing counterparties replace their
original counterparty to become the new counterparty to
each of the parties. For this purpose, a clearing counterparty
is a central counterparty (sometimes called a ‘clearing
organization’ or ‘clearing agency’) or an entity or entities,
for example, a clearing member of a clearing organization
or a client of a clearing member of a clearing organization,
that are acting as counterparty in order to effect clearing
by a central counterparty. However, when the parties to the
hedging instrument replace their original counterparties
with different counterparties this paragraph shall apply
only if each of those parties effects clearing with the same
central counterparty.

Other changes, if any, to the hedging instrument are limited
to those that are necessary to effect such a replacement of
the counterparty. Such changes are limited to those that
are consistent with the terms that would be expected if
the hedging instrument were originally cleared with the
clearing counterparty. These changes include changes in
the collateral requirements, rights to offset receivables and
payables balances, and charges levied.

The hedge no longer meets the criteria for hedge accounting in
paragraph 98; or

The entity revokes the designation.

Any adjustment arising from paragraph 99(b) to the carrying amount
of a hedged financial instrument for which the effective interest method
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is used (or, in the case of a portfolio hedge of interest rate risk, to the
separate line item in the statement of financial position described in
paragraph 100) shall be amortized to surplus or deficit. Amortization
may begin as soon as an adjustment exists and shall begin no later
than when the hedged item ceases to be adjusted for changes in its fair
value attributable to the risk being hedged. The adjustment is based on
a recalculated effective interest rate at the date amortization begins.
However, if, in the case of a fair value hedge of the interest rate exposure
of a portfolio of financial assets or financial liabilities (and only in such
a hedge), amortizing using a recalculated effective interest rate is not
practicable, the adjustment shall be amortized using a straight-line
method. The adjustment shall be amortized fully by maturity of the
financial instrument or, in the case of a portfolio hedge of interest rate
risk, by expiry of the relevant repricing time period.

When an unrecognized firm commitment is designated as a hedged item,
the subsequent cumulative change in the fair value of the firm commitment
attributable to the hedged risk is recognized as an asset or liability
with a corresponding gain or loss recognized in surplus or deficit (see
paragraph 99(b)). The changes in the fair value of the hedging instrument are
also recognized in surplus or deficit.

When an entity enters into a firm commitment to acquire an asset or assume
a liability that is a hedged item in a fair value hedge, the initial carrying
amount of the asset or liability that results from the entity meeting the firm
commitment is adjusted to include the cumulative change in the fair value of
the firm commitment attributable to the hedged risk that was recognized in
the statement of financial position.

Cash Flow Hedges

106.

107.

If a cash flow hedge meets the conditions in paragraph 98 during the
period, it shall be accounted for as follows:

(a) The portion of the gain or loss on the hedging instrument that is
determined to be an effective hedge (see paragraph 98) shall be
recognized directly in net assets/equity through the statement of
changes in net assets/equity; and

(b)  Theineffective portion of the gain or loss on the hedging instrument
shall be recognized in surplus or deficit.

More specifically, a cash flow hedge is accounted for as follows:

(a)  The separate component of net assets/equity associated with the hedged
item is adjusted to the lesser of the following (in absolute amounts):

(i)  The cumulative gain or loss on the hedging instrument from
inception of the hedge; and
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(i1))  The cumulative change in fair value (present value) of the
expected future cash flows on the hedged item from inception
of the hedge;

(b) Any remaining gain or loss on the hedging instrument or designated
component of it (that is not an effective hedge) is recognized in surplus
or deficit; and

(¢) If an entity’s documented risk management strategy for a particular
hedging relationship excludes from the assessment of hedge
effectiveness a specific component of the gain or loss or related cash
flows on the hedging instrument (see paragraphs 83, 84, and 98(a)),
that excluded component of gain or loss is recognized in accordance
with paragraph 101 of IPSAS 41.

If a hedge of a forecast transaction subsequently results in the recognition
of a financial asset or a financial liability, the associated gains or
losses that were recognized directly in net assets/equity in accordance
with paragraph 106 shall be reclassified into surplus or deficit as a
reclassification adjustment in the same period or periods during which
the hedged forecast cash flows affects surplus or deficit (such as in the
periods that interest revenue or interest expense is recognized). However,
if an entity expects that all or a portion of a loss recognized directly in
net assets/equity will not be recovered in one or more future periods, it
shall reclassify into surplus or deficit as a reclassification adjustment the
amount that is not expected to be recovered.

If a hedge of a forecast transaction subsequently results in the recognition
of a non-financial asset or a non-financial liability, or a forecast
transaction for a non-financial asset or non-financial liability becomes a
firm commitment for which fair value hedge accounting is applied, then
the entity shall adopt (a) or (b) below:

(a) It reclassifies the associated gains and losses that were recognized
directly in net assets/equity in accordance with paragraph 106 into
surplus or deficit as a reclassification adjustment in the same period
or periods during which the asset acquired or liability assumed affects
surplus or deficit (such as in the periods that depreciation or inventories
are recognized as an expense). However, if an entity expects that all
or a portion of a loss recognized directly in net assets/equity will not
be recovered in one or more future periods, it shall reclassify from net
assets/equity into surplus or deficit as a reclassification adjustment
the amount that is not expected to be recovered.

(b) It removes the associated gains and losses that were recognized
directly in net assets/equity in accordance with paragraph 106,
and includes them in the initial cost or other carrying amount of
the asset or liability.
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An entity shall adopt either (a) or (b) in paragraph 109 as its accounting
policy and shall apply it consistently to all hedges to which paragraph
109 relates.

For cash flow hedges other than those covered by paragraphs 108 and
109, amounts that had been recognized directly in net assets/equity shall
be recognized in surplus or deficit as a reclassification adjustment in
the same period or periods during which the hedged forecast cash flows
affects surplus or deficit (e.g., when a forecast sale occurs).

In any of the following circumstances an entity shall discontinue
prospectively the hedge accounting specified in paragraphs 106-111:

(2)

The hedging instrument expires or is sold, terminated or exercised.
In this case, the cumulative gain or loss on the hedging instrument
that remains recognized directly in net assets/equity from the
period when the hedge was effective (see paragraph 106(a)) shall
remain separately recognized in net assets/equity until the forecast
transaction occurs. When the transaction occurs, paragraph
108, 109, or 111 applies. For the purpose of this subparagraph,
the replacement or rollover of a hedging instrument into another
hedging instrument is not an expiration or termination if such
replacement or rollover is part of the entity’s documented hedging
strategy. Additionally, for the purpose of this subparagraph there
is not an expiration or termination of the hedging instrument if:

(i)  As a consequence of laws or regulations or the introduction
of laws or regulations, the parties to the hedging instrument
agree that one or more clearing counterparties replace their
original counterparty to become the new counterparty to
each of the parties. For this purpose, a clearing counterparty
is a central counterparty (sometimes called a ‘clearing
organization’ or ‘clearing agency’) or an entity or entities,
for example, a clearing member of a clearing organization
or a client of a clearing member of a clearing organization,
that are acting as counterparty in order to effect clearing
by a central counterparty. However, when the parties to the
hedging instrument replace their original counterparties
with different counterparties this paragraph shall apply
only if each of those parties effects clearing with the same
central counterparty.

(ii)  Other changes, if any, to the hedging instrument are limited
to those that are necessary to effect such a replacement of
the counterparty. Such changes are limited to those that
are consistent with the terms that would be expected if
the hedging instrument were originally cleared with the
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clearing counterparty. These changes include changes in
the collateral requirements, rights to offset receivables and
payables balances, and charges levied.

The hedge no longer meets the criteria for hedge accounting in
paragraph 98. In this case, the cumulative gain or loss on the
hedging instrument that remains recognized directly in net assets/
equity from the period when the hedge was effective (see paragraph
106(a)) shall remain separately recognized in net assets/equity
until the forecast transaction occurs. When the transaction occurs,
paragraph 108, 109, or 111 applies.

The forecast transaction is no longer expected to occur, in which
case any related cumulative gain or loss on the hedging instrument
that has been recognized directly in net assets/equity from the
period when the hedge was effective (see paragraph 106(a)) shall
be recognized in surplus or deficit as a reclassification adjustment.
A forecast transaction that is no longer highly probable (see
paragraph 98(c)) may still be expected to occur.

The entity revokes the designation. For hedges of a forecast
transaction, the cumulative gain or loss on the hedging instrument
that remains recognized directly in net assets/equity from the
period when the hedge was effective (see paragraph 106(a)) shall
remain separately recognized in net assets/equity until the forecast
transaction occurs or is no longer expected to occur. When the
transaction occurs, paragraph 108, 109, or 111 applies. If the
transaction is no longer expected to occur, the cumulative gain or
loss that had been recognized directly in net assets/equity shall be
recognized in surplus or deficit as a reclassification adjustment.

Hedges of a Net Investment

113.

IPSAS 29

Hedges of a net investment in a foreign operation, including a hedge of
a monetary item that is accounted for as part of the net investment (see
IPSAS 4), shall be accounted for similarly to cash flow hedges:

(a)

(b)

The portion of the gain or loss on the hedging instrument that is
determined to be an effective hedge (see paragraph 98) shall be
recognized directly in net assets/equity through the statement of
changes in net assets/equity (see IPSAS 1); and

The ineffective portion shall be recognized in surplus or deficit.

The gain or loss on the hedging instrument relating to the effective
portion of the hedge that has been recognized directly in net assets/equity
shall be recognized in surplus or deficit as a reclassification adjustment
in accordance with paragraphs 56-57 of IPSAS 4 on disposal of the
foreign operation.
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Transition

114. [Deleted]
115. [Deleted]
116. [Deleted]
117. [Deleted]
118. [Deleted]
119. [Deleted]
120. [Deleted]
121. [Deleted]
122. [Deleted]
123. [Deleted]
Effective Date
124. An entity shall apply this Standard for annual financial statements

125.

125A.

125B.

covering periods beginning on or after January 1, 2013. Earlier
application is encouraged. If an entity applies this Standard for a period
beginning before January 1, 2013, it shall disclose that fact.

An entity shall not apply this Standard before January 1, 2013, unless it
also applies IPSAS 28 and IPSAS 30.

Paragraph 2 was amended by IPSAS 32, Service Concession Arrange-
ments: Grantor issued in October 2011. An entity shall apply that amendment
for annual financial statements covering periods beginning on or after
January 1, 2014. Earlier application is encouraged. If an entity applies
the amendment for a period beginning before January 1, 2014, it shall
disclose that fact and at the same time apply IPSAS 32, the amendments
to paragraphs 6 and 42A of IPSAS 5, the amendments to paragraphs 25—
27 and 85B of IPSAS 13, the amendments to paragraphs 5, 7 and 107C of
IPSAS 17 and the amendments to paragraphs 6 and 132A of IPSAS 31.

Paragraphs 114, 115, 116, 117, 118, 119, 120, 121, 122, 124 and 126 were
amended by IPSAS 33, First-time Adoption of Accrual Basis International
Public Sector Accounting Standards (IPSASs) issued in January 2015. An
entity shall apply those amendments for annual financial statements
covering periods beginning on or after January 1, 2017. Earlier
application is permitted. If an entity applies IPSAS 33 for a period
beginning before January 1, 2017, the amendments shall also be applied
for that earlier period.
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IPSAS 35, Consolidated Financial Statements and IPSAS 37, Joint
Arrangements, issued in January 2015, amended paragraphs 2(a), 17, 89,
AG2, AG14, AG51-53 and C2. An entity shall apply those amendments
when it applies IPSAS 35 and IPSAS 37.

Paragraph AG8 was amended by Improvements to IPSASs 2015 issued
in April 2016. An entity shall apply this amendment for annual financial
statements covering periods beginning on or after January 1, 2017.
Earlier application is encouraged. If an entity applies the amendment
for a period beginning before January 1, 2017 it shall disclose that fact.

Paragraphs 7 and 8 were deleted by The Applicability of IPSASs, issued in
April 2016. An entity shall apply those amendments for annual financial
statements covering periods beginning on or after January 1, 2018.
Earlier application is encouraged. If an entity applies the amendments
for a period beginning before January 1, 2018, it shall disclose that fact.

Paragraph 2 was amended by IPSAS 39, Employee Benefits, issued in
July 2016. An entity shall apply that amendment for annual financial
statements covering periods beginning on or after January 1, 2018.
Earlier application is encouraged. If an entity applies the amendment
for a period beginning before January 1, 2018 it shall disclose that fact
and apply IPSAS 39 at the same time.

Paragraphs 2, AG35, AG131 and B4 were amended by IPSAS 40, Public
Sector Combinations, issued in January 2017. An entity shall apply these
amendments for annual financial statements covering periods beginning
on or after January 1, 2019. Earlier application is encouraged. If an entity
applies the amendments for a period beginning before January 1, 2019 it
shall disclose that fact and apply IPSAS 40 at the same time.

Paragraphs 2, 9, 10, 80, 98, 99, 101, 102, 107, 108, 109, 111, 112, 113,
AG128,AG157 and AG161 were amended, paragraph AG156A was added
and paragraphs 1, 3, 4, 5, 6, 11-79, 88, AG1-AG126 and AG129 were
deleted by IPSAS 41, issued in August 2018. An entity shall apply these
amendments for annual financial statements covering periods beginning
on or after January 1, 2022. Earlier application is encouraged. If an entity
applies the amendments for a period beginning before January 1, 2022 it
shall disclose that fact and apply IPSAS 41 at the same time.

When an entity adopts the accrual basis IPSASs of accounting as defined in
IPSAS 33, First-time Adoption of Accrual Basis International Public Sector
Accounting Standards (IPSASs) for financial reporting purposes subsequent
to this effective date, this Standard applies to the entity’s annual financial
statements covering periods beginning on or after the date of adoption of
IPSASSs.
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Appendix A

Application Guidance

This Appendix is an integral part of IPSAS 29.

Scope (paragraphs 2-8)
AG1-AG126.  [Deleted]

Hedging (paragraphs 80-113)

Hedging Instruments (paragraphs 81-86)

AGI127.

AG128.

AG129.
AG130.

Qualifying Instruments (paragraphs 81 and 82)

The potential loss on an option that an entity writes could be significantly
greater than the potential gain in value of a related hedged item. In other
words, a written option is not effective in reducing the surplus or deficit
exposure of a hedged item. Therefore, a written option does not qualify
as a hedging instrument unless it is designated as an offset to a purchased
option, including one that is embedded in another financial instrument (e.g., a
written call option used to hedge a callable liability). In contrast, a purchased
option has potential gains equal to or greater than losses and therefore has the
potential to reduce surplus or deficit exposure from changes in fair values or
cash flows. Accordingly, it can qualify as a hedging instrument.

A financial asset measured at amortized cost may be designated as a hedging
instrument in a hedge of foreign currency risk.

[Deleted]

An entity’s own equity instruments are not financial assets or financial
liabilities of the entity and therefore cannot be designated as hedging
instruments.

Hedged items (paragraphs 87-94)

AGI3I.

AGI32.

Qualifying items (paragraphs 87-89)

A firm commitment to acquire an entity or an integrated set of activities in
a public sector combination cannot be a hedged item, except for foreign
exchange risk, because the other risks being hedged cannot be specifically
identified and measured. These other risks are general operational risks.

An equity method investment cannot be a hedged item in a fair value hedge
because the equity method recognizes in surplus or deficit the investor’s share
of the associate’s surplus or deficit, rather than changes in the investment’s
fair value. For a similar reason, an investment in a consolidated controlled
entity cannot be a hedged item in a fair value hedge because consolidation
recognizes in surplus or deficit the controlled entity’s surplus or deficit, rather
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than changes in the investment’s fair value. A hedge of a net investment in
a foreign operation is different because it is a hedge of the foreign currency
exposure, not a fair value hedge of the change in the value of the investment.

Paragraph 89 states that in consolidated financial statements the foreign
currency risk of a highly probable forecast transaction within the economic
entity may qualify as a hedged item in a cash flow hedge, provided the
transaction is denominated in a currency other than the functional currency
of the entity entering into that transaction and the foreign currency risk will
affect consolidated surplus or deficit. For this purpose an entity can be a
controlling entity, controlled entity, associate, joint venture or branch. If the
foreign currency risk of a forecast transaction within the economic entity does
not affect consolidated surplus or deficit, the transaction cannot qualify as a
hedged item. This is usually the case for royalty payments, interest payments
or management charges between members of the same economic entity
unless there is a related external transaction. However, when the foreign
currency risk of a forecast transaction within the economic entity will affect
consolidated surplus or deficit, the transaction can qualify as a hedged item.
An example is forecast sales or purchases of inventories between members of
the same economic entity if there is an onward sale of the inventory to a party
external to the economic entity. Similarly, a forecast sale of property, plant
and equipment within the economic entity from the entity that constructed it
to the entity that will use the property, plant and equipment in its operations
may affect consolidated surplus or deficit. This could occur, for example,
because the plant and equipment will be depreciated by the purchasing entity
and the amount initially recognized for the plant and equipment may change
if the forecast transaction within the economic entity is denominated in a
currency other than the functional currency of the purchasing entity.

If a hedge of a forecast transaction within the economic entity qualifies for
hedge accounting, any gain or loss that is recognized directly in net assets/
equity in accordance with paragraph 106(a) shall be reclassified into surplus
or deficit as a reclassification adjustment in the same period or periods during
which the foreign currency risk of the hedged transaction affects consolidated
surplus or deficit.

An entity can designate all changes in the cash flows or fair value of a hedged
item in a hedging relationship. An entity can also designate only changes in
the cash flows or fair value of a hedged item above or below a specified price
or other variable (a one-sided risk). The intrinsic value of a purchased option
hedging instrument (assuming that it has the same principal terms as the
designated risk), but not its time value, reflects a one-sided risk in a hedged
item. For example, an entity can designate the variability of future cash flow
outcomes resulting from a price increase of a forecast commodity purchase. In
such a situation, only cash flow losses that result from an increase in the price
above the specified level are designated. The hedged risk does not include the

IPSAS 29 APPLICATION GUIDANCE 1062



AG136.

AG137.

AG138.

FINANCIAL INSTRUMENTS: RECOGNITION AND MEASUREMENT

time value of a purchased option because the time value is not a component
of the forecast transaction that affects surplus or deficit (paragraph 96(b)).

Designation of Financial Items as Hedged Items (paragraphs 90 and 91)

If a portion of the cash flows of a financial asset or financial liability is
designated as the hedged item, that designated portion must be less than the
total cash flows of the asset or liability. For example, in the case of a liability
whose effective interest rate is below a market related interest rate, an entity
cannot designate (a) a portion of the liability equal to the principal amount
plus interest at a market related rate and (b) a negative residual portion.
However, the entity may designate all of the cash flows of the entire financial
asset or financial liability as the hedged item and hedge them for only one
particular risk (e.g., only for changes that are attributable to changes in the
market rate). For example, in the case of a financial liability whose effective
interest rate is 100 basis points below the market rate, an entity can designate
as the hedged item the entire liability (i.e., principal plus interest at the market
rate minus 100 basis points) and hedge the change in the fair value or cash
flows of that entire liability that is attributable to changes in the market rate.
The entity may also choose a hedge ratio of other than one to one in order
to improve the effectiveness of the hedge as described in paragraph AG140.

In addition, if a fixed rate financial instrument is hedged some time after its
origination and interest rates have changed in the meantime, the entity can
designate a portion equal to a benchmark rate that is higher than the contractual
rate paid on the item. The entity can do so provided that the benchmark rate
is less than the effective interest rate calculated on the assumption that the
entity had purchased the instrument on the day it first designates the hedged
item. For example, assume an entity originates a fixed rate financial asset
of CU100 that has an effective interest rate of 6 percent at a time when the
market rate is 4 percent. It begins to hedge that asset some time later when
the market rate has increased to 8 percent and the fair value of the asset has
decreased to CU90. The entity calculates that if it had purchased the asset on
the date it first designates it as the hedged item for its then fair value of CU90,
the effective yield would have been 9.5 percent. Because the market rate is
less than this effective yield, the entity can designate a portion of the market
rate of 8 percent that consists partly of the contractual interest cash flows and
partly of the difference between the current fair value (i.e., CU90) and the
amount repayable on maturity (i.e., CU100).

Paragraph 90 permits an entity to designate something other than the entire
fair value change or cash flow variability of a financial instrument. For
example:

(a)  All of the cash flows of a financial instrument may be designated for
cash flow or fair value changes attributable to some (but not all) risks;
or
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(b) Some (but not all) of the cash flows of a financial instrument may be
designated for cash flow or fair value changes attributable to all or only
some risks (i.e., a “portion” of the cash flows of the financial instrument
may be designated for changes attributable to all or only some risks).

To be eligible for hedge accounting, the designated risks and portions must be
separately identifiable components of the financial instrument, and changes
in the cash flows or fair value of the entire financial instrument arising from
changes in the designated risks and portions must be reliably measurable. For
example:

(a)  For a fixed rate financial instrument hedged for changes in fair value
attributable to changes in a risk-free or benchmark interest rate, the
risk-free or benchmark rate is normally regarded as both a separately
identifiable component of the financial instrument and reliably
measurable.

(b) Inflation is not separately identifiable and reliably measurable and
cannot be designated as a risk or a portion of a financial instrument
unless the requirements in (c) are met.

(¢) A contractually specified inflation portion of the cash flows of a
recognized inflation-linked bond (assuming there is no requirement
to account for an embedded derivative separately) is separately
identifiable and reliably measurable as long as other cash flows of the
instrument are not affected by the inflation portion.

Designation of Non-Financial Items as Hedged Items (paragraph 92)

Changes in the price of an ingredient or component of a non-financial asset
or non-financial liability generally do not have a predictable, separately
measurable effect on the price of the item that is comparable to the effect
of, say, a change in market interest rates on the price of a bond. Thus, a non-
financial asset or non-financial liability is a hedged item only in its entirety
or for foreign exchange risk. If there is a difference between the terms of
the hedging instrument and the hedged item (such as for a hedge of the
forecast purchase of Brent Crude oil using a forward contract to purchase
Light Sweet Crude oil on otherwise similar terms), the hedging relationship
nonetheless can qualify as a hedge relationship provided all the conditions
in paragraph 98 are met, including that the hedge is expected to be highly
effective. For this purpose, the amount of the hedging instrument may be
greater or less than that of the hedged item if this improves the effectiveness
of the hedging relationship. For example, a regression analysis could be
performed to establish a statistical relationship between the hedged item
(e.g., a transaction in Brent Crude oil) and the hedging instrument (e.g., a
transaction in Light Sweet Crude oil). If there is a valid statistical relationship
between the two variables (i.c., between the unit prices of Brent Crude oil
and Light Sweet Crude oil), the slope of the regression line can be used
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to establish the hedge ratio that will maximize expected effectiveness. For
example, if the slope of the regression line is 1.02, a hedge ratio based on
0.98 quantities of hedged items to 1.00 quantities of the hedging instrument
maximizes expected effectiveness. However, the hedging relationship may
result in ineffectiveness that is recognized in surplus or deficit during the term
of the hedging relationship.

Designation of Groups of Items as Hedged Items (paragraphs 93 and 94)

A hedge of an overall net position (e.g., the net of all fixed rate assets and
fixed rate liabilities with similar maturities), rather than of a specific hedged
item, does not qualify for hedge accounting. However, almost the same effect
on surplus or deficit of hedge accounting for this type of hedging relationship
can be achieved by designating as the hedged item part of the underlying
items. For example, if a bank has CU100 of assets and CU90 of liabilities
with risks and terms of a similar nature and hedges the net CU10 exposure, it
can designate as the hedged item CU10 of those assets. This designation can
be used if such assets and liabilities are fixed rate instruments, in which case
it is a fair value hedge, or if they are variable rate instruments, in which case
it is a cash flow hedge. Similarly, if an entity has a firm commitment to make
a purchase in a foreign currency of CU100 and a firm commitment to make a
sale in the foreign currency of CU90, it can hedge the net amount of CU10 by
acquiring a derivative and designating it as a hedging instrument associated
with CU10 of the firm purchase commitment of CU100.

Hedge Accounting (paragraphs 95—113)

AG142.

AG143.

AG144.

AG145.

An example of a fair value hedge is a hedge of exposure to changes in the fair
value of a fixed rate debt instrument as a result of changes in interest rates.
Such a hedge could be entered into by the issuer or by the holder.

An example of a cash flow hedge is the use of a swap to change floating rate
debt to fixed rate debt (i.e., a hedge of a future transaction where the future
cash flows being hedged are the future interest payments).

A hedge of a firm commitment (e.g., a hedge of the change in fuel price
relating to an unrecognized contractual commitment by an electric utility
to purchase fuel at a fixed price) is a hedge of an exposure to a change in
fair value. Accordingly, such a hedge is a fair value hedge. However, under
paragraph 97 a hedge of the foreign currency risk of a firm commitment could
alternatively be accounted for as a cash flow hedge.

Assessing Hedge Effectiveness

Ahedge is regarded as highly effective only if both of the following conditions
are met:

(a) At the inception of the hedge and in subsequent periods, the hedge
is expected to be highly effective in achieving offsetting changes
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in fair value or cash flows attributable to the hedged risk during the
period for which the hedge is designated. Such an expectation can be
demonstrated in various ways, including a comparison of past changes
in the fair value or cash flows of the hedged item that are attributable to
the hedged risk with past changes in the fair value or cash flows of the
hedging instrument, or by demonstrating a high statistical correlation
between the fair value or cash flows of the hedged item and those of
the hedging instrument. The entity may choose a hedge ratio of other
than one to one in order to improve the effectiveness of the hedge as
described in paragraph AG140.

(b)  The actual results of the hedge are within a range of 80—125 percent.
For example, if actual results are such that the loss on the hedging
instrument is CU120 and the gain on the cash instrument is CU100,
offset can be measured by 120/100, which is 120 percent, or by
100/120, which is 83 percent. In this example, assuming the hedge
meets the condition in (a), the entity would conclude that the hedge
has been highly effective.

Effectiveness is assessed, at a minimum, at the time an entity prepares its
annual financial statements.

This Standard does not specify a single method for assessing hedge
effectiveness. The method an entity adopts for assessing hedge effectiveness
depends on its risk management strategy. For example, if the entity’s risk
management strategy is to adjust the amount of the hedging instrument
periodically to reflect changes in the hedged position, the entity needs to
demonstrate that the hedge is expected to be highly effective only for the
period until the amount of the hedging instrument is next adjusted. In some
cases, an entity adopts different methods for different types of hedges. An
entity’s documentation of its hedging strategy includes its procedures for
assessing effectiveness. Those procedures state whether the assessment
includes all of the gain or loss on a hedging instrument or whether the
instrument’s time value is excluded.

If an entity hedges less than 100 percent of the exposure on an item, such
as 85 percent, it shall designate the hedged item as being 85 percent of the
exposure and shall measure ineffectiveness based on the change in that
designated 85 percent exposure. However, when hedging the designated
85 percent exposure, the entity may use a hedge ratio of other than one to
one if that improves the expected effectiveness of the hedge, as explained in
paragraph AG140.

If the principal terms of the hedging instrument and of the hedged asset,
liability, firm commitment or highly probable forecast transaction are the
same, the changes in fair value and cash flows attributable to the risk being
hedged may be likely to offset each other fully, both when the hedge is entered
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into and afterwards. For example, an interest rate swap is likely to be an
effective hedge if the notional and principal amounts, term, repricing dates,
dates of interest and principal receipts and payments, and basis for measuring
interest rates are the same for the hedging instrument and the hedged item. In
addition, a hedge of a highly probable forecast purchase of a commodity with
a forward contract is likely to be highly effective if:

(a) The forward contract is for the purchase of the same quantity of the
same commodity at the same time and location as the hedged forecast
purchase;

(b)  The fair value of the forward contract at inception is zero; and

(c)  Either the change in the discount or premium on the forward contract
is excluded from the assessment of effectiveness and recognized in
surplus or deficit or the change in expected cash flows on the highly
probable forecast transaction is based on the forward price for the
commodity.

Sometimes the hedging instrument offsets only part of the hedged risk. For
example, a hedge would not be fully effective if the hedging instrument
and hedged item are denominated in different currencies that do not move
in tandem. Also, a hedge of interest rate risk using a derivative would not
be fully effective if part of the change in the fair value of the derivative is
attributable to the counterparty’s credit risk.

To qualify for hedge accounting, the hedge must relate to a specific identified
and designated risk, and not merely to the entity’s general operational risks,
and must ultimately affect the entity’s surplus or deficit. A hedge of the risk
of obsolescence of a physical asset or the risk of legislative changes relating
to the rehabilitation of damage to the environment is not eligible for hedge
accounting; effectiveness cannot be measured because those risks are not
measurable reliably.

Paragraph 83(a) permits an entity to separate the intrinsic value and time
value of an option contract and designate as the hedging instrument only
the change in the intrinsic value of the option contract. Such a designation
may result in a hedging relationship that is perfectly effective in achieving
offsetting changes in cash flows attributable to a hedged one-sided risk of
a forecast transaction, if the principal terms of the forecast transaction and
hedging instrument are the same.

If an entity designates a purchased option in its entirety as the hedging
instrument of a one-sided risk arising from a forecast transaction, the hedging
relationship will not be perfectly effective. This is because the premium
paid for the option includes time value and, as stated in paragraph AG135,
a designated one-sided risk does not include the time value of an option.
Therefore, in this situation, there will be no offset between the cash flows
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relating to the time value of the option premium paid and the designated
hedged risk.

In the case of interest rate risk, hedge effectiveness may be assessed by
preparing a maturity schedule for financial assets and financial liabilities that
shows the net interest rate exposure for each time period, provided that the
net exposure is associated with a specific asset or liability (or a specific group
of assets or liabilities or a specific portion of them) giving rise to the net
exposure, and hedge effectiveness is assessed against that asset or liability.

In assessing the effectiveness of a hedge, an entity generally considers the
time value of money. The fixed interest rate on a hedged item need not exactly
match the fixed interest rate on a swap designated as a fair value hedge. Nor
does the variable interest rate on an interest-bearing asset or liability need to
be the same as the variable interest rate on a swap designated as a cash flow
hedge. A swap’s fair value derives from its net settlements. The fixed and
variable rates on a swap can be changed without affecting the net settlement
if both are changed by the same amount.

If an entity does not meet hedge effectiveness criteria, the entity discontinues
hedge accounting from the last date on which compliance with hedge
effectiveness was demonstrated. However, if the entity identifies the event
or change in circumstances that caused the hedging relationship to fail the
effectiveness criteria, and demonstrates that the hedge was effective before
the event or change in circumstances occurred, the entity discontinues hedge
accounting from the date of the event or change in circumstances.

AGI156A. For the avoidance of doubt, the effects of replacing the original counterparty

AG157.

with a clearing counterparty and making the associated changes as described
in paragraphs 102(a)(ii) and 112(a)(ii) shall be reflected in the measurement of
the hedging instrument and therefore in the assessment of hedge effectiveness
and the measurement of hedge effectiveness.

Fair Value Hedge Accounting for a Portfolio Hedge of Interest Rate
Risk

For a fair value hedge of interest rate risk associated with a portfolio of
financial assets or financial liabilities, an entity would meet the requirements
of this Standard if it complies with the procedures set out in (a)—(i) and
paragraphs AG158—AG175 below.

(a)  As part of its risk management process the entity identifies a portfolio
of items whose interest rate risk it wishes to hedge. The portfolio may
comprise only assets, only liabilities or both assets and liabilities. The
entity may identify two or more portfolios, in which case it applies the
guidance below to each portfolio separately.
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The entity analyses the portfolio into repricing time periods based on
expected, rather than contractual, repricing dates. The analysis into
repricing time periods may be performed in various ways including
scheduling cash flows into the periods in which they are expected to
occur, or scheduling notional principal amounts into all periods until
repricing is expected to occur.

On the basis of this analysis, the entity decides the amount it wishes to
hedge. The entity designates as the hedged item an amount of assets or
liabilities (but not a net amount) from the identified portfolio equal to
the amount it wishes to designate as being hedged. This amount also
determines the percentage measure that is used for testing effectiveness
in accordance with paragraph AG169(b).

The entity designates the interest rate risk it is hedging. This risk could
be a portion of the interest rate risk in each of the items in the hedged
position, such as a benchmark interest rate (e.g., a swap rate).

The entity designates one or more hedging instruments for each
repricing time period.

Using the designations made in (c)—(e) above, the entity assesses at
inception and in subsequent periods, whether the hedge is expected to
be highly effective during the period for which the hedge is designated.

Periodically, the entity measures the change in the fair value of the
hedged item (as designated in (c)) that is attributable to the hedged
risk (as designated in (d)), on the basis of the expected repricing dates
determined in (b). Provided that the hedge is determined actually
to have been highly effective when assessed using the entity’s
documented method of assessing effectiveness, the entity recognizes
the change in fair value of the hedged item as a gain or loss in surplus
or deficit and in one of two line items in the statement of financial
position as described in paragraph 100. The change in fair value need
not be allocated to individual assets or liabilities.

The entity measures the change in fair value of the hedging instrument(s)
(as designated in (e)) and recognizes it as a gain or loss in surplus or
deficit. The fair value of the hedging instrument(s) is recognized as an
asset or liability in the statement of financial position.

Any ineffectiveness will be recognized in surplus or deficit as the
difference between the change in fair value referred to in (g) and that
referred to in (h) (effectiveness is measured using the same materiality
considerations as in other IPSASs).

This approach is described in more detail below. The approach shall be
applied only to a fair value hedge of the interest rate risk associated with a
portfolio of financial assets or financial liabilities.
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The portfolio identified in paragraph AG157(a) could contain assets and
liabilities. Alternatively, it could be a portfolio containing only assets, or
only liabilities. The portfolio is used to determine the amount of the assets
or liabilities the entity wishes to hedge. However, the portfolio is not itself
designated as the hedged item.

In applying paragraph AG157(b), the entity determines the expected
repricing date of an item as the earlier of the dates when that item is expected
to mature or to reprice to market rates. The expected repricing dates are
estimated at the inception of the hedge and throughout the term of the hedge,
based on historical experience and other available information, including
information and expectations regarding prepayment rates, interest rates and
the interaction between them. Entities that have no entity-specific experience
or insufficient experience use peer group experience for comparable financial
instruments. These estimates are reviewed periodically and updated in the
light of experience. In the case of a fixed rate item that is prepayable, the
expected repricing date is the date on which the item is expected to prepay
unless it reprices to market rates on an earlier date. For a group of similar
items, the analysis into time periods based on expected repricing dates may
take the form of allocating a percentage of the group, rather than individual
items, to each time period. An entity may apply other methodologies for such
allocation purposes. For example, it may use a prepayment rate multiplier for
allocating amortizing loans to time periods based on expected repricing dates.
However, the methodology for such an allocation shall be in accordance with
the entity’s risk management procedures and objectives.

As an example of the designation set out in paragraph AG157(c), if in a
particular repricing time period an entity estimates that it has fixed rate assets
of CU100 and fixed rate liabilities of CU80 and decides to hedge all of the
net position of CU20, it designates as the hedged item assets in the amount of
CU20 (a portion of the assets is designated as the Standard permits an entity
to designate any amount of the available qualifying assets or liabilities, i.e.,
in this example any amount of the assets between CUO and CU100). The
designation is expressed as an “amount of a currency” (e.g., an amount of
dollars, euro, pounds or rand) rather than as individual assets. It follows that
all of the assets (or liabilities) from which the hedged amount is drawn —i.e.,
all of the CU100 of assets in the above example — must be:

(a) Items whose fair value changes in response to changes in the interest
rate being hedged; and

(b) Items that could have qualified for fair value hedge accounting if they
had been designated as hedged individually. In particular, because
IPSAS 41 specifies that the fair value of a financial liability with a
demand feature (such as demand deposits and some types of time
deposits) is not less than the amount payable on demand, discounted
from the first date that the amount could be required to be paid, such an
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item cannot qualify for fair value hedge accounting for any time period
beyond the shortest period in which the holder can demand payment. In
the above example, the hedged position is an amount of assets. Hence,
such liabilities are not a part of the designated hedged item, but are used
by the entity to determine the amount of the asset that is designated as
being hedged. If the position the entity wished to hedge was an amount
of liabilities, the amount representing the designated hedged item must
be drawn from fixed rate liabilities other than liabilities that the entity
can be required to repay in an earlier time period, and the percentage
measure used for assessing hedge effectiveness in accordance with
paragraph AG169(b) would be calculated as a percentage of these
other liabilities. For example, assume that an entity estimates that in a
particular repricing time period it has fixed rate liabilities of CU100,
comprising CU40 of demand deposits and CU60 of liabilities with no
demand feature, and CU70 of fixed rate assets. If the entity decides
to hedge all of the net position of CU30, it designates as the hedged
item liabilities of CU30 or 50 percent (CU30 / (CU100 - CU40) = 50
percent) of the liabilities with no demand feature.

AG162. The entity also complies with the other designation and documentation
requirements set out in paragraph 98(a). For a portfolio hedge of interest rate
risk, this designation and documentation specifies the entity’s policy for all
of the variables that are used to identify the amount that is hedged and how
effectiveness is measured, including the following:

(a)

(b)

©
(d)

(e)

®

Which assets and liabilities are to be included in the portfolio hedge
and the basis to be used for removing them from the portfolio.

How the entity estimates repricing dates, including what interest rate
assumptions underlie estimates of prepayment rates and the basis for
changing those estimates. The same method is used for both the initial
estimates made at the time an asset or liability is included in the hedged
portfolio and for any later revisions to those estimates.

The number and duration of repricing time periods.

How often the entity will test effectiveness and which of the two
methods in paragraph AG169 it will use.

The methodology used by the entity to determine the amount of assets
or liabilities that are designated as the hedged item and, accordingly,
the percentage measure used when the entity tests effectiveness using
the method described in paragraph AG169(b).

When the entity tests effectiveness using the method described in
paragraph AG169(b), whether the entity will test effectiveness for each
repricing time period individually, for all time periods in aggregate, or
by using some combination of the two.
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Thepolicies specified in designating and documenting the hedging relationship
shall be in accordance with the entity’s risk management procedures and
objectives. Changes in policies shall not be made arbitrarily. They shall be
justified on the basis of changes in market conditions and other factors and
be founded on and consistent with the entity’s risk management procedures
and objectives.

The hedging instrument referred to in paragraph AG157(e) may be a single
derivative or a portfolio of derivatives all of which contain exposure to the
hedged interest rate risk designated in paragraph AG157(d). Such a portfolio
of derivatives may contain offsetting risk positions. However, it may not
include written options or net written options, because paragraph 86 of the
Standard and paragraph AG127 do not permit such options to be designated
as hedging instruments (except when a written option is designated as an
offset to a purchased option). If the hedging instrument hedges the amount
designated in paragraph AG157(c) for more than one repricing time period,
it is allocated to all of the time periods that it hedges. However, the whole
of the hedging instrument must be allocated to those repricing time periods
because paragraph 84 of the Standard does not permit a hedging relationship
to be designated for only a portion of the time period during which a hedging
instrument remains outstanding.

When the entity measures the change in the fair value of a prepayable item
in accordance with paragraph AG157(g), a change in interest rates affects
the fair value of the prepayable item in two ways: it affects the fair value of
the contractual cash flows and the fair value of the prepayment option that
is contained in a prepayable item. Paragraph 90 of the Standard permits an
entity to designate a portion of a financial asset or financial liability, sharing
a common risk exposure, as the hedged item, provided effectiveness can be
measured. For prepayable items, paragraph 91 permits this to be achieved
by designating the hedged item in terms of the change in the fair value
that is attributable to changes in the designated interest rate on the basis of
expected, rather than contractual, repricing dates. However, the effect that
changes in the hedged interest rate have on those expected repricing dates
shall be included when determining the change in the fair value of the hedged
item. Consequently, if the expected repricing dates are revised (e.g., to reflect
a change in expected prepayments), or if actual repricing dates differ from
those expected, ineffectiveness will arise as described in paragraph AG169.
Conversely, changes in expected repricing dates that (a) clearly arise from
factors other than changes in the hedged interest rate, (b) are uncorrelated
with changes in the hedged interest rate, and (c) can be reliably separated
from changes that are attributable to the hedged interest rate (e.g., changes
in prepayment rates clearly arising from a change in demographic factors
or tax regulations rather than changes in interest rate) are excluded when
determining the change in the fair value of the hedged item, because they
are not attributable to the hedged risk. If there is uncertainty about the factor
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that gave rise to the change in expected repricing dates or the entity is not
able to separate reliably the changes that arise from the hedged interest rate
from those that arise from other factors, the change is assumed to arise from
changes in the hedged interest rate.

The Standard does not specify the techniques used to determine the amount
referred to in paragraph AG157(g), namely the change in the fair value of
the hedged item that is attributable to the hedged risk. If statistical or other
estimation techniques are used for such measurement, management must
expect the result to approximate closely that which would have been obtained
from measurement of all the individual assets or liabilities that constitute the
hedged item. It is not appropriate to assume that changes in the fair value of
the hedged item equal changes in the value of the hedging instrument.

Paragraph 100 requires that if the hedged item for a particular repricing
time period is an asset, the change in its value is presented in a separate line
item within assets. Conversely, if the hedged item for a particular repricing
time period is a liability, the change in its value is presented in a separate
line item within liabilities. These are the separate line items referred to in
paragraph AG157(g). Specific allocation to individual assets (or liabilities)
is not required.

Paragraph AG157(i) notes that ineffectiveness arises to the extent that the
change in the fair value of the hedged item that is attributable to the hedged
risk differs from the change in the fair value of the hedging derivative. Such
a difference may arise for a number of reasons, including:

(a)  Actual repricing dates being different from those expected, or expected
repricing dates being revised;

(b) Itemsinthehedged portfolio becoming impaired or being derecognized,

(¢) The payment dates of the hedging instrument and the hedged item
being different; and

(d) Other causes (e.g., when a few of the hedged items bear interest at
a rate below the benchmark rate for which they are designated as
being hedged, and the resulting ineffectiveness is not so great that the
portfolio as a whole fails to qualify for hedge accounting).

Such ineffectiveness (applying the same materiality considerations in other
IPSASSs) shall be identified and recognized in surplus or deficit.

Generally, the effectiveness of the hedge will be improved:

(a)  If the entity schedules items with different prepayment characteristics
in a way that takes account of the differences in prepayment behavior.

(b)  When the number of items in the portfolio is larger. When only a few
items are contained in the portfolio, relatively high ineffectiveness
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is likely if one of the items prepays earlier or later than expected.
Conversely, when the portfolio contains many items, the prepayment
behavior can be predicted more accurately.

When the repricing time periods used are narrower (e.g., 1-month as
opposed to 3-month repricing time periods). Narrower repricing time
periods reduce the effect of any mismatch between the repricing and
payment dates (within the repricing time period) of the hedged item
and those of the hedging instrument.

The greater the frequency with which the amount of the hedging
instrument is adjusted to reflect changes in the hedged item (e.g.,
because of changes in prepayment expectations).

AG169. An entity tests effectiveness periodically. If estimates of repricing dates
change between one date on which an entity assesses effectiveness and the
next, it shall calculate the amount of effectiveness either:

AGI170.

(a)

(b)

As the difference between the change in the fair value of the hedging
instrument (see paragraph AG157(h)) and the change in the value of
the entire hedged item that is attributable to changes in the hedged
interest rate (including the effect that changes in the hedged interest
rate have on the fair value of any embedded prepayment option); or

Using the following approximation. The entity:

(i)  Calculates the percentage of the assets (or liabilities) in each
repricing time period that was hedged, on the basis of the
estimated repricing dates at the last date it tested effectiveness.

(i)  Applies this percentage to its revised estimate of the amount in
that repricing time period to calculate the amount of the hedged
item based on its revised estimate.

(i)  Calculates the change in the fair value of its revised estimate
of the hedged item that is attributable to the hedged risk and
presents it as set out in paragraph AG157(g).

(iv)  Recognizes ineffectiveness equal to the difference between the
amount determined in (iii) and the change in the fair value of
the hedging instrument (see paragraph AG157(h)).

When measuring effectiveness, the entity distinguishes revisions to
the estimated repricing dates of existing assets (or liabilities) from the
origination of new assets (or liabilities), with only the former giving rise to
ineffectiveness. All revisions to estimated repricing dates (other than those
excluded in accordance with paragraph AG164), including any reallocation
of existing items between time periods, are included when revising the
estimated amount in a time period in accordance with paragraph AG169(b)
(i1) and hence when measuring effectiveness. Once ineffectiveness has been
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recognized as set out above, the entity establishes a new estimate of the total
assets (or liabilities) in each repricing time period, including new assets (or
liabilities) that have been originated since it last tested effectiveness, and
designates a new amount as the hedged item and a new percentage as the
hedged percentage. The procedures set out in paragraph AG169(b) are then
repeated at the next date it tests effectiveness.

Items that were originally scheduled into a repricing time period may be
derecognized because of earlier than expected prepayment or write-offs
caused by impairment or sale. When this occurs, the amount of change in fair
value included in the separate line item referred to in paragraph AG157(g)
that relates to the derecognized item shall be removed from the statement of
financial position, and included in the gain or loss that arises on derecognition
of the item. For this purpose, it is necessary to know the repricing time
period(s) into which the derecognized item was scheduled, because this
determines the repricing time period(s) from which to remove it and hence
the amount to remove from the separate line item referred to in paragraph
AG157(g). When an item is derecognized, if it can be determined in which
time period it was included, it is removed from that time period. If not, it
is removed from the earliest time period if the derecognition resulted from
higher than expected prepayments, or allocated to all time periods containing
the derecognized item on a systematic and rational basis if the item was sold
or became impaired.

In addition, any amount relating to a particular time period that has not been
derecognized when the time period expires is recognized in surplus or deficit
at that time (see paragraph 100). For example, assume an entity schedules
items into three repricing time periods. At the previous redesignation, the
change in fair value reported in the single line item in the statement of
financial position was an asset of CU25. That amount represents amounts
attributable to periods 1, 2 and 3 of CU7, CU8 and CU10, respectively. At
the next redesignation, the assets attributable to period 1 have been either
realized or rescheduled into other periods. Therefore, CU7 is derecognized
from the statement of financial position and recognized in surplus or deficit.
CUS8 and CU10 are now attributable to periods 1 and 2, respectively. These
remaining periods are then adjusted, as necessary, for changes in fair value as
described in paragraph AG157(g).

As an illustration of the requirements of the previous two paragraphs, assume
that an entity scheduled assets by allocating a percentage of the portfolio into
each repricing time period. Assume also that it scheduled CU100 into each of
the first two time periods. When the first repricing time period expires, CU110
of assets are derecognized because of expected and unexpected repayments.
In this case, all of the amount contained in the separate line item referred to
in paragraph AG157(g) that relates to the first time period is removed from
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the statement of financial position, plus 10 percent of the amount that relates
to the second time period.

If the hedged amount for a repricing time period is reduced without the related
assets (or liabilities) being derecognized, the amount included in the separate
line item referred to in paragraph AG157(g) that relates to the reduction shall
be amortized in accordance with paragraph 104.

An entity may wish to apply the approach set out in paragraphs AG157—
AG174 to a portfolio hedge that had previously been accounted for as a cash
flow hedge in accordance with IPSAS 29. Such an entity would revoke the
previous designation of a cash flow hedge in accordance with paragraph
112(d), and apply the requirements set out in that paragraph. It would also
redesignate the hedge as a fair value hedge and apply the approach set out in
paragraphs AG157-AG174 prospectively to subsequent accounting periods.
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Appendix B

Reassessment of Embedded Derivatives

B1-B7. [Deleted]
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Appendix C

Hedges of a Net Investment in a Foreign Operation

This Appendix is an integral part of IPSAS 29.

Introduction

Cl.

C2.

C3.

C4.

Cs.

Many reporting entities have investments in foreign operations (as defined in
IPSAS 4, paragraph 10). Such foreign operations may be controlled entities,
associates, joint ventures or branches. IPSAS 4 requires an entity to determine
the functional currency of each of its foreign operations as the currency of the
primary economic environment of that operation. When translating the results
and financial position of a foreign operation into a presentation currency, the
entity is required to recognize foreign exchange differences directly in net
assets/equity until it disposes of the foreign operation.

Hedge accounting of the foreign currency risk arising from a net investment
in a foreign operation will apply only when the net assets of that foreign
operation are included in the financial statements. This will be the case for
consolidated financial statements, financial statements in which investments
such as associates or joint venters are accounted for using the equity method
and financial statements that include a branch or joint operations as defined
in IPSAS 37. The item being hedged with respect to the foreign currency risk
arising from the net investment in a foreign operation may be an amount of
net assets equal to or less than the carrying amount of the net assets of the
foreign operation.

IPSAS 29 requires the designation of an eligible hedged item and eligible
hedging instruments in a hedge accounting relationship. If there is a
designated hedging relationship, in the case of a net investment hedge, the
gain or loss on the hedging instrument that is determined to be an effective
hedge of the net investment is recognized directly in net assets/equity and is
included with the foreign exchange differences arising on translation of the
results and financial position of the foreign operation.

This appendix applies to an entity that hedges the foreign currency risk arising
from its net investments in foreign operations and wishes to qualify for hedge
accounting in accordance with IPSAS 29. It should not be applied by analogy
to other types of hedge accounting. This appendix refers to such an entity
as a controlling entity and to the financial statements in which the net assets
of foreign operations are included as consolidated financial statements. All
references to a controlling entity apply equally to an entity that has a net
investment in a foreign operation that is a joint venture, an associate or a
branch.

This appendix provides guidance on:
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Identifying the foreign currency risks that qualify as a hedged risk in
the hedge of a net investment in a foreign operation, given that an
entity with many foreign operations may be exposed to a number of
foreign currency risks. It specifically addresses:

(@)

(i)

Whether the controlling entity may designate as a hedged risk
only the foreign exchange differences arising from a difference
between the functional currencies of the controlling entity and
its foreign operation, or whether it may also designate as the
hedged risk the foreign exchange differences arising from the
difference between the presentation currency of the controlling
entity’s consolidated financial statements and the functional
currency of the foreign operation; and

If the controlling entity holds the foreign operation indirectly,
whether the hedged risk may include only the foreign exchange
differences arising from differences in functional currencies
between the foreign operation and its immediate controlling
entity, or whether the hedged risk may also include any foreign
exchange differences between the functional currency of the
foreign operation and any intermediate or ultimate controlling
entity (i.e., whether the fact that the net investment in the
foreign operation is held through an intermediate controlling
entity affects the economic risk to the ultimate controlling
entity).

Where in an economic entity the hedging instrument can be held. It
specifically addresses:

(@)

(i)

IPSAS 29 allows an entity to designate either a derivative or
a non-derivative financial instrument (or a combination of
derivative and non-derivative financial instruments) as hedging
instruments for foreign currency risk. This appendix addresses
whether the nature of the hedging instrument (derivative or
non-derivative) or the method of consolidation affects the
assessment of hedge effectiveness.

This appendix also addresses where, within an economic entity,
hedging instruments that are hedges of a net investment in a
foreign operation can be held to qualify for hedge accounting
i.e., whether a qualifying hedge accounting relationship can be
established only if the entity hedging its net investment is a
party to the hedging instrument or whether any entity within
the economic entity, regardless of its functional currency, can
hold the hedging instrument.

How an entity should determine what amount of the gain or loss
recognized in net assets/equity should be recognized directly in

1079 IPSAS 29 APPENDIX C



FINANCIAL INSTRUMENTS: RECOGNITION AND MEASUREMENT

surplus or deficit for both the hedging instrument and the hedged item
as IPSAS 4 and IPSAS 29 require cumulative amounts recognized
directly in net assets/equity relating to both the foreign exchange
differences arising on translation of the results and financial position
of the foreign operation and the gain or loss on the hedging instrument
that is determined to be an effective hedge of the net investment to be
recognized directly when the controlling entity disposes of the foreign
operation. It specifically addresses:

(i)  When a foreign operation that was hedged is disposed of,
what amounts from the controlling entity’s foreign currency
translation reserve in respect of the hedging instrument and of
that foreign operation should be recognized in surplus or deficit
in the controlling entity’s consolidated financial statements;
and

(ii))  Whether the method of consolidation affects the determination
of the amounts to be recognized in surplus or deficit.

Application of IPSAS 29 to Hedges of a Net Investment in a Foreign Operation

Nature of the Hedged Risk and Amount of the Hedged Item for which a Hedging
Relationship may be Designated

C6.

C7.

C8.

Hedge accounting may be applied only to the foreign exchange differences
arising between the functional currency of the foreign operation and the
controlling entity’s functional currency.

In a hedge of the foreign currency risks arising from a net investment in a
foreign operation, the hedged item can be an amount of net assets equal to
or less than the carrying amount of the net assets of the foreign operation in
the consolidated financial statements of the controlling entity. The carrying
amount of the net assets of a foreign operation that may be designated as
the hedged item in the consolidated financial statements of a controlling
entity depends on whether any lower level controlling entity of the foreign
operation has applied hedge accounting for all or part of the net assets of that
foreign operation and that accounting has been maintained in the controlling
entity’s consolidated financial statements.

The hedged risk may be designated as the foreign currency exposure arising
between the functional currency of the foreign operation and the functional
currency of any controlling entity (the immediate, intermediate or ultimate
controlling entity) of that foreign operation. The fact that the net investment
is held through an intermediate controlling entity does not affect the nature of
the economic risk arising from the foreign currency exposure to the ultimate
controlling entity.
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An exposure to foreign currency risk arising from a net investment in a foreign
operation may qualify for hedge accounting only once in the consolidated
financial statements. Therefore, if the same net assets of a foreign operation
are hedged by more than one controlling entity within the economic entity
(e.g., both a direct and an indirect controlling entity) for the same risk, only
one hedging relationship will qualify for hedge accounting in the consolidated
financial statements of the ultimate controlling entity. A hedging relationship
designated by one controlling entity in its consolidated financial statements
need not be maintained by another higher level controlling entity. However,
if it is not maintained by the higher level controlling entity, the hedge
accounting applied by the lower level controlling entity must be reversed
before the higher level controlling entity’s hedge accounting is recognized.

Where the Hedging Instrument can be Held

C10.

CI11.

A derivative or a non-derivative instrument (or a combination of derivative
and non-derivative instruments) may be designated as a hedging instrument in
a hedge of a net investment in a foreign operation. The hedging instrument(s)
may be held by any entity or entities within the economic entity (except the
foreign operation that itself is being hedged), as long as the designation,
documentation and effectiveness requirements of IPSAS 29 paragraph 98
that relate to a net investment hedge are satisfied. In particular, the hedging
strategy of the economic entity-should be clearly documented because of the
possibility of different designations at different levels of the economic entity.

For the purpose of assessing effectiveness, the change in value of the hedging
instrument in respect of foreign exchange risk is computed by reference to
the functional currency of the controlling entity against whose functional
currency the hedged risk is measured, in accordance with the hedge
accounting documentation. Depending on where the hedging instrument is
held, in the absence of hedge accounting the total change in value might
be recognized in surplus or deficit, directly in net assets/equity, or both.
However, the assessment of effectiveness is not affected by whether the
change in value of the hedging instrument is recognized in surplus or deficit
or directly in net assets/equity. As part of the application of hedge accounting,
the total effective portion of the change is included directly in net assets/
equity. The assessment of effectiveness is not affected by whether the hedging
instrument is a derivative or a non-derivative instrument or by the method of
consolidation.

Disposal of a Hedged Foreign Operation

C12.

When a foreign operation that was hedged is disposed of, the amount
reclassified to surplus or deficit from the foreign currency translation reserve
in the consolidated financial statements of the controlling entity in respect of
the hedging instrument is the amount that IPSAS 29 paragraph 113 requires
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to be identified. That amount is the cumulative gain or loss on the hedging
instrument that was determined to be an effective hedge.

The amount recognized in surplus or deficit upon transfer from the foreign
currency translation reserve in the consolidated financial statements of a
controlling entity in respect of the net investment in that foreign operation
in accordance with IPSAS 4 paragraph 57 is the amount included in that
controlling entity’s foreign currency translation reserve in respect of that
foreign operation. In the ultimate controlling entity’s consolidated financial
statements, the aggregate net amount recognized in the foreign currency
translation reserve in respect of all foreign operations is not affected by the
consolidation method. However, whether the ultimate controlling entity uses
the direct or the step-by-step method of consolidation, this may affect the
amount included in its foreign currency translation reserve in respect of an
individual foreign operation.

The direct method is the method of consolidation in which the financial
statements of the foreign operation are translated directly into the functional
currency of the ultimate controlling entity. The step-by-step method is the
method of consolidation in which the financial statements of the foreign
operation are first translated into the functional currency of any intermediate
controlling entity(ies) and then translated into the functional currency of the
ultimate controlling entity (or the presentation currency if different).

The use of the step-by-step method of consolidation may result in a different
amount being recognized in surplus or deficit from that used to determine
hedge effectiveness. This difference may be eliminated by determining
the amount relating to that foreign operation that would have arisen if the
direct method of consolidation had been used. Making this adjustment is not
required by IPSAS 4. However, it is an accounting policy choice that should
be followed consistently for all net investments.

Example

Cl6.

The following example illustrates the application of the preceding paragraphs
using the entity structure illustrated below. In all cases the hedging
relationships described would be tested for effectiveness in accordance with
IPSAS 29, although this testing is not discussed. Controlling Entity D, being
the ultimate controlling entity, presents its consolidated financial statements
in its functional currency of euro (EUR). Each of the controlled entities i.¢.,
Controlled Entity A, Controlled Entity B and Controlled Entity C, is wholly
owned. Controlling Entity D £500 million net investment in Controlled
Entity B (functional currency pounds sterling (GBP)) includes the £159
million equivalent of Controlled Entity B’s US$300 million net investment in
Controlled Entity C (functional currency US dollars (USD)). In other words,
Controlled Entity B’s net assets other than its investment in Controlled Entity
C are £341 million.
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Controlling Entity D
Functional currency EUR

JPY400,000 million GBP500 million
Controlled Entity A Controlled Entity B
Functional currency JPY Functional currency GBP
USD300 million

(GBP159 million
equivalent
v )

Controlled Entity C
Functional currency USD

Nature of Hedged Risk for which a Hedging Relationship may be Designated
(paragraphs C6—C9)

C17.

Controlling Entity D can hedge its net investment in each of Controlled
Entities A, B and C for the foreign exchange risk between their respective
functional currencies (Japanese yen (JPY), pounds sterling and US dollars)
and euro. In addition, Controlled Entity D can hedge the USD/GBP foreign
exchange risk between the functional currencies of Controlled Entity B and
Controlled Entity C. In its consolidated financial statements, Controlled
Entity B can hedge its net investment in Controlled Entity C for the foreign
exchange risk between their functional currencies of US dollars and pounds
sterling. In the following examples the designated risk is the spot foreign
exchange risk because the hedging instruments are not derivatives. If the
hedging instruments were forward contracts, Controlling Entity D could
designate the forward foreign exchange risk.

Amount of Hedged item for which a Hedging Relationship may be Designated
(paragraphs C6—C9)

Cl18.

CI19.

Controlling Entity D wishes to hedge the foreign exchange risk from its net
investment in Controlled Entity C. Assume that Controlled Entity A has an
external borrowing of US$300 million. The net assets of Controlled Entity
A at the start of the reporting period are ¥400,000 million including the
proceeds of the external borrowing of US$300 million.

The hedged item can be an amount of net assets equal to or less than the
carrying amount of Controlling Entity D’s net investment in Controlled
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Entity C (US$300 million) in its consolidated financial statements. In its
consolidated financial statements Controlling Entity D can designate the
US$300 million external borrowing in Controlled Entity A as a hedge of the
EUR/USD spot foreign exchange risk associated with its net investment in the
US$300 million net assets of Controlled Entity C. In this case, both the EUR/
USD foreign exchange difference on the US$300 million external borrowing
in Controlled Entity A and the EUR/USD foreign exchange difference on the
US$300 million net investment in Controlled Entity C are included in the
foreign currency translation reserve in Controlling Entity D’s consolidated
financial statements after the application of hedge accounting.

In the absence of hedge accounting, the total USD/EUR foreign exchange
difference on the US$300 million external borrowing in Controlled Entity
A would be recognized in Controlling Entity D’s consolidated financial
statements as follows:

e USD/JPY spot foreign exchange rate change, translated to euro, in
surplus or deficit; and

e JPY/EUR spot foreign exchange rate change directly in net assets/
equity.

Instead of the designation in paragraph C19, in its consolidated financial
statements Controlling Entity D can designate the US$300 million external
borrowing in Controlled Entity A as a hedge of the GBP/USD spot foreign
exchange risk between Controlled Entity C and Controlled Entity B. In this
case, the total USD/EUR foreign exchange difference on the US$300 million
external borrowing in Entity A would instead be recognized in Controlled
Entity D’s consolidated financial statements as follows:

e  The GBP/USD spot foreign exchange rate change in the foreign currency
translation reserve relating to Controlled Entity C;

e  GBP/IPY spot foreign exchange rate change, translated to euro, in
surplus or deficit; and

e JPY/EUR spot foreign exchange rate change directly in net assets/
equity.

Controlling Entity D cannot designate the US$300 million external
borrowing in Controlled Entity A as a hedge of both the EUR/USD spot
foreign exchange risk and the GBP/USD spot foreign exchange risk in its
consolidated financial statements. A single hedging instrument can hedge
the same designated risk only once. Controlled Entity B cannot apply hedge
accounting in its consolidated financial statements because the hedging
instrument is held outside the economic entity comprising Controlled Entity
B and Controlled Entity C.
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Where in an Economic Entity can the Hedging Instrument be Held (paragraphs C10
and C11)?

C22.

As noted in paragraph C20, the total change in value in respect of foreign
exchange risk of the US$300 million external borrowing in Controlled
Entity A would be recorded in both surplus or deficit (USD/JPY spot risk)
and directly in net assets/equity (EUR/JPY spot risk) in Controlling Entity
D’s consolidated financial statements in the absence of hedge accounting.
Both amounts are included for the purpose of assessing the effectiveness
of the hedge designated in paragraph C19 because the change in value of
both the hedging instrument and the hedged item are computed by reference
to the euro functional currency of Controlling Entity D against the US dollar
functional currency of Controlled Entity C, in accordance with the hedge
documentation. The method of consolidation (i.e., direct method or step-by-
step method) does not affect the assessment of the effectiveness of the hedge.

Amounts Recognized in Surplus or Deficit on Disposal of a Foreign Operation
(paragraphs C12 and C13)

C23.

When Controlled Entity C is disposed of, the amounts are recognized in
surplus or deficit in Controlling Entity D’s consolidated financial statements
upon transfer from its foreign currency translation reserve (FCTR) are:

(a) In respect of the US$300 million external borrowing of Controlled
Entity A, the amount that IPSAS 29 requires to be identified, i.e.,
the total change in value in respect of foreign exchange risk that was
recognized directly in net assets/equity as the effective portion of the
hedge; and

(b)  In respect of the US$300 million net investment in Controlled Entity
C, the amount determined by the entity’s consolidation method.
If Controlling Entity D uses the direct method, its FCTR in respect
of Controlled Entity C will be determined directly by the EUR/
USD foreign exchange rate. If Controlling Entity D uses the step-
by-step method, its FCTR in respect of Controlled Entity C will be
determined by the FCTR recognized by Controlled Entity B reflecting
the GBP/USD foreign exchange rate, translated to Controlling Entity
D’s functional currency using the EUR/GBP foreign exchange rate.
Controlling Entity D’s use of the step-by-step method of consolidation
in prior periods does not require it to or preclude it from determining
the amount of FCTR to be recognized in surplus or deficit when it
disposes of Controlled Entity C to be the amount that it would have
recognized if it had always used the direct method, depending on its
accounting policy.
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Hedging More Than One Foreign Operation (paragraphs C7, C9, and C11)

C24.

C25.

C26.

The following examples illustrate that in the consolidated financial
statements of Controlling Entity D, the risk that can be hedged is always the
risk between its functional currency (euro) and the functional currencies of
Controlled Entities B and C. No matter how the hedges are designated, the
maximum amounts that can be effective hedges to be included in the foreign
currency translation reserve in Controlling Entity D’s consolidated financial
statements when both foreign operations are hedged are US$300 million
for EUR/USD risk and £341 million for EUR/GBP risk. Other changes in
value due to changes in foreign exchange rates are included in Controlling
Entity D’s consolidated surplus or deficit. Of course, it would be possible for
Controlling Entity D to designate US$300 million only for changes in the
USD/GBP spot foreign exchange rate or £500 million only for changes in the
GBP/EUR spot foreign exchange rate.

Entity D Holds Both USD and GBP Hedging Instruments

Controlling Entity D may wish to hedge the foreign exchange risk in relation
to its net investment in Controlled Entity B as well as that in relation to
Controlled Entity C. Assume that Controlling Entity D holds suitable
hedging instruments denominated in US dollars and pounds sterling that
it could designate as hedges of its net investments in Controlled Entity B
and Controlled Entity C. The designations Controlling Entity D can make
in its consolidated financial statements include, but are not limited to, the
following:

(a) US$300 million hedging instrument designated as a hedge of the
US$300 million of net investment in Controlled Entity C with the
risk being the spot foreign exchange exposure (EUR/USD) between
Controlling Entity D and Controlled Entity C and up to £341 million
hedging instrument designated as a hedge of £341 million of the net
investment in Controlled Entity B with the risk being the spot foreign
exchange exposure (EUR/GBP) between Controlling Entity D and
Controlled Entity B.

(b) US$300 million hedging instrument designated as a hedge of the
US$300 million of net investment in Controlled Entity C with the
risk being the spot foreign exchange exposure (GBP/USD) between
Controlled Entity B and Controlled Entity C and up to £500 million
hedging instrument designated as a hedge of £500 million of the net
investment in Controlled Entity B with the risk being the spot foreign
exchange exposure (EUR/GBP) between Controlling Entity D and
Controlled Entity B.

The EUR/USD risk from Controlling Entity D’s net investment in Controlled
Entity C is a different risk from the EUR/GBP risk from Controlling Entity
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D’s net investment in Controlled Entity B. However, in the case described in
paragraph C25(a), by its designation of the USD hedging instrument it holds,
Controlling Entity D has already fully hedged the EUR/USD risk from its net
investment in Controlled Entity C. If Controlling Entity D also designated
a GBP instrument it holds as a hedge of its £500 million net investment in
Controlled Entity B, £159 million of that net investment, representing the
GBP equivalent of its USD net investment in Controlled Entity C, would
be hedged twice for GBP/EUR risk in Controlling Entity D’s consolidated
financial statements.

In the case described in paragraph C25(b), if Controlling Entity D designates
the hedged risk as the spot foreign exchange exposure (GBP/USD) between
Controlled Entity B and Controlled Entity C, only the GBP/USD part of the
change in the value of its US$300 million hedging instrument is included
in Controlling Entity D’s foreign currency translation reserve relating
to Controlled Entity C. The remainder of the change (equivalent to the
GBP/EUR change on £159 million) is included in Controlling Entity D’s
consolidated surplus or deficit, as in paragraph C20. Because the designation
of the USD/GBP risk between Controlled entities B and C does not include
the GBP/EUR risk, Controlled Entity D is also able to designate up to £500
million of its net investment in Controlled Entity B with the risk being the
spot foreign exchange exposure (GBP/EUR) between Controlling Entity D
and Controlled Entity B.

Entity B Holds the USD Hedging Instrument

Assume that Controlled Entity B holds US$300 million of external debt, the
proceeds of which were transferred to Controlling Entity D by an inter-entity
loan denominated in pounds sterling. Because both its assets and liabilities
increased by £159 million, Controlled Entity B’s net assets are unchanged.
Controlled Entity B could designate the external debt as a hedge of the GBP/
USD risk of its net investment in Controlled Entity C in its consolidated
financial statements. Controlling Entity D could maintain Controlled Entity
B’s designation of that hedging instrument as a hedge of its US$300 million
net investment in Controlled Entity C for the GBP/USD risk (see paragraph
C9) and Controlling Entity D could designate the GBP hedging instrument it
holds as a hedge of its entire £500 million net investment in Controlled Entity
B. The first hedge, designated by Controlled Entity B, would be assessed by
reference to Controlled Entity B’s functional currency (pounds sterling) and
the second hedge, designated by Controlling Entity D, would be assessed
by reference to Controlling Entity D’s functional currency (euro). In this
case, only the GBP/USD risk from Controlling Entity D’s net investment in
Controlled Entity C has been hedged in Controlling Entity D’s consolidated
financial statements by the USD hedging instrument, not the entire EUR/
USD risk. Therefore, the entire EUR/GBP risk from Controlling Entity D’s
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£500 million net investment in Controlled Entity B may be hedged in the
consolidated financial statements of Controlling Entity D.

However, the accounting for Controlled Entity D’s £159 million loan payable
to Controlled Entity B must also be considered. If Controlling Entity D’s loan
payable is not considered part of its net investment in Controlled Entity B
because it does not satisfy the conditions in IPSAS 4 paragraph 18, the GBP/
EUR foreign exchange difference arising on translating it would be included
in Controlling Entity D’s consolidated surplus or deficit. If the £159 million
loan payable to Controlled Entity B is considered part of Controlling Entity
D’s net investment, that net investment would be only £341 million and the
amount Controlling Entity D could designate as the hedged item for GBP/
EUR risk would be reduced from £500 million to £341 million accordingly.

If Controlling Entity D reversed the hedging relationship designated by
Controlled Entity B, Controlling Entity D could designate the US$300
million external borrowing held by Controlled Entity B as a hedge of its
US$300 million net investment in Controlled Entity C for the EUR/USD
risk and designate the GBP hedging instrument it holds itself as a hedge of
only up to £341 million of the net investment in Controlled Entity B. In this
case the effectiveness of both hedges would be computed by reference to
Controlling Entity D’s functional currency (euro). Consequently, both the
USD/GBP change in value of the external borrowing held by Controlled
Entity B and the GBP/EUR change in value of Controlling Entity D’s loan
payable to Controlled Entity B (equivalent to USD/EUR in total) would be
included in the foreign currency translation reserve in Controlling Entity D’s
consolidated financial statements. Because Controlling Entity D has already
fully hedged the EUR/USD risk from its net investment in Controlled Entity
C, it can hedge only up to £341 million for the EUR/GBP risk of its net
investment in Controlled Entity B.
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Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, IPSAS 29.

Introduction

BCl.

BC2.

BC3.

BCA4.

This Basis for Conclusions summarizes the IPSASB’s considerations in
reaching the conclusions in IPSAS 29, Financial Instruments: Recognition
and Measurement. As this Standard is based on IAS 39, Financial
Instruments: Recognition and Measurement issued by the IASB, the Basis
for Conclusions outlines only those areas where IPSAS 29 departs from the
main requirements of IAS 39.

This project on financial instruments forms part of the IPSASB’s convergence
program which aims to converge IPSASs with IFRSs. The IPSASB
acknowledges that there are other aspects of financial instruments, insofar
as they relate to the public sector, which are not addressed in IAS 39. These
will be addressed by future projects of the IPSASB. In particular, the IPSASB
acknowledges that future projects are required to address:

e  (Certain transactions undertaken by central banks; and

e Receivables and payables that arise from arrangements that are, in
substance, similar to, and have the same economic effect as, financial
instruments, but are not contractual in nature.

In developing this Standard, the IPSASB agreed to retain the existing text
of TAS 39 wherever consistent with existing IPSASs, and deal with certain
public sector specific issues through additional application guidance.

In September 2007, the IASB issued amendments to IAS 1, Presentation
of Financial Statements which introduced “comprehensive income” into the
presentation of financial statements. As the IPSASB has not yet considered
comprehensive income, along with some of the other amendments proposed
in IAS 1, those amendments have not been included in IPSAS 29. The text
of IAS 39 as published at December 31, 2008, including certain amendments
made by the IASB to IAS 39 in April 2009 as part of its improvements project,
have been included in the text of IPSAS 29. The IPSASB acknowledged that
IFRS 9, Financial Instruments was issued in November 2009. The IPSASB
also recognized that the IASB plans further significant modifications to IAS
39. The IPSASB therefore decided to consider any modifications to IASB
requirements for financial instruments as part of a future project.'

In January 2015 the IPSASB introduced the concept of investment entities in IPSAS 35 and required
investment entities, as defined in that Standard, to measure their investments in controlled entities,
other than those providing investment-related services or activities, at fair value through surplus or
deficit.
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Assets and liabilities may arise out of contractual non-exchange revenue
transactions. The initial recognition and measurement of assets and liabilities
arising out of non-exchange revenue transactions is addressed in IPSAS 23,
Revenue from Non-Exchange Transactions (Taxes and Transfers). IPSAS 23
does not provide requirements and guidance for the subsequent measurement
or derecognition of these assets and liabilities. The IPSASB considered the
interaction between this Standard and IPSAS 23 for assets and liabilities that
arise out of non-exchange revenue transactions that meet the definition of
financial assets and financial liabilities.

The IPSASB agreed that where an asset acquired in a non-exchange
transaction is a financial asset, an entity:

e Initially recognizes the asset using IPSAS 23; and

e Initially measures the asset using IPSAS 23 and, considers the
requirements in this Standard to determine the appropriate treatment for
any transaction costs incurred to acquire the asset.

As IPSAS 23 does not prescribe subsequent measurement or derecognition
requirements for assets acquired in a non-exchange transaction, this Standard
is applied to those assets if they are financial assets.

For liabilities, the IPSASB agreed that liabilities arising from conditions
imposed on a transfer of resources in accordance with IPSAS 23 are initially
recognized and initially measured using that IPSAS, as these liabilities
usually do not meet the definition of a financial liability at initial recognition
(see IPSAS 28). After initial recognition, if circumstances indicate that the
liability is a financial liability, an entity assesses if the liability recognized in
accordance with IPSAS 23 should be derecognized and a financial liability
recognized in accordance with this Standard.

The IPSASB agreed that other liabilities that arise from non-exchange revenue
transactions, for example, the return of resources based on a restriction on
the use of an asset, are recognized and measured in accordance with this
Standard if they meet the definition of a financial liability.

Initial Measurement

BC9.

The IPSASB acknowledged that there is an interaction between IPSAS 23
and this Standard for assets acquired through a non-exchange transaction that
also meet the definition of a financial asset. IPSAS 23 requires that assets
acquired in a non-exchange revenue transaction are measured initially at fair
value. This Standard requires financial assets to be measured initially at fair
value, plus transaction costs, if the asset is not subsequently measured at
fair value through surplus or deficit. The two measurement approaches are
broadly consistent, except for the treatment of transaction costs.
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The IPSASB concluded that it would be inappropriate for financial assets
arising from non-exchange transactions to be measured differently from those
arising from exchange transactions. Consequently, the IPSASB agreed that
assets acquired in a non-exchange transaction should be measured initially at
fair value using the requirements in IPSAS 23, but that this Standard should
also be considered where transaction costs are incurred to acquire the asset.

Concessionary Loans

BCl11.

BCl12.

BC13.

Concessionary loans can either be granted or received by an entity. They pose
particular accounting issues because their terms are not market related. The
IPSASB therefore considered how the off-market portion of a concessionary
loan should be accounted for. In ED 38, the IPSASB proposed that an entity
should account for concessionary loans by analyzing the substance of the
transaction into its component parts and accounting for each component
separately and that the IPSASB therefore determined that the off-market
portion of a concessionary loan should be accounted for as follows:

e  The issuer of a concessionary loan accounts for the off-market portion
of the loan as an expense in the year the loan is issued; and

e The recipient of a concessionary loan accounts for the off-market
portion of the loan in accordance with IPSAS 23.

Some respondents to ED 38 disagreed with the proposed treatment of
concessionary loans because they do not believe that fair value is an
appropriate measurement basis, while others disagreed with the proposed
treatment of the off-market portion of concessionary loans as an expense.

Respondents who disagreed with fair value as a measurement basis cited both
conceptual and practical difficulties in measuring concessionary loans at fair
value. At a conceptual level, it was noted that some concessionary loans
issued by public sector entities may not be available in an orderly market
because of the risk profiles of the borrowers, e.g., small business loans, or
loans granted by governments in their capacity as a lender of last resort. For
loans that would not ordinarily be found in an orderly market, respondents
argued that while it may be possible to obtain a fair value, that fair value
does not provide a faithful representation of the transaction. They argued
that because an orderly market for such transactions does not exist, the
transaction price on initial measurement represents the fair value of the loan.
Those respondents who cited practical difficulties in determining fair value
noted that, because of these difficulties, fair values are often determined using
estimates. In their view the use of such estimates would make the information
potentially unreliable. As a means of overcoming these practical difficulties,
respondents suggested that, as an alternative to fair value, nominal cost or the
lender’s borrowing rate should be used as a measurement basis.
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The IPSASB takes the view that the use of fair value enables the most faithfully
representative determination of the concession element of a concessionary
loan. Also, because the loans granted at no or low interest are not unique
to the public sector, the IPSASB was not persuaded that there is a public
sector specific reason to depart from the fair value principles in IAS 39. They
also noted that IPSAS 30 requires specific disclosures on the measurement of
financial instruments, including those instances where unobservable market
inputs have been used. Consequently, the IPSASB decided to retain fair value
as a measurement basis for concessionary loans.

Respondents who disagreed with expensing the off-market portion of the
concessionary loan, noted that because the off-market portion represents
a subsidy, it may be more appropriate to recognize an asset initially and
recognize an expense subsequently by reducing this asset as and when
the conditions of the subsidy are met or on a time proportion basis. The
IPSASB, however, considered that the initial granting of the loan results in a
commitment of resources, in the form of a loan and a subsidy, on day one. The
IPSASB was of the view that initial recognition of this subsidy as an expense
on recognition of the transaction provides the most useful information for
accountability purposes.

Financial Guarantees Issued Through a Non-Exchange Transaction

BCle.

BC17.

The IPSASB acknowledged that in the public sector financial guarantee
contracts are frequently issued through a non-exchange transaction, i.c.,
they are issued for no consideration or for nominal consideration, often in
order to further the issuer’s broad social policy objectives, rather than for
commercial purposes. While entities may issue guarantees at below fair
value in the private sector, this is not common and is for commercial reasons,
such as when a controlling entity issues a guarantee to a holder on behalf of
a controlled entity. In the public sector the maximum credit risk exposure
of such guarantees may be extremely large. Such guarantees are generally
issued because an active market does not exist and, in some cases, it would be
impossible for the guarantee to be provided by a private sector issuer because
of the maximum extent of the credit risk exposure. The IPSASB considered
the approach to measurement at initial recognition, and subsequent to initial
recognition, for such financial guarantee contracts.

Where the financial guarantee contract is entered into for consideration,
the IPSASB considered whether the amount of such consideration should
be deemed to be a fair value. Application Guidance in IAS 39 states that
“the fair value of a financial instrument on initial recognition is normally
the transaction price.” In the public sector the IPSASB considered that in
many cases the transaction price related to a financial guarantee contract
will not reflect fair value and that recognition at such an amount would be
an inaccurate and misleading reflection of the issuer’s exposure to financial
risk. The IPSASB concluded that where there is consideration for a financial
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guarantee, an entity should determine whether that consideration arises
from an exchange transaction and therefore represents a fair value. If the
consideration does represent a fair value, the IPSASB concluded that entities
should recognize the financial guarantee at the amount of the consideration
and that subsequent measurement should be at the higher of the amount
determined in accordance with IPSAS 19, Provisions, Contingent Liabilities
and Contingent Assets and the amount initially recognized, less, when
appropriate, cumulative amortization recognized in accordance with IPSAS
9, Revenue from Exchange Transactions. Where the transaction price is not
a fair value, an entity should be required to determine measurement at initial
recognition in the same way as if no consideration had been paid.

The IPSASB therefore considered the approach to the determination
of measurement at initial recognition for financial guarantee contracts
provided for no consideration or for a consideration that is not a fair value.
The IPSASB identified a valuation hierarchy that could be used in initially
measuring a financial guarantee contract provided for no consideration or for
consideration that is not a fair value:

e  An entity assesses whether the fair value of the financial guarantee
contract can be determined by observing a price in an active market;

e  Where a price cannot be determined by observing a price in an active
market, an entity uses a valuation technique; and

e  [f fair value cannot be determined for a financial guarantee contract, an
entity measures a financial guarantee contract at initial recognition and
subsequently in accordance with IPSAS 19.

There may be cases where an active market exists for financial guarantee
contracts equivalent to or similar to that issued. In such cases a fair value
should be estimated through observation of that active market. Where no active
market exists, the IPSASB considered whether an entity should be required
to move immediately to an approach based on IPSAS 19. The IPSASB noted
that many valuation techniques are highly complex and, as noted in paragraphs
AG107 and AG108 may give rise to a range of outcomes. It is arguable that
the cost of developing such techniques exceeds the benefits to users of the
information provided. An approach based on IPSAS 19 may provide a more
reliable and understandable measure of an issuer’s risk exposure as a result of
entering into a financial guarantee contract. The IPSASB also acknowledged
that where an entity does not recognize a liability in accordance with IPSAS
19, the entity makes the disclosures required for contingent liabilities in
IPSAS 19 unless an outflow of resources is remote. The information provided
to users on risk exposure related to financial guarantees provided at nil or
nominal consideration also includes the credit risk disclosures in IPSAS 30,
Financial Instruments: Disclosures. Conversely, the IPSASB acknowledged
that there are current IPSASs that require the use of experts, such as actuaries,
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to develop valuation techniques that are inherently complex, such as IPSAS
39, Employee Benefits. On balance the IPSASB concluded that, in the absence
of an active market, entities should be permitted to use a valuation technique
that does not rely on an observable market where they are satisfied that such
a technique provides a reliable and understandable method of determining a
fair value for a financial guarantee contract entered into by an issuer by means
of a non-exchange transaction. This is particularly the case for non-standard
guarantees where there is limited data available on defaults and credit risk.

Revision of IPSAS 29 as a result of the IPSASB’s The Applicability of IPSASs,
issued in April 2016

BC20. The IPSASB issued The Applicability of IPSASs in April 2016. This
pronouncement amends references in all IPSASs as follows:

(a) Removes the standard paragraphs about the applicability of IPSASs
to “public sector entities other than GBEs” from the scope section of
each Standard;

(b) Replaces the term “GBE” with the term “commercial public sector
entities”, where appropriate; and

(¢) Amends paragraph 10 of the Preface to International Public Sector
Accounting Standards by providing a positive description of public
sector entities for which IPSASs are designed.

The reasons for these changes are set out in the Basis for Conclusions to
IPSAS 1.
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Implementation Guidance

This guidance accompanies, but is not part of, IPSAS 29.
Section A-G

[Deleted]
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Hlustrative Examples

These examples accompany, but are not part of, IPSAS 29.

Hedging Interest Rate Risk for a Portfolio of Assets and Liabilities

IET.

IE2.

IE3.

IE4.

IES.

On January 1, 20X1 Entity A identifies a portfolio comprising assets and
liabilities whose interest rate risk it wishes to hedge. The liabilities include
demandable deposit liabilities that the depositor may withdraw at any time
without notice. For risk management purposes, the entity views all of the
items in the portfolio as fixed rate items.

For risk management purposes, Entity A analyzes the assets and liabilities
in the portfolio into repricing time periods based on expected repricing
dates. The entity uses monthly time periods and schedules items for the next
five years (i.e., it has 60 separate monthly time periods).? The assets in the
portfolio are prepayable assets that Entity A allocates into time periods based
on the expected prepayment dates, by allocating a percentage of all of the
assets, rather than individual items, into each time period. The portfolio also
includes demandable liabilities that the entity expects, on a portfolio basis, to
repay between one month and five years and, for risk management purposes,
are scheduled into time periods on this basis. On the basis of this analysis,
Entity A decides what amount it wishes to hedge in each time period.

This example deals only with the repricing time period expiring in three
months’ time, i.e., the time period maturing on March 31, 20X1 (a similar
procedure would be applied for each of the other 59 time periods). Entity A
has scheduled assets of CU100 million and liabilities of CU80 million into
this time period. All of the liabilities are repayable on demand.

Entity A decides, for risk management purposes, to hedge the net position
of CU20 million and accordingly enters into an interest rate swap® on
January 1, 20X1, to pay a fixed rate and receive London Interbank Offered
Rate (LIBOR), with a notional principal amount of CU20 million and a fixed
life of three months.

This example makes the following simplifying assumptions:

(a)  The coupon on the fixed leg of the swap is equal to the fixed coupon
on the asset;

(b)  The coupon on the fixed leg of the swap becomes payable on the same
dates as the interest payments on the asset; and

In this example principal cash flows have been scheduled into time periods but the related interest
cash flows have been included when calculating the change in fair value of the hedged item. Other
methods of scheduling assets and liabilities are also possible. Also, in this example, monthly repricing
time periods have been used. An entity may choose narrower or wider time periods.

This example uses a swap as the hedging instrument. An entity may use forward rate agreements or
other derivatives as hedging instruments.
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(¢) The interest on the variable leg of the swap is the overnight LIBOR
rate. As a result, the entire fair value change of the swap arises from
the fixed leg only, because the variable leg is not exposed to changes in
fair value due to changes in interest rates.

In cases when these simplifying assumptions do not hold, greater
ineffectiveness will arise. (The ineffectiveness arising from (a) could be
eliminated by designating as the hedged item a portion of the cash flows on
the asset that are equivalent to the fixed leg of the swap).

It is also assumed that Entity A tests effectiveness on a monthly basis.

The fair value of an equivalent non-prepayable asset of CU20 million,
ignoring changes in value that are not attributable to interest rate movements,
at various times during the period of the hedge is as follows:

Jan 1,20X1 Jan 31,20X1 Feb1,20X1 Feb 28,20X1 Mar 31, 20X1

Fair value

(asset) (CU) 20,000,000 20,047,408 20,047,408 20,023,795 Nil

The fair value of the swap at various times during the period of the hedge is
as follows:

Jan 1,20X1 Jan 31,20X1 Feb 1,20X1 Feb-28,20X1 Mar 31, 20X1
Fair value
(liability) Nil (47,408) (47,408) (23,795) Nil
(CU)

Accounting Treatment

IE9.

IE10.

On January 1, 20X1, Entity A designates as the hedged item an amount of
CU20 million of assets in the three-month time period. It designates as the
hedged risk the change in the value of the hedged item (i.e., the CU20 million
of assets) that is attributable to changes in LIBOR. It also complies with the
other designation requirements set out in paragraphs 98(d) and AG162 of the
Standard.

Entity A designates as the hedging instrument the interest rate swap described
in paragraph 1E4.

End of Month 1 (January 31, 20X1)

IEIL.

On January 31,20X1 (at the end of month 1) when Entity A tests effectiveness,
LIBOR has decreased. Based on historical prepayment experience, Entity A
estimates that, as a consequence, prepayments will occur faster than previously
estimated. As a result it re-estimates the amount of assets scheduled into this
time period (excluding new assets originated during the month) as CU96
million.
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IE12.  The fair value of the designated interest rate swap with a notional principal of
CU20 million is (CU47,408)* (the swap is a liability).

IE13.  Entity A computes the change in the fair value of the hedged item, taking into
account the change in estimated prepayments, as follows.

(a)  First, it calculates the percentage of the initial estimate of the assets in
the time period that was hedged. This is 20 percent (CU20 million +
CU100 million).

(b)  Second, it applies this percentage (20 percent) to its revised estimate of
the amount in that time period (CU96 million) to calculate the amount
that is the hedged item based on its revised estimate. This is CU19.2
million.

(¢)  Third, it calculates the change in the fair value of this revised estimate
of the hedged item (CU19.2 million) that is attributable to changes
in LIBOR. This is CU45,511 (CU47,408° x (CU19.2 million + CU20
million)).

IE14.  Entity A makes the following accounting entries relating to this time period:

Dr Cash CU172,097

Cr  Surplus or deficit (interest revenue)® CU172,097

1o recognize the interest received on the hedged amount (CU19.2 million).

Dr Surplus or deficit (interest expense) CU179,268
Cr  Surplus or deficit (interest revenue) CU179,268
Cr  Cash Nil
To recognize the interest received and paid on the swap designated as the hedging
instrument.
Dr Surplus or deficit (loss) CU47,408
Cr Derivative liability CU47,408

To recognize the change in the fair value of the swap.

Dr Separate line item in the statement of CU45,511
financial position

Cr  Surplus or deficit (gain) Cu45,511

To recognize the change in the fair value of the hedged amount.

See paragraph IES.
S i.e., CU20,047,408 — CU 20,000,000, see paragraph IE7.
6 This example does not show how amounts of interest revenue and interest expense are calculated.
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The net result on surplus or deficit (excluding interest revenue and interest
expense) is to recognize a loss of (CU1,897). This represents ineffectiveness in
the hedging relationship that arises from the change in estimated prepayment
dates.

Beginning of Month 2

IE16.

IE17.

IE18.

IE19.

On February 1,20X1 Entity A sells a proportion of the assets in the various time
periods. Entity A calculates that it has sold 81/3 percent of the entire portfolio
of assets. Because the assets were allocated into time periods by allocating a
percentage of the assets (rather than individual assets) into each time period,
Entity A determines that it cannot ascertain into which specific time periods
the sold assets were scheduled. Hence it uses a systematic and rational basis
of allocation. Based on the fact that it sold a representative selection of the
assets in the portfolio, Entity A allocates the sale proportionately over all time
periods.

On this basis, Entity A computes that it has sold 81/3 percent of the assets
allocated to the three-month time period, i.e., CU8 million (81/3 percent of
CU96 million). The proceeds received are CUS8,018,400, equal to the fair
value of the assets.” On derecognition of the assets, Entity A also removes
from the separate line item in the statement of financial position an amount
that represents the change in the fair value of the hedged assets that it has
now sold. This is 81/3 percent of the total line item balance of CU45,511,
i.e., CU3,793.

Entity A makes the following accounting entries to recognize the sale of the
asset and the removal of part of the balance in the separate line item in the
statement of financial position:

Dr Cash CU8,018,400
Cr Asset CU8,000,000
Cr Separate line item in the statement CU3,793
of financial position
Cr Surplus or deficit (gain) CU14,607

To recognize the sale of the asset at fair value and to recognize a gain on sale

Because the change in the amount of the assets is not attributable to a change
in the hedged interest rate, no ineffectiveness arises.

Entity A now has CU88 million of assets and CU80 million of liabilities in
this time period. Hence the net amount Entity A wants to hedge is now CU8
million and, accordingly, it designates CU8 million as the hedged amount.

7

The amount realized on sale of the asset is the fair value of a prepayable asset, which is less than the

fair value of the equivalent non-prepayable asset shown in IE7.
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Entity A decides to adjust the hedging instrument by designating only a
proportion of the original swap as the hedging instrument. Accordingly,
it designates as the hedging instrument CU8 million or 40 percent of the
notional amount of the original swap with a remaining life of two months
and a fair value of CU18,963.% It also complies with the other designation
requirements in paragraphs 98(a) and AG162 of the Standard. The CUI12
million of the notional amount of the swap that is no longer designated as
the hedging instrument is either classified as held for trading with changes
in fair value recognized in surplus or deficit, or is designated as the hedging
instrument in a different hedge.’

As atFebruary 1,20X1 and after accounting for the sale of assets, the separate
line item in the statement of financial position is CU41,718 (CU45,511 —
CU3,793), which represents the cumulative change in fair value of CU17.6"°
million of assets. However, as at February 1, 20X1, Entity A is hedging
only CU8 million of assets that have a cumulative change in fair value of
CU18,963." The remaining separate line item in the statement of financial
position of CU22,755" relates to an amount of assets that Entity A still holds
but is no longer hedging. Accordingly Entity A amortizes this amount over
the remaining life of the time period, i.e., it amortizes CU22,755 over two
months.

Entity A determines that it is not practicable to use a method of amortization
based on a recalculated effective yield and hence uses a straight-line method.

End of Month 2 (February 28, 20X1)

IE23.

1E24.

On February 28, 20X1 when Entity A next tests effectiveness, LIBOR is
unchanged. Entity A does not revise its prepayment expectations. The fair
value of the designated interest rate swap with a notional principal of CUS8
million is (CU9,518)" (the swap is a liability). Also, Entity A calculates the
fair value of the CU8 million of the hedged assets as at February 28, 20X1
as CUS8,009,518.1

Entity A makes the following accounting entries relating to the hedge in this
time period:

8 CU47,408 x 40 percent.

? The entity could instead enter into an offsetting swap with a notional principle of CU12 million to
adjust its position and designate as the hedging instrument all CU20 million of the existing swap and
all CU12 million of the new offsetting swap.

10 CU19.2 million — (8% x CU19.2 million).

" CU41,718 x (CU8 million/CU17.6 million).

12 CU41,718 - CU18,963.

13 CU23,795 [see paragraph IE8] x (CU8 million/CU20 million).

4 CU20,023,795 [see paragraph IE7] x (CU8 million/CU20 million).
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Dr Cash CU71,707
Cr  Surplus or deficit (interest revenue) CU71,707

To recognize the interest received on the hedged amount (CU8 million).

Dr Surplus or deficit (interest expense) CU71,707
Cr  Surplus or deficit(interest revenue) CU62,115
Cr  Cash CU9,592

To recognize the interest received and paid on the portion of the swap designated as the
hedging instrument (CU8 million).

Dr Derivative liability CU9,445
Cr  Surplus or deficit (gain) CU9,445

To recognize the change in the fair value of the portion of the swap designated as the hedging
instrument (CUS million) (CU9,518 — CU18,963).

Dr Surplus or deficit (loss) Cu9,445

Cr  Separate line item in the statement of
financial position

To recognize the change in the fair value of the hedged amount (CUS,009,518 — CUS8,018,963).

CU9,445

IE25.  The net effect on surplus or deficit (excluding interest revenue and interest
expense) is nil reflecting that the hedge is fully effective.

IE26. Entity A makes the following accounting entry to amortize the line item
balance for this time period:

Dr Surplus or deficit (loss) CU11,378
Cr  Separate line item in the statement of financial position CU11,378 (a)
To recognize the amortization charge for the period.
(a) CU22,755 =2

End of Month 3

IE27.  During the third month there is no further change in the amount of assets or
liabilities in the three-month time period. On March 31, 20X1 the assets and
the swap mature and all balances are recognized in surplus or deficit.

IE28.  Entity A makes the following accounting entries relating to this time period:

Dr Cash CU8,071,707
Cr  Asset (statement of financial position) CU8,000,000
Cr  Surplus or deficit (interest revenue) CU71,707

To recognize the interest and cash received on maturity of the hedged
amount (CUS million).
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Dr Surplus or deficit (interest expense) CU71,707
Cr  Surplus or deficit (interest-revenue) CU62,115
Cr  Cash CU9,592

To recognize the interest received and paid on the portion of the swap designated as the
hedging instrument (CUS million).

Dr Derivative liability CU9,518
Cr  Surplus or deficit (gain) CU9,518

To recognize the expiry of the portion of the swap designated as the hedging instrument (CUS
million).

Dr Surplus or deficit (loss) CU9,518

Cr  Separate line item in the statement of

. i, CU9,518
financial position

To remove the remaining line item balance on expiry of the time period.

The net effect on surplus or deficit (excluding interest revenue and interest
expense) is nil reflecting that the hedge is fully effective.

Entity A makes the following accounting entry to amortize the line item
balance for this time period:

Dr Surplus or deficit (loss) CU11,377

Cr  Separate line item in the statement of CU11,377®
financial position

To recognize the amortization charge for the period.

(a) CU22,755 + 2

Summary

IE31.

The tables below summarize:
(a) Changes in the separate line item in the statement of financial position;
(b)  The fair value of the derivative;

(c)  The surplus or deficit effect of the hedge for the entire three-month
period of the hedge; and

(d) Interest revenue and interest expense relating to the amount designated
as hedged.
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Description Jan ke Jan31,20X1 Feblo Feb 25 Max S0
(610) CU CuU CU CU
Amount of asset hedged 20,000,000 19,200,000 8,000,000 8,000,000 8,000,000
(a) Changes in the separate line item in the statement of financial position
Brought forward:
Balance Lo be Nil Nil Nil 22,755 11377
Remaining balance Nil Nil 45,511 18,963 9,518
Less: Adjustment on sale Nil Nil (3,793) Nil Nil
Adjustment for change in
fair value of the hedged Nil 45,511 Nil (9,445) (9,518)
asset
Amortization Nil Nil Nil (11,378) (11,377)
Carried forward:
Bajance to be Nil Nil 22,755 11,377 Nil
Remaining balance Nil 45,511 18,963 9,518 Nil
(b) The fair value of the derivative
CU20,000,000 Nil 47,408 - - -
CU12,000,000 Nil - 28,445 E&ggg%ggﬁgﬁ?d as the
CU8,000,000 Nil - 18,963 9,518 Nil
Total Nil 47,408 47,408 9,518 Nil
(c) Effect of the hedge on surplus or deficit
Change in line item: asset Nil 45,511 N/A (9,445) (9,518)
Change In derivative fair Nil (47,408) N/A 9,445 9,518
Net effect Nil (1,897) N/A Nil Nil
Amortization Nil Nil N/A (11,378) 11,377)
In addition, there is a gain on sale of assets of CU14,607 at February 1, 20X1.
(d) Interest revenue and interest expense relating to the amount designated as hedged
Interest revenue
— on the asset Nil 172,097 N/A 71,707 71,707
— on the swap Nil 179,268 N/A 62,115 62,115
Interest expense
—on the swap Nil (179,268) N/A (71,707) (71,707)
IE32-1ES50. [Deleted]
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IPSAS 29, Financial Instruments: Recognition and Measurement is drawn
primarily from IAS 39, Financial Instruments: Recognition and Measurement
(including amendments up to December 31, 2008 as well as amendments made by
the IASB to IAS 39 as part of its /mprovements to IFRSs in April 2009). The main
differences between IPSAS 29 and IAS 39 are as follows:

Comparison with IAS 39

IPSAS 29 contains additional application guidance to deal with
concessionary loans and financial guarantee contracts entered into at nil or
nominal consideration. IAS 39 does not deal with these areas.

In certain instances, IPSAS 29 uses different terminology from IAS 39. The
most significant examples are the use of the terms “statement of financial
performance” and “net assets/equity.” The equivalent terms in IAS 39 are
“statement of comprehensive income or separate income statement (if
presented)” and “equity.”

IPSAS 29 does not distinguish between “revenue” and “income.” IAS 39
distinguishes between “revenue and “income,” with “income” having a
broader meaning than the term “revenue.”

Principles from IFRIC 9, Reassessment of Embedded Derivatives and
IFRIC 16 Hedges of a Net Investment in a Foreign Operation have been
included as authoritative appendices to IPSAS 29. The IASB issues IFRICs
as separate documents.
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IPSAS 30—FINANCIAL INSTRUMENTS: DISCLOSURES

History of IPSAS

This version includes amendments resulting from IPSASs issued up to
January 31, 2020.

IPSAS 30, Financial Instruments: Disclosures was issued in January 2010.
Since then, IPSAS 30 has been amended by the following IPSASs:
Improvements to IPSAS 2019 (issued January 2020)
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Heading above paragraph New IPSAS 41 August 2018
49D
49D New IPSAS 41 August 2018
Heading above paragraph New IPSAS 41 August 2018
49E
49E New IPSAS 41 August 2018
49F New IPSAS 41 August 2018
49G New IPSAS 41 August 2018
Heading above paragraph New IPSAS 41 August 2018
49H
49H New IPSAS 41 August 2018
Heading above paragraph New IPSAS 41 August 2018
491
491 New IPSAS 41 August 2018
49] New IPSAS 41 August 2018
49K New IPSAS 41 August 2018
49L New IPSAS 41 August 2018
49M New IPSAS 41 August 2018
49N New IPSAS 41 August 2018
490 New IPSAS 41 August 2018
49p New IPSAS 41 August 2018
49Q New IPSAS 41 August 2018
49R New IPSAS 41 August 2018
4985 New IPSAS 41 August 2018
52A New IPSAS 33 January 2015
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Paragraph Affected How Affected Affected By
52B New IPSAS 38 January 2015
IPSAS 37 January 2015
IPSAS 35 January 2015
52C New Improvements to
IPSASs April 2016
52D New The Applicability of
IPSASs April 2016
52E New IPSAS 39 July 2016
S52F New IPSAS 41 August 2018
52G New Improvements to IPSAS
January 2020
53 Amended IPSAS 33 January 2015
AGlI Amended IPSAS 41 August 2018
Headings above Deleted IPSAS 41 August 2018
paragraph AG4
AG4 Deleted IPSAS 41 August 2018
AGS5 Amended Improvements to IPSAS
January 2020
IPSAS 41 August 2018
AG6 Amended IPSAS 38 January 2015
Heading above paragraph New IPSAS 41 August 2018
AGS8A
AG8A New IPSAS 41 August 2018
AG8B New IPSAS 41 August 2018
AGSC New IPSAS 41 August 2018
Heading above paragraph New IPSAS 41 August 2018
AGS8D
AG8D New IPSAS 41 August 2018
AGSE New IPSAS 41 August 2018
Heading above paragraph New IPSAS 41 August 2018
AG8F
AGSF New IPSAS 41 August 2018
AG8G New IPSAS 41 August 2018
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Paragraph Affected How Affected Affected By

Heading above paragraph New IPSAS 41 August 2018
AG8H

AGS8H New IPSAS 41 August 2018

AGSI New IPSAS 41 August 2018

AGS8J New IPSAS 41 August 2018

AG9 Amended IPSAS 41 August 2018

AGI0 Amended IPSAS 41 August 2018

AG24 Amended IPSAS 41 August 2018

AG29 Amended IPSAS 41 August 2018

Headings above New IPSAS 41 August 2018

paragraph AG31

AG31 New IPSAS 41 August 2018

AG32 New IPSAS 41 August 2018

AG32A New IPSAS 41 August 2018

AG33 New IPSAS 41 August 2018

Heading above paragraph New IPSAS 41 August 2018
AG34

AG34 New IPSAS 41 August 2018

Heading above paragraph New IPSAS 41 August 2018
AG35

AG35 New IPSAS 41 August 2018

Heading above paragraph New IPSAS 41 August 2018
AG36

AG36 New IPSAS 41 August 2018

AG37 New IPSAS 41 August 2018

AG38 New IPSAS 41 August 2018

Heading above paragraph New IPSAS 41 August 2018
AG39

AG39 New IPSAS 41 August 2018

Heading above paragraph New IPSAS 41 August 2018
AG40

AG40 New IPSAS 41 August 2018

Heading above paragraph New IPSAS 41 August 2018
AG41
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Paragraph Affected How Affected Affected By
AG41 New IPSAS 41 August 2018
Headings above New IPSAS 41 August 2018
paragraph AG42

AG42 New IPSAS 41 August 2018

AG43 New IPSAS 41 August 2018

Heading above paragraph New IPSAS 41 August 2018
AG44

AG44 New IPSAS 41 August 2018

Heading above paragraph New IPSAS 41 August 2018
AG45

AG45 New IPSAS 41 August 2018

Heading above paragraph New IPSAS 41 August 2018
AG46

AG46 New IPSAS 41 August 2018

Heading above paragraph New IPSAS 41 August 2018
AG47

AG47 New IPSAS 41 August 2018

AG48 New IPSAS 41 August 2018

Heading above paragraph New IPSAS 41 August 2018
AG49

AG49 New IPSAS 41 August 2018

AGS50 New IPSAS 41 August 2018

Heading above paragraph New IPSAS 41 August 2018
AGS51

AGS1 New IPSAS 41 August 2018

Heading above paragraph New IPSAS 41 August 2018
AGS52

AGS52 New IPSAS 41 August 2018

Heading above paragraph New IPSAS 41 August 2018
AGS53

AGS53 New IPSAS 41 August 2018

AG54 New IPSAS 41 August 2018

Heading above paragraph New IPSAS 41 August 2018
AGS55

AGSS5 New IPSAS 41 August 2018
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Paragraph Affected How Affected Affected By

Heading above paragraph Deleted IPSAS 41 August 2018

1G3

IG3 Deleted IPSAS 41 August 2018

1G4 Deleted IPSAS 41 August 2018

Heading above paragraph Deleted IPSAS 41 August 2018

1G7

1G7 Deleted IPSAS 41 August 2018

1G8 Deleted IPSAS 41 August 2018

1G9 Deleted IPSAS 41 August 2018

1G10 Deleted IPSAS 41 August 2018

1GI11 Deleted IPSAS 41 August 2018

Heading above paragraph New Improvements to IPSAS
IG13A January 2020

IGI3A New Improvements to IPSAS
January 2020

IGI3B New Improvements to IPSAS
January 2020

1G13C New Improvements to IPSAS
January 2020

1G14 Amended IPSAS 41 August 2018

IG15 Amended IPSAS 41 August 2018

1G16 Amended IPSAS 41 August 2018

Heading above paragraph New Improvements to IPSAS
1G22A January 2020

1G22A New Improvements to IPSAS
January 2020

Heading above paragraph New Improvements to IPSAS
1G22B January 2020

1G22B New Improvements to IPSAS
January 2020

Heading above paragraph New Improvements to IPSAS
1G22C January 2020

1G22C New Improvements to IPSAS
January 2020
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Paragraph Affected How Affected Affected By
1G22D New Improvements to IPSAS
January 2020
1G23 Amended Improvements to IPSAS
January 2020
Heading above paragraph Deleted IPSAS 41 August 2018
1G25
1G25 Deleted IPSAS 41 August 2018
1G26 Deleted IPSAS 41 August 2018
1G27 Deleted IPSAS 41 August 2018
Heading above paragraph Deleted IPSAS 41 August 2018
1G28
1G28 Deleted IPSAS 41 August 2018
1G29 Deleted IPSAS 41 August 2018
1G30 Deleted IPSAS 41 August 2018
1G31 Deleted IPSAS 41 August 2018
1G36 Amended IPSAS 41 August 2018
Heading above paragraph New IPSAS 41 August 2018
1G41
1G41 New IPSAS 41 August 2018
1G42 New IPSAS 41 August 2018
1G43 New IPSAS 41 August 2018
Heading above paragraph New IPSAS 41 August 2018
1G44
1G44 New IPSAS 41 August 2018
Heading above paragraph New IPSAS 41 August 2018
1G45
1G45 New IPSAS 41 August 2018
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FINANCIAL INSTRUMENTS: DISCLOSURES

International Public Sector Accounting Standard 30, Financial Instruments:
Disclosures, is set out in paragraphs 1-54. All the paragraphs have equal
authority. IPSAS 30 should be read in the context of its objective, the Basis for
Conclusions, the Preface to International Public Sector Accounting Standards, and
the Conceptual Framework for General Purpose Financial Reporting by Public
Sector Entities. IPSAS 3, Accounting Policies, Changes in Accounting Estimates
and Errors, provides a basis for selecting and applying accounting policies in the
absence of explicit guidance.
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Objective

1.

Scope

IPSAS 30

FINANCIAL INSTRUMENTS: DISCLOSURES

The objective of this Standard is to require entities to provide disclosures in
their financial statements that enable users to evaluate:

(a)

(b)

The significance of financial instruments for the entity’s financial
position and performance; and

The nature and extent of risks arising from financial instruments to
which the entity is exposed during the period and at the end of the
reporting period, and how the entity manages those risks.

The principles in this Standard complement the principles for recognizing,
measuring, and presenting financial assets and financial liabilities in
IPSAS 28, Financial Instruments: Presentation and IPSAS 41, Financial
Instruments.

This Standard shall be applied by all entities to all types of financial
instruments, except:

(a)

(b)

(©)

Those interests in controlled entities, associates, or joint ventures
that are accounted for in accordance with IPSAS 34, Separate
Financial Statements, IPSAS 35, Consolidated Financial Statements
or IPSAS 36, Investments in Associates and Joint Ventures. However,
in some cases, IPSAS 34, IPSAS 35, or IPSAS 36 require or permit
an entity to account for an interest in a controlled entity, associate,
or joint venture using IPSAS 41; in those cases, entities shall
apply the requirements of this Standard. Entities shall also apply
this Standard to all derivatives linked to interests in controlled
entities, associates, or joint ventures unless the derivative meets
the definition of an equity instrument in IPSAS 28.

Employers’ rights and obligations arising from employee benefit
plans, to which IPSAS 39, Employee Benefits applies.

Rights and obligations arising under insurance contracts. However,
this Standard applies to:

(1) Derivatives that are embedded in insurance contracts if
IPSAS 41 requires the entity to account for them separately;
and

(i)  An issuer of financial guarantee contracts if the issuer
applies IPSAS 41 in recognizing and measuring the
contracts, but shall apply the relevant international or
national accounting standard dealing with insurance
contracts if the issuer elects to apply those standards in
recognizing and measuring them.
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SA.

6.
7.

FINANCIAL INSTRUMENTS: DISCLOSURES

In addition to (i) and (ii) above, an entity may apply this Standard
to insurance contracts which involve the transfer of financial risk.

(d) Financial instruments, contracts, and obligations under share-
based payment transactions to which the relevant international or
national accounting standard dealing with share-based payment
applies, except for contracts within the scope of paragraphs 6-8 of
IPSAS 41, to which that Standard applies.

(e) Instruments that are required to be classified as equity instruments
in accordance with paragraphs 15 and 16 or paragraphs 17 and 18
of IPSAS 28.

This Standard applies to recognized and unrecognized financial instruments.
Recognized financial instruments include financial assets and financial
liabilities that are within the scope of IPSAS 41. Unrecognized financial
instruments include some financial instruments that, although outside the
scope of IPSAS 41, are within the scope of this Standard (such as some loan
commitments).

This Standard applies to contracts to buy or sell a non-financial item that are
within the scope of IPSAS 41 (see paragraphs 6—8 of IPSAS 41).

The credit risk disclosure requirements in paragraphs 42A—42N apply to
those rights for receivables that result from exchange transactions that are
within the scope of IPSAS 9 and non-exchange transactions within the scope
of IPSAS 23 which give rise to financial instruments for the purpose of
recognizing impairment gains or losses in accordance with paragraph 3 of
IPSAS 41. Any reference to financial assets or financial instruments in these
paragraphs shall include those rights unless otherwise specified.

[Deleted]
[Deleted]

Definitions

8.

The following terms are used in this Standard with the meanings
specified:

Credit risk is the risk that one party to a financial instrument will cause
a financial loss for the other party by failing to discharge an obligation.

Credit risk rating grades is a rating of credit risk based on the risk of a
default occurring on the financial instrument.

Currency risk is the risk that the fair value or future cash flows of a
financial instrument will fluctuate because of changes in foreign exchange
rates.
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Interest rate risk is the risk that the fair value or future cash flows of a
financial instrument will fluctuate because of changes in market interest
rates.

Liquidity risk is the risk that an entity will encounter difficulty in
meeting obligations associated with financial liabilities that are settled
by delivering cash or another financial asset.

Loans pavable are financial liabilities, other than short-term trade
payables on normal credit terms.

Market risk is the risk that the fair value or future cash flows of a
financial instrument will fluctuate because of changes in market prices.
Market risk comprises three types of risk: currency risk, interest rate
risk, and other price risk.

Other price risk is the risk that the fair value or future cash flows of a
financial instrument will fluctuate because of changes in market prices
(other than those arising from interest rate risk or currency risk),
whether those changes are caused by factors specific to the individual
financial instrument or its issuer, or factors affecting all similar financial
instruments traded in the market.

Terms defined in other IPSASs are used in this Standard with the same
meaning as in those Standards, and are reproduced in the Glossary of
Defined Terms published separately.

Classes of Financial Instruments and Level of Disclosure

9. When this Standard requires disclosures by class of financial instrument,
an entity shall group financial instruments into classes that are appropriate
to the nature of the information disclosed and that take into account the
characteristics of those financial instruments. An entity shall provide
sufficient information to permit reconciliation to the line items presented in
the statement of financial position.

Significance of Financial Instruments for Financial Position and
Financial Performance

10. An entity shall disclose information that enables users of its financial
statements to evaluate the significance of financial instruments for its
financial position and performance.

Statement of Financial Position
Categories of Financial Assets and Financial Liabilities

11. The carrying amounts of each of the following categories, as defined in
IPSAS 41, shall be disclosed either in the statement of financial position or
in the notes:

IPSAS 30 1122



(a)

(b)
©
(d)
(©

®
(g
(h)

FINANCIAL INSTRUMENTS: DISCLOSURES

Financial assets measured at fair value through surplus or deficit,
showing separately (i) those designated as such upon initial recognition
or subsequently in accordance with paragraph 152 of IPSAS 41, and
(i1) those mandatorily measured at fair value through surplus or deficit
in accordance with IPSAS 41;

[Deleted]
[Deleted]
[Deleted]

Financial liabilities at fair value through surplus or deficit, showing
separately (i) those designated as such upon initial recognition or
subsequently in accordance with paragraph 152 of IPSAS 41, and (ii)
those that meet the definition of held for trading in IPSAS 41;

Financial assets measured at amortized cost;
Financial liabilities measured at amortized cost; and

Financial assets measured at fair value through net assets/equity,
showing separately (i) financial assets that are measured at fair value
through net assets/equity in accordance with paragraph 41 of IPSAS
41; and (i) investments in equity instruments designated as such upon
initial recognition in accordance with paragraph 106 of IPSAS 41.

Financial Assets or Financial Liabilities at Fair Value through Surplus or Deficit

12.

If the entity has designated as measured at fair value through surplus or
deficit a financial asset (or group of financial assets) that would otherwise
be measured at fair value through net assets/equity or amortized cost, it shall

disclose:

(a) The maximum exposure to credit risk (see paragraph 43(a)) of the
financial asset (or group of financial assets) at the end of the reporting
period.

(b) The amount by which any related credit derivatives or similar
instruments mitigate that maximum exposure to credit risk (see
paragraph 43(b)).

(¢) The amount of change, during the period and cumulatively, in the

fair value of the financial asset (or group of financial assets) that
is attributable to changes in the credit risk of the financial asset
determined either:

(i)  Asthe amount of change in its fair value that is not attributable
to changes in market conditions that give rise to market risk; or
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13.

13A.

14.

IPSAS 30

(d)
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(i)  Using an alternative method the entity believes more faithfully
represents the amount of change in its fair value that is
attributable to changes in the credit risk of the asset.

Changes in market conditions that give rise to market risk include
changes in an observed (benchmark) interest rate, commodity price,
foreign exchange rate, or index of prices or rates.

The amount of the change in the fair value of any related credit
derivatives or similar instruments that has occurred during the period
and cumulatively since the financial asset was designated.

If the entity has designated a financial liability as at fair value through surplus
or deficit in accordance with paragraph 46 of IPSAS 41 and is required to
present the effects of changes in that liability’s credit risk in net assets/equity
(see paragraph 108 of IPSAS 41), it shall disclose:

(a)

(b)

(c)

(d)

The amount of change, cumulatively, in the fair value of the financial
liability that is attributable to changes in the credit risk of that liability
(see paragraphs AG236-AG243 of IPSAS 41 for guidance on
determining the effects of changes in a liability’s credit risk);

The difference between the financial liability’s carrying amount and the
amount the entity would be contractually required to pay at maturity to
the holder of the obligation.

Any transfers of the cumulative gain or loss within net assets/equity
during the period including the reason for such transfers.

If a liability is derecognized during the period, the amount (if any)
presented in net assets/equity that was realized at derecognition.

If an entity has designated a financial liability as at fair value through surplus
or deficit in accordance with paragraph 46 of IPSAS 41 and is required to
present all changes in the fair value of that liability (including the effects of
changes in the credit risk of the liability) in surplus or deficit (see paragraphs
108 and 109 of IPSAS 41), it shall disclose:

(a)

(b)

The amount of change, during the period and cumulatively, in the fair
value of the financial liability that is attributable to changes in the
credit risk of that liability (see paragraphs AG236—-AG243 of IPSAS
41 for guidance on determining the effects of changes in a liability’s
credit risk); and

The difference between the financial liability’s carrying amount and the
amount the entity would be contractually required to pay at maturity to
the holder of the obligation.

The entity shall also disclose:
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(@) A detailed description of the methods used to comply with the
requirements in paragraphs 12(c), 13(a) and 13A(a) and paragraph
108(a) of IPSAS 41, including an explanation of why the method is
appropriate.

(b) If the entity believes that the disclosure it has given, either in the
statement of financial position or in the notes, to comply with the
requirements in paragraph 12(c), 13(a) or 13A(a) or paragraph 108(a)
of IPSAS 41 does not faithfully represent the change in the fair value
of the financial asset or financial liability attributable to changes in its
credit risk, the reasons for reaching this conclusion and the factors it
believes are relevant.

(¢) A detailed description of the methodology or methodologies used to
determine whether presenting the effects of changes in a liability’s
credit risk in net assets/equity would create or enlarge an accounting
mismatch in surplus or deficit (see paragraphs 108 and 109 of IPSAS
41). If an entity is required to present the effects of changes in a
liability’s credit risk in surplus or deficit (see paragraph 109 of IPSAS
41), the disclosure must include a detailed description of the economic
relationship described in paragraph AG229 of IPSAS 41.

Investments in Equity Instruments Designated at Fair Value through Net Assets/Equity

14A.

14B.

If an entity has designated investments in equity instruments to be measured
at fair value through net assets/equity, as permitted by paragraph 106 of
IPSAS 41, it shall disclose:

(a)  Which investments in equity instruments have been designated to be
measured at fair value through net assets/equity.

(b) The reasons for using this presentation alternative.

(¢) The fair value of each such investment at the end of the reporting
period.

(d) Dividends recognized during the period, showing separately those
related to investments derecognized during the reporting period and
those related to investments held at the end of the reporting period.

(e)  Any transfers of the cumulative gain or loss within net assets/equity
during the period including the reason for such transfers.

If an entity derecognized investments in equity instruments measured at fair
value through net assets/equity during the reporting period, it shall disclose:

(a)  The reasons for disposing of the investments.
(b)  The fair value of the investments at the date of derecognition.

(¢)  The cumulative gain or loss on disposal.
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Reclassification
15. [Deleted]
15A.  An entity shall disclose if, in the current or previous reporting periods, it has

15B.

15C.

16.
17.

reclassified any financial assets in accordance with paragraph 54 of IPSAS
41. For each such event, an entity shall disclose:

(a)  The date of reclassification.

(b) A detailed explanation of the change in management model and a
qualitative description of its effect on the entity’s financial statements.

(¢)  The amount reclassified into and out of each category.

For each reporting period following reclassification until derecognition, an
entity shall disclose for assets reclassified out of the fair value through surplus
or deficit category so that they are measured at amortized cost or fair value
through net assets/equity in accordance with paragraph 54 of IPSAS 41:

(a)  The effective interest rate determined on the date of reclassification;
and

(b)  The interest revenue recognized.

If, since its last reporting date, an entity has reclassified financial assets out
of the fair value through net assets/equity category so that they are measured
at amortized cost or out of the fair value through surplus or deficit category
so that they are measured at amortized cost or fair value through net assets/
equity it shall disclose:

(a)  The fair value of the financial assets at the end of the reporting period;
and

(b)  The fair value gain or loss that would have been recognized in surplus
or deficit or net assets/equity during the reporting period if the financial
assets had not been reclassified.

[Deleted]
[Deleted]

Offsetting Financial Assets and Financial Liabilities

17A.

IPSAS 30

The disclosures in paragraphs 17B—17E supplement the other disclosure
requirements of this Standard and are required for all recognized financial
instruments that are set off in accordance with paragraph 47 of IPSAS 28. These
disclosures also apply to recognized financial instruments that are subject to an
enforceable master netting arrangement or similar agreement, irrespective of
whether they are set off in accordance with paragraph 47 of IPSAS 28.
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17B.

17C.

17D.

17E.

17F.

FINANCIAL INSTRUMENTS: DISCLOSURES

An entity shall disclose information to enable users of its financial statements
to evaluate the effect or potential effect of netting arrangements on the entity’s
financial position. This includes the effect or potential effect of rights of set-
off associated with the entity’s recognized financial assets and recognized
financial liabilities that are within the scope of paragraph 17A.

To meet the objective in paragraph 17B, an entity shall disclose, at the end
of the reporting period, the following quantitative information separately for
recognized financial assets and recognized financial liabilities that are within
the scope of paragraph 17A:

(a)  The gross amounts of those recognized financial assets and recognized
financial liabilities;

(b)  The amounts that are set off in accordance with the criteria in paragraph
47 of IPSAS 28 when determining the net amounts presented in the
statement of financial position;

(¢)  The net amounts presented in the statement of financial position;

(d) The amounts subject to an enforceable master netting arrangement or
similar agreement that are not otherwise included in paragraph 17C(b),
including:

(i)  Amounts related to recognized financial instruments that do not
meet some or all of the offsetting criteria in paragraph 47 of
IPSAS 28; and

(i) Amounts related to financial collateral (including cash
collateral); and

(e)  The net amount after deducting the amounts in (d) from the amounts
in (c) above.

The information required by this paragraph shall be presented in a tabular
format, separately for financial assets and financial liabilities, unless another
format is more appropriate.

The total amount disclosed in accordance with paragraph 17C(d) for an
instrument shall be limited to the amount in paragraph 17C(c) for that
instrument.

An entity shall include a description in the disclosures of the rights of set-
off associated with the entity’s recognized financial assets and recognized
financial liabilities subject to enforceable master netting arrangements and
similar agreements that are disclosed in accordance with paragraph 17C(d),
including the nature of those rights.

If the information required by paragraphs 17B—17E is disclosed in more than
one note to the financial statements, an entity shall cross-refer between those
notes.
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Collateral

18.

19.

An entity shall disclose:

(a)  The carrying amount of financial assets it has pledged as collateral for
liabilities or contingent liabilities, including amounts that have been
reclassified in accordance with paragraph 34(a) of IPSAS 41; and

(b)  The terms and conditions relating to its pledge.

When an entity holds collateral (of financial or non-financial assets) and is
permitted to sell or repledge the collateral in the absence of default by the
owner of the collateral, it shall disclose:

(a)  The fair value of the collateral held;

(b)  The fair value of any such collateral sold or repledged, and whether the
entity has an obligation to return it; and

(¢)  The terms and conditions associated with its use of the collateral.

Allowance Account for Credit Losses

20.
20A.

[Deleted]

The carrying amount of financial assets measured at fair value through net
assets/equity in accordance with paragraph 41 of IPSAS 41 is not reduced by
a loss allowance and an entity shall not present the loss allowance separately
in the statement of financial position as a reduction of the carrying amount of
the financial asset. However, an entity shall disclose the loss allowance in the
notes to the financial statements.

Compound Financial Instruments with Multiple Embedded Derivatives

21.

If an entity has issued an instrument that contains both a liability and an equity
component (see paragraph 33 of IPSAS 28) and the instrument has multiple
embedded derivatives whose values are interdependent (such as a callable
convertible debt instrument), it shall disclose the existence of those features.

Defaults and Breaches

22.

IPSAS 30

For loans payable recognized at the end of the reporting period, an entity
shall disclose:

(a)  Details of any defaults during the period of principal, interest, sinking
fund, or redemption terms of those loans payable;

(b)  The carrying amount of the loans payable in default at the end of the
reporting period; and

(¢)  Whether the default was remedied, or the terms of the loans payable
were renegotiated, before the financial statements were authorized for
issue.
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23. If, during the period, there were breaches of loan agreement terms other than
those described in paragraph 22, an entity shall disclose the same information
as required by paragraph 22 if those breaches permitted the lender to demand
accelerated repayment (unless the breaches were remedied, or the terms of
the loan were renegotiated, on or before the end of the reporting period).

Statement of Financial Performance

Items of Revenue, Expense, Gains, or Losses

24, An entity shall disclose the following items of revenue, expense, gains, or
losses either in the statement of financial performance or in the notes:

(a)

(b)

Net gains or net losses on:

(@

(i)
(iii)
(iv)
)
(vi)
(vii)

(viii)

Financial assets or financial liabilities measured at fair value
through surplus or deficit, showing separately those on financial
assets or financial liabilities designated as such upon initial
recognition or subsequently in accordance with paragraph 152
of IPSAS 41, and those on financial assets or financial liabilities
that are mandatorily measured at fair value through surplus or
deficit in accordance with IPSAS 41 (e.g., financial liabilities
that meet the definition of held for trading in IPSAS 41). For
financial liabilities designated as at fair value through surplus
or deficit, an entity shall show separately the amount of gain or
loss recognized in net assets/equity and the amount recognized
in surplus or deficit;

[Deleted]

[Deleted]

[Deleted]

Financial liabilities measured at amortized cost;
Financial assets measured at amortized cost;

Investments in equity instruments designated at fair value
through net assets/equity in accordance with paragraph 106 of
IPSAS 41; and

Financial assets measured at fair value through net assets/
equity in accordance with paragraph 41 of IPSAS 41, showing
separately the amount of gain or loss recognized in net assets/
equity during the period and the amount reclassified upon
derecognition from accumulated net assets/equity to surplus or
deficit for the period.

Total interest revenue and total interest expense (calculated using the
effective interest method) for financial assets or financial liabilities
that are measured at amortized cost or that are measured at fair value
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through net assets/equity in accordance with paragraph 41 of IPSAS
41 (showing these amounts separately); or financial liabilities that are
not measured at fair value through surplus or deficit;

(¢) Fee revenue and expense (other than amounts included in determining
the effective interest rate) arising from:

(i)  Financial assets or financial liabilities that are not at fair value
through surplus or deficit; and

(i)  Trust and other fiduciary activities that result in the holding or
investing of assets on behalf of individuals, trusts, retirement
benefit plans, and other institutions;

(d) [Deleted]
(e) [Deleted]

An entity shall disclose an analysis of the gain or loss recognized in the
statement of financial performance arising from the derecognition of
financial assets measured at amortized cost, showing separately gains and
losses arising from derecognition of those financial assets. This disclosure
shall include the reasons for derecognizing those financial assets.

Other Disclosures

Accounting Policies

25.

In accordance with paragraph 132 of IPSAS 1, an entity discloses, in the
summary of significant accounting policies, the measurement basis (or bases)
used in preparing the financial statements and the other accounting policies
used that are relevant to an understanding of the financial statements.

Hedge Accounting

25A.

25B.

IPSAS 30

An entity shall apply the disclosure requirements in paragraphs 25B—28F for
those risk exposures that an entity hedges and for which it elects to apply
hedge accounting. Hedge accounting disclosures shall provide information
about:

(a)  An entity’s risk management strategy and how it is applied to manage
risk;

(b)  How the entity’s hedging activities may affect the amount, timing and
uncertainty of its future cash flows; and

(¢)  The effect that hedge accounting has had on the entity’s statement of
financial position, statement of financial performance and statement of
changes in net assets/equity.

An entity shall present the required disclosures in a single note or separate
section in its financial statements. However, an entity need not duplicate
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information that is already presented elsewhere, provided that the information
is incorporated by cross-reference from the financial statements to some
other statement, such as a management commentary or risk report that is
available to users of the financial statements on the same terms as the financial
statements and at the same time. Without the information incorporated by
cross-reference, the financial statements are incomplete.

When paragraphs 26 A—-28F require the entity to separate by risk category the
information disclosed, the entity shall determine each risk category on the
basis of the risk exposures an entity decides to hedge and for which hedge
accounting is applied. An entity shall determine risk categories consistently
for all hedge accounting disclosures.

To meet the objectives in paragraph 25A, an entity shall (except as otherwise
specified below) determine how much detail to disclose, how much
emphasis to place on different aspects of the disclosure requirements, the
appropriate level of aggregation or disaggregation, and whether users of
financial statements need additional explanations to evaluate the quantitative
information disclosed. However, an entity shall use the same level of
aggregation or disaggregation it uses for disclosure requirements of related
information in this Standard.

[Deleted]

The Risk Management Strategy

206A.

26B.

An entity shall explain its risk management strategy for each risk category
of risk exposures that it decides to hedge and for which hedge accounting
is applied. This explanation should enable users of financial statements to
evaluate (for example):

(a) How each risk arises.

(b) How the entity manages each risk; this includes whether the entity
hedges an item in its entirety for all risks or hedges a risk component
(or components) of an item and why.

(¢)  The extent of risk exposures that the entity manages.

To meet the requirements in paragraph 26A, the information should include
(but is not limited to) a description of:

(a) The hedging instruments that are used (and how they are used) to
hedge risk exposures;

(b) How the entity determines the economic relationship between the
hedged item and the hedging instrument for the purpose of assessing
hedge effectiveness; and

(c) How the entity establishes the hedge ratio and what the sources of
hedge ineffectiveness are.
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When an entity designates a specific risk component as a hedged item (see
paragraph 128 of IPSAS 41) it shall provide, in addition to the disclosures
required by paragraphs 26A and 26B, qualitative or quantitative information
about:

(a)  How the entity determined the risk component that is designated as the
hedged item (including a description of the nature of the relationship
between the risk component and the item as a whole); and

(b) How the risk component relates to the item in its entirety (for example,
the designated risk component historically covered on average 80
percent of the changes in fair value of the item as a whole).

The Amount, Timing and Uncertainty of Future Cash Flows

27.
27A.

27B.

27C.

IPSAS 30

[Deleted]

Unless exempted by paragraph 27C, an entity shall disclose by risk category
quantitative information to allow users of its financial statements to evaluate
the terms and conditions of hedging instruments and how they affect the
amount, timing and uncertainty of future cash flows of the entity.

To meet the requirement in paragraph 27A, an entity shall provide a
breakdown that discloses:

(a)  Aprofile of the timing of the nominal amount of the hedging instrument;
and

(b) If applicable, the average price or rate (for example strike or forward
prices etc.) of the hedging instrument.

In situations in which an entity frequently resets (i.e., discontinues and
restarts) hedging relationships because both the hedging instrument and
the hedged item frequently change (i.e., the entity uses a dynamic process
in which both the exposure and the hedging instruments used to manage
that exposure do not remain the same for long—such as in the example in
paragraph AG317(b) of IPSAS 41) the entity:

(a) Is exempt from providing the disclosures required by paragraphs 27A
and 27B.

(b)  Shall disclose:

(i)  Information about what the ultimate risk management strategy
is in relation to those hedging relationships;

(i) A description of how it reflects its risk management strategy
by using hedge accounting and designating those particular
hedging relationships; and

(i)  An indication of how frequently the hedging relationships are
discontinued and restarted as part of the entity’s process in
relation to those hedging relationships.
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An entity shall disclose by risk category a description of the sources of hedge
ineffectiveness that are expected to affect the hedging relationship during its
term.

If other sources of hedge ineffectiveness emerge in a hedging relationship, an
entity shall disclose those sources by risk category and explain the resulting
hedge ineffectiveness.

For cash flow hedges, an entity shall disclose a description of any forecast
transaction for which hedge accounting had been used in the previous period,
but which is no longer expected to occur.

The Effects of Hedge Accounting on Financial Position and Performance

28.

28A.

28B.

[Deleted]

An entity shall disclose, in a tabular format, the following amounts related to
items designated as hedging instruments separately by risk category for each
type of hedge (fair value hedge, cash flow hedge or hedge of a net investment
in a foreign operation):

(a) The carrying amount of the hedging instruments (financial assets
separately from financial liabilities);

(b) The line item in the statement of financial position that includes the
hedging instrument;
(¢)  The change in fair value of the hedging instrument used as the basis for

recognizing hedge ineffectiveness for the period; and

(d) The nominal amounts (including quantities such as tonnes or cubic
meters) of the hedging instruments.

An entity shall disclose, in a tabular format, the following amounts related to
hedged items separately by risk category for the types of hedges as follows:

(a)  For fair value hedges:

(i)  The carrying amount of the hedged item recognized in the
statement of financial position (presenting assets separately
from liabilities);

(i1)) The accumulated amount of fair value hedge adjustments
on the hedged item included in the carrying amount of the
hedged item recognized in the statement of financial position
(presenting assets separately from liabilities);

(i)  The line item in the statement of financial position that includes
the hedged item;

(iv)  The change in value of the hedged item used as the basis for
recognizing hedge ineffectiveness for the period; and
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The accumulated amount of fair value hedge adjustments
remaining in the statement of financial position for any hedged
items that have ceased to be adjusted for hedging gains and
losses in accordance with paragraph 139 of IPSAS 41.

For cash flow hedges and hedges of a net investment in a foreign
operation:

(@)

(i)

(iii)

The change in value of the hedged item used as the basis for
recognizing hedge ineffectiveness for the period (i.e., for
cash flow hedges the change in value used to determine the
recognized hedge ineffectiveness in accordance with paragraph
140(c) of IPSAS 41);

The balances in the cash flow hedge reserve and the foreign
currency translation reserve for continuing hedges that are
accounted for in accordance with paragraphs 140 and 142(a)
of IPSAS 41; and

The balances remaining in the cash flow hedge reserve and
the foreign currency translation reserve from any hedging
relationships for which hedge accounting is no longer applied.

An entity shall disclose, in a tabular format, the following amounts separately
by risk category for the types of hedges as follows:

(a)

(b)

For fair value hedges:

(i)  Hedge ineffectiveness—i.e., the difference between the
hedging gains or losses of the hedging instrument and the
hedged item—recognized in surplus or deficit (or net assets/
equity for hedges of an equity instrument for which an entity
has elected to present changes in fair value in net assets/equity
in accordance with paragraph 106 of IPSAS 41); and

(ii))  The line item in the statement of financial performance that
includes the recognized hedge ineffectiveness.

For cash flow hedges and hedges of a net investment in a foreign

operation:

(i)  Hedging gains or losses of the reporting period that were
recognized in net assets/equity;

(i1)  Hedge ineffectiveness recognized in surplus or deficit;

(i) The line item in the statement of financial performance that
includes the recognized hedge ineffectiveness;

(iv)  The amount reclassified from the cash flow hedge reserve or

the foreign currency translation reserve into surplus or deficit
as a reclassification adjustment (see IPSAS 1) (differentiating
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between amounts for which hedge accounting had previously
been used, but for which the hedged future cash flows are no
longer expected to occur, and amounts that have been transferred
because the hedged item has affected surplus or deficit);

(v)  The line item in the statement of financial performance that
includes the reclassification adjustment (see IPSAS 1); and

(vi) For hedges of net positions, the hedging gains or losses
recognized in a separate line item in the statement of financial
performance (see paragraph 149 of IPSAS 41).

When the volume of hedging relationships to which the exemption in
paragraph 27C applies is unrepresentative of normal volumes during the
period (i.e., the volume at the reporting date does not reflect the volumes
during the period) an entity shall disclose that fact and the reason it believes
the volumes are unrepresentative.

An entity shall provide a reconciliation of each component of net assets/
equity and an analysis of net assets/equity in accordance with IPSAS 1 that,
taken together:

(a) Differentiates, at a minimum, between the amounts that relate to the
disclosures in paragraph 28C(b)(i) and (b)(iv) as well as the amounts
accounted for in accordance with paragraph 140(d)(i) and (iii) of
IPSAS 41;

(b) Differentiates between the amounts associated with the time value of
options that hedge transaction related hedged items and the amounts
associated with the time value of options that hedge time-period related
hedged items when an entity accounts for the time value of an option in
accordance with paragraph 144 of IPSAS 41; and

(c) Differentiates between the amounts associated with forward elements
of forward contracts and the foreign currency basis spreads of financial
instruments that hedge transaction related hedged items, and the
amounts associated with forward elements of forward contracts and
the foreign currency basis spreads of financial instruments that hedge
time-period related hedged items when an entity accounts for those
amounts in accordance with paragraph 145 of IPSAS 41.

An entity shall disclose the information required in paragraph 28E separately
by risk category. This disaggregation by risk may be provided in the notes to
the financial statements.

Option to Designate a Credit Exposure as Measured at Fair Value Through Surplus
or Deficit

28G.

If an entity designated a financial instrument, or a proportion of it, as measured
at fair value through surplus or deficit because it uses a credit derivative to
manage the credit risk of that financial instrument it shall disclose:
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(a)  For credit derivatives that have been used to manage the credit risk
of financial instruments designated as measured at fair value through
surplus or deficit in accordance with paragraph 152 of IPSAS 41, a
reconciliation of each of the nominal amount and the fair value at the
beginning and at the end of the period;

(b) The gain or loss recognized in surplus or deficit on designation of a
financial instrument, or a proportion of it, as measured at fair value
through surplus or deficit in accordance with paragraph 152 of IPSAS
41; and

(¢)  Ondiscontinuation of measuring a financial instrument, or a proportion
of it, at fair value through surplus or deficit, that financial instrument’s
fair value that has become the new carrying amount in accordance
with paragraph 155 of IPSAS 41 and the related nominal or principal
amount (except for providing comparative information in accordance
with IPSAS 1, an entity does not need to continue this disclosure in
subsequent periods).

Fair Value

29.

30.

31.

32.

IPSAS 30

Except as set out in paragraph 35 for each class of financial assets and
financial liabilities (see paragraph 9), an entity shall disclose the fair value of
that class of assets and liabilities in a way that permits it to be compared with
its carrying amount.

In disclosing fair values, an entity shall group financial assets and financial
liabilities into classes, but shall offset them only to the extent that their
carrying amounts are offset in the statement of financial position.

An entity shall disclose for each class of financial instruments the methods and,
when a valuation technique is used, the assumptions applied in determining
fair values of each class of financial assets or financial liabilities. For example,
if applicable, an entity discloses information about the assumptions relating
to prepayment rates, rates of estimated credit losses, and interest rates or
discount rates. If there has been a change in valuation technique, the entity
shall disclose that change and the reasons for making it.

To make the disclosures required by paragraph 33 an entity shall classify fair
value measurements using a fair value hierarchy that reflects the significance
of the inputs used in making the measurements. The fair value hierarchy shall
have the following levels:

(a) Quoted prices (unadjusted) in active markets for identical assets or
liabilities (Level 1);

(b) Inputs other than quoted prices included within Level 1 that are
observable for the asset or liability, either directly (i.e., as price) or
indirectly (i.e., derived from prices) (Level 2); and
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(c) Inputs for the asset or liability that are not based on observable market
data (unobservable inputs) (Level 3).

The level in the fair value hierarchy within which the fair value measurement
is categorized in its entirety shall be determined on the basis of the lowest
level input that is significant to the fair value measurement in its entirety. For
this purpose, the significance of an input is assessed against the fair value
measurement in its entirety. If a fair value measurement uses observable
inputs that require significant adjustment based on unobservable inputs,
that measurement is a Level 3 measurement. Assessing the significance
of a particular input to the fair value measurement in its entirety requires
judgment, considering factors specific to the asset or liability.

For fair value measurements recognized in the statement of financial position
an entity shall disclose for each class of financial instruments:

(a) The level in the fair value hierarchy into which the fair value
measurements are categorized in their entirety, segregating fair value
measurements in accordance with the levels defined in paragraph 32.

(b)  Any significant transfers between Level 1 and Level 2 of the fair value
hierarchy and the reasons for those transfers. Transfers into each level
shall be disclosed and discussed separately from transfers out of each
level. For this purpose, significance shall be judged with respect to
surplus or deficit, and total assets or total liabilities.

(¢) For fair value measurements in Level 3, a reconciliation from the
beginning balances to the ending balances, disclosing separately
changes during the period attributable to the following:

(i)  Total gains or losses for the period recognized in surplus or
deficit, and a description of where they are presented in the
statement of financial performance;

(i)  Total gains or losses recognized in net assets/equity;

(i)  Purchases, sales, issues, and settlements (each type of move-
ment disclosed separately); and

(iv)  Transfers into or out of Level 3 (e.g., transfers attributable to
changes in the observability of market data) and the reasons for
those transfers. For significant transfers, transfers into Level 3
shall be disclosed and discussed separately from transfers out
of Level 3.

(d) The amount of total gains or losses for the period in (c)(i) above
included in surplus or deficit that are attributable to gains or losses
relating to those assets and liabilities held at the end of the reporting
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period and a description of where those gains or losses are presented in
the statement of financial performance.

(e)  For fair value measurements in Level 3, if changing one or more of the
inputs to reasonably possible alternative assumptions would change
fair value significantly, the entity shall state that fact and disclose the
effect of those changes. The entity shall disclose how the effect of a
change to a reasonably possible alternative assumption was calculated.
For this purpose, significance shall be judged with respect to surplus
or deficit, and total assets or total liabilities, or, when changes in fair
value are recognized in net assets/equity, total equity.

An entity shall present the quantitative disclosures required by this paragraph
in tabular format unless another format is more appropriate.

If the market for a financial instrument is not active, an entity establishes
its fair value using a valuation technique (see paragraphs AG149-AG154 of
IPSAS 41). Nevertheless, the best evidence of fair value at initial recognition
is the transaction price (i.e., the fair value of the consideration given or
received), unless conditions described in paragraph AG151 of IPSAS 41 are
met. It follows that there could be a difference between the fair value at initial
recognition and the amount that would be determined at that date using the
valuation technique. If such a difference exists, an entity shall disclose, by
class of financial instrument:

(a) Its accounting policy for recognizing that difference in surplus or
deficit to reflect a change in factors (including time) that market
participants would consider in setting a price (see paragraph AG117(b)
of IPSAS 41); and

(b) The aggregate difference yet to be recognized in surplus or deficit at
the beginning and end of the period and a reconciliation of changes in
the balance of this difference.

Disclosures of fair value are not required:

(a)  When the carrying amount is a reasonable approximation of fair
value, for example, for financial instruments such as short-term trade
receivables and payables; and

(b) [Deleted]

(¢)  Foracontract containing a discretionary participation feature if the fair
value of that feature cannot be measured reliably.

In the case described in paragraph 35(c), an entity shall disclose information
to help users of the financial statements make their own judgments about the
extent of possible differences between the carrying amount of those contracts
and their fair value, including:
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(a)  The fact that fair value information has not been disclosed for these
instruments because their fair value cannot be measured reliably;

(b) A description of the financial instruments, their carrying amount, and
an explanation of why fair value cannot be measured reliably;

(¢) Information about the market for the instruments;

(d) Information about whether and how the entity intends to dispose of the
financial instruments; and

(e) If financial instruments whose fair value previously could not be
reliably measured are derecognized, that fact, their carrying amount at
the time of derecognition, and the amount of gain or loss recognized.

Concessionary Loans

37.

37A.

Concessionary loans are granted by entities on below market terms. Examples
of concessionary loans that commonly have below market terms include loans
to developing countries, small farms, student loans granted to qualifying
students for university or college education, and housing loans granted to low
income families. For concessionary loans granted and measured at amortized
cost in accordance with paragraph 40 of IPSAS 41, an entity shall disclose:

(a)  Areconciliation between the opening and closing carrying amounts of
the loans, including:

(i)  Nominal value of new loans granted during the period;
(i)  The fair value adjustment on initial recognition;

(i)  Loans repaid during the period;

(iv)  Impairment losses recognized;

(v)  Any increase during the period in the discounted amount arising
from the passage of time; and

(vi)  Other changes.
(b) Nominal value of the loans at the end of the period;
(¢)  The purpose and terms of the various types of loans; and
(d)  Valuation assumptions.

For concessionary loans measured at fair value in accordance with paragraph
41 or 43 of IPSAS 41 an entity shall disclose:

(a)  Areconciliation between the opening and closing carrying amounts of
the loans, including:

(i)  Nominal value of new loans granted during the period;

(i)  The fair value adjustment on initial recognition;
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(i) Loans repaid during the period;

(iv) The fair value adjustment during the period (separate from
initial recognition); and

(v)  Other changes.
(b) Nominal value of the loans at the end of the period;

(¢)  The purpose and terms of the various types of loans, including the
nature of the concession; and

(d)  Valuation assumptions.

Nature and Extent of Risks Arising from Financial Instruments

38.

39.

39A.

40.

41.

IPSAS 30

An entity shall disclose information that enables users of its financial
statements to evaluate the nature and extent of risks arising from
financial instruments to which the entity is exposed at the end of the
reporting period.

The disclosures required by paragraphs 40-49 focus on the risks that arise
from financial instruments and how they have been managed. These risks
typically include, but are not limited to, credit risk, liquidity risk, and market
risk.

Providing qualitative disclosures in the context of quantitative disclosures
enables users to link related disclosures and hence form an overall picture
of the nature and extent of risks arising from financial instruments. The
interaction between qualitative and quantitative disclosures contributes to
disclosure of information in a way that better enables users to evaluate an
entity’s exposure to risks.

Qualitative Disclosures

For each type of risk arising from financial instruments, an entity shall
disclose:

(a) The exposures to risk and how they arise;

(b) Its objectives, policies, and processes for managing the risk and the
methods used to measure the risk; and

(¢)  Any changes in (a) or (b) from the previous period.
Quantitative Disclosures

For each type of risk arising from financial instruments, an entity shall
disclose:

(a) Summary quantitative data about its exposure to that risk at the end of
the reporting period. This disclosure shall be based on the information
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provided internally to key management personnel of the entity
(as defined in IPSAS 20, Related Party Disclosures), for example, the
entity’s governing body or chief executive officer.

The disclosures required by paragraphs 43-49, to the extent not
provided in accordance with (a).

Concentrations of risk if not apparent from the disclosures made in
accordance with (a) and (b).

If the quantitative data disclosed as at the end of the reporting period are
unrepresentative of an entity’s exposure to risk during the period, an entity
shall provide further information that is representative.

(b)
(©
42.
Credit Risk

Scope and Objectives

42A.

42B.

An entity shall apply the disclosure requirements in paragraphs 42F—42N to
financial instruments to which the impairment requirements in IPSAS 41 are
applied. However:

(@

(b)

For receivables that result from exchange transactions that are within
the scope of IPSAS 9 and non-exchange transactions within the scope
of IPSAS 23 and lease receivables, paragraph 42J(a) applies to those
receivables or lease receivables on which lifetime expected credit losses
are recognized in accordance with paragraph 87 of IPSAS 41, if those
financial assets are modified while more than 30 days past due; and

Paragraph 42K (b) does not apply to lease receivables.

The credit risk disclosures made in accordance with paragraphs 42F—42N
shall enable users of financial statements to understand the effect of credit
risk on the amount, timing and uncertainty of future cash flows. To achieve
this objective, credit risk disclosures shall provide:

(a)

(b)

(c)

Information about an entity’s credit risk management practices and
how they relate to the recognition and measurement of expected credit
losses, including the methods, assumptions and information used to
measure expected credit losses;

Quantitative and qualitative information that allows users of financial
statements to evaluate the amounts in the financial statements arising
from expected credit losses, including changes in the amount of
expected credit losses and the reasons for those changes; and

Information about an entity’s credit risk exposure (i.e., the credit risk
inherent in an entity’s financial assets and commitments to extend
credit) including significant credit risk concentrations.
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An entity need not duplicate information that is already presented elsewhere,
provided that the information is incorporated by cross-reference from the
financial statements to other statements, such as a management commentary
or risk report that is available to users of the financial statements on the
same terms as the financial statements and at the same time. Without the
information incorporated by cross-reference, the financial statements are
incomplete.

To meet the objectives in paragraph 42B, an entity shall (except as otherwise
specified) consider how much detail to disclose, how much emphasis to place
on different aspects of the disclosure requirements, the appropriate level of
aggregation or disaggregation, and whether users of financial statements need
additional explanations to evaluate the quantitative information disclosed.

If the disclosures provided in accordance with paragraphs 42F—42N are
insufficient to meet the objectives in paragraph 42B, an entity shall disclose
additional information that is necessary to meet those objectives.

The Credit Risk Management Practices

42F.

IPSAS 30

An entity shall explain its credit risk management practices and how they
relate to the recognition and measurement of expected credit losses. To
meet this objective an entity shall disclose information that enables users of
financial statements to understand and evaluate:

(a) How an entity determined whether the credit risk of financial
instruments has increased significantly since initial recognition,
including, if and how:

(i)  Financial instruments are considered to have low credit risk
in accordance with paragraph 82 of IPSAS 41, including the
classes of financial instruments to which it applies; and

(i1))  The presumption in paragraph 83 of IPSAS 41, that there have
been significant increases in credit risk since initial recognition
when financial assets are more than 30 days past due, has been
rebutted;

(b)  An entity’s definitions of default, including the reasons for selecting
those definitions;

(c) How the instruments were grouped if expected credit losses were
measured on a collective basis;

(d) How an entity determined that financial assets are credit-impaired
financial assets;

(e) An entity’s write-off policy, including the indicators that there is
no reasonable expectation of recovery and information about the
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policy for financial assets that are written-off but are still subject to
enforcement activity; and

(f)  How therequirements in paragraph 84 of IPSAS 41 for the modification
of contractual cash flows of financial assets have been applied,
including how an entity:

(i)  Determines whether the credit risk on a financial asset that has
been modified while the loss allowance was measured at an
amount equal to lifetime expected credit losses, has improved
to the extent that the loss allowance reverts to being measured
at an amount equal to 12-month expected credit losses in
accordance with paragraph 77 of IPSAS 41; and

(il)  Monitors the extent to which the loss allowance on financial
assets meeting the criteria in (i) is subsequently remeasured at
an amount equal to lifetime expected credit losses in accordance
with paragraph 75 of IPSAS 41.

42G.  An entity shall explain the inputs, assumptions and estimation techniques
used to apply the requirements in paragraphs 73-93 of IPSAS 41. For this
purpose an entity shall disclose:

(a)  The basis of inputs and assumptions and the estimation techniques
used to:

(i)  Measure the 12-month and lifetime expected credit losses;

(ii))  Determine whether the credit risk of financial instruments has
increased significantly since initial recognition; and

(iii) Determine whether a financial asset is a credit-impaired
financial asset.

(b) How forward-looking information has been incorporated into
the determination of expected credit losses, including the use of
macroeconomic information; and

(¢)  Changes in the estimation techniques or significant assumptions made
during the reporting period and the reasons for those changes.

Quantitative and Qualitative Information about Amounts Arising from Expected
Credit Losses

42H.  Toexplain the changes in the loss allowance and the reasons for those changes,
an entity shall provide, by class of financial instrument, a reconciliation from
the opening balance to the closing balance of the loss allowance, in a table,
showing separately the changes during the period for:

(a)  The loss allowance measured at an amount equal to 12-month expected
credit losses;
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(b)  The loss allowance measured at an amount equal to lifetime expected
credit losses for:

(i)  Financial instruments for which credit risk has increased
significantly since initial recognition but that are not credit-
impaired financial assets;

(i)  Financial assets that are credit-impaired at the reporting date
(but that are not purchased or originated credit-impaired); and

(i) Receivables that result from exchange transactions that are
within the scope of IPSAS 9 or non-exchange transactions that
are within the scope of IPSAS 23 or lease receivables for which
the loss allowances are measured in accordance with paragraph
87 of IPSAS 41.

(c¢) Financial assets that are purchased or originated credit-impaired. In
addition to the reconciliation, an entity shall disclose the total amount
of undiscounted expected credit losses at initial recognition on financial
assets initially recognized during the reporting period.

To enable users of financial statements to understand the changes in the
loss allowance disclosed in accordance with paragraph 42H, an entity shall
provide an explanation of how significant changes in the gross carrying
amount of financial instruments during the period contributed to changes in
the loss allowance. The information shall be provided separately for financial
instruments that represent the loss allowance as listed in paragraph 42H(a)—
(c) and shall include relevant qualitative and quantitative information.
Examples of changes in the gross carrying amount of financial instruments
that contributed to the changes in the loss allowance may include:

(a)  Changes because of financial instruments originated or acquired during
the reporting period;

(b)  The modification of contractual cash flows on financial assets that do
not result in a derecognition of those financial assets in accordance
with IPSAS 41;

(¢) Changes because of financial instruments that were derecognized
(including those that were written-off) during the reporting period; and

(d) Changes arising from whether the loss allowance is measured at an
amount equal to 12-month or lifetime expected credit losses.

To enable users of financial statements to understand the nature and effect
of modifications of contractual cash flows on financial assets that have
not resulted in derecognition and the effect of such modifications on the
measurement of expected credit losses, an entity shall disclose:
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The amortized cost before the modification and the net modification
gain or loss recognized for financial assets for which the contractual
cash flows have been modified during the reporting period while they
had a loss allowance measured at an amount equal to lifetime expected
credit losses; and

The gross carrying amount at the end of the reporting period of
financial assets that have been modified since initial recognition at a
time when the loss allowance was measured at an amount equal to
lifetime expected credit losses and for which the loss allowance has
changed during the reporting period to an amount equal to 12-month
expected credit losses.

42K.  To enable users of financial statements to understand the effect of collateral
and other credit enhancements on the amounts arising from expected credit
losses, an entity shall disclose by class of financial instrument:

(a)  The amount that best represents its maximum exposure to credit risk at
the end of the reporting period without taking account of any collateral
held or other credit enhancements (e.g., netting agreements that do not
qualify for offset in accordance with IPSAS 28).

(b) A narrative description of collateral held as security and other credit
enhancements, including:

(i)  Adescription of the nature and quality of the collateral held;

(i1)  An explanation of any significant changes in the quality of that
collateral or credit enhancements as a result of deterioration
or changes in the collateral policies of the entity during the
reporting period; and

(i)  Information about financial instruments for which an entity has
not recognized a loss allowance because of the collateral.

(¢)  Quantitative information about the collateral held as security and
other credit enhancements (for example, quantification of the extent to
which collateral and other credit enhancements mitigate credit risk) for
financial assets that are credit-impaired at the reporting date.

42L.  An entity shall disclose the contractual amount outstanding on financial
assets that were written off during the reporting period and are still subject to
enforcement activity.

Credit Risk Exposure

42M.  To enable users of financial statements to assess an entity’s credit risk

exposure and understand its significant credit risk concentrations, an entity
shall disclose, by credit risk rating grades, the gross carrying amount of
financial assets and the exposure to credit risk on loan commitments and
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financial guarantee contracts. This information shall be provided separately
for financial instruments:

(a)  For which the loss allowance is measured at an amount equal to
12-month expected credit losses;

(b) For which the loss allowance is measured at an amount equal to
lifetime expected credit losses and that are:

(i)  Financial instruments for which credit risk has increased
significantly since initial recognition but that are not credit-
impaired financial assets;

(i)  Financial assets that are credit-impaired at the reporting date
(but that are not purchased or originated credit-impaired); and

(iii) Receivables that result from exchange transactions that are
within the scope of IPSAS 9 or non-exchange transactions that
are within the scope of IPSAS 23 or lease receivables for which

the loss allowances are measured in accordance with paragraph
87 of IPSAS 41.

(¢)  That are purchased or originated credit-impaired financial assets.

For receivables that result from exchange transactions that are within the
scope of IPSAS 9 or non-exchange transactions that are within the scope of
IPSAS 23 or lease receivables to which an entity applies paragraph 87 of
IPSAS 41, the information provided in accordance with paragraph 42M may
be based on a provision matrix (see paragraph AG199 of IPSAS 41).

For all financial instruments within the scope of this Standard, but to which
the impairment requirements in IPSAS 41 are not applied, an entity shall
disclose by class of financial instrument:

(a)  The amount that best represents its maximum exposure to credit risk at
the end of the reporting period without taking account of any collateral
held or other credit enhancements (e.g., netting agreements that do
not qualify for offset in accordance with IPSAS 28); this disclosure
is not required for financial instruments whose carrying amount best
represents the maximum exposure to credit risk;

(b) A description of collateral held as security and other credit
enhancements, and their financial effect (e.g., quantification of the
extent to which collateral and other credit enhancements mitigate
credit risk) in respect of the amount that best represents the maximum
exposure to credit risk (whether disclosed in accordance with (a) or
represented by the carrying amount of a financial instrument);

(¢) [Deleted]
(d) [Deleted]
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44. [Deleted]
Collateral and Other Credit Enhancements Obtained

45. When an entity obtains financial or non-financial assets during the period by
taking possession of collateral it holds as security or calling on other credit
enhancements (e.g., guarantees), and such assets meet the recognition criteria in
other Standards, an entity shall disclose for such assets held at the reporting date:

(a)  The nature and carrying amount of the assets; and

(b)  When the assets are not readily convertible into cash, its policies for
disposing of such assets or for using them in its operations.

Liquidity Risk
46. An entity shall disclose:

(a) A maturity analysis for non-derivative financial liabilities (including
issued financial guarantee contracts) that shows the remaining
contractual maturities.

(b) A maturity analysis for derivative financial liabilities. The maturity
analysis shall include the remaining contractual maturities for those
derivative financial liabilities for which contractual maturities are
essential for an understanding of the timing of the cash flows (see
paragraph AG14).

(¢) A description of how it manages the liquidity risk inherent in (a)
and (b).

Market Risk
Sensitivity Analysis
47. Unless an entity complies with paragraph 48, it shall disclose:

(a) A sensitivity analysis for each type of market risk to which the entity
is exposed at the end of the reporting period, showing how surplus or
deficit and net assets/equity would have been affected by changes in
the relevant risk variable that were reasonably possible at that date;

(b) The methods and assumptions used in preparing the sensitivity
analysis; and

(¢) Changes from the previous period in the methods and assumptions
used, and the reasons for such changes.

48. If an entity prepares a sensitivity analysis, such as value-at-risk, that reflects

interdependencies between risk variables (e.g., interest rates and exchange
rates) and uses it to manage financial risks, it may use that sensitivity analysis
in place of the analysis specified in paragraph 47. The entity shall also
disclose:
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(a)  An explanation of the method used in preparing such a sensitivity
analysis, and of the main parameters and assumptions underlying the
data provided; and

(b)  An explanation of the objective of the method used and of limitations
that may result in the information not fully reflecting the fair value of
the assets and liabilities involved.

Other Market Risk Disclosures

When the sensitivity analyses disclosed in accordance with paragraph 47
or 48 are unrepresentative of a risk inherent in a financial instrument (e.g.,
because the year-end exposure does not reflect the exposure during the year),
the entity shall disclose that fact and the reason it believes the sensitivity
analyses are unrepresentative.

Transfers of Financial Assets

49A.

49B.

49C.

IPSAS 30

The disclosure requirements in paragraphs 49B—49H relating to transfers of
financial assets supplement the other disclosure requirements of this Standard. An
entity shall present the disclosures required by paragraphs 49B—49H in a single
note in its financial statements. An entity shall provide the required disclosures for
all transferred financial assets that are not derecognized and for any continuing
involvement in a transferred asset, existing at the reporting date, irrespective of
when the related transfer transaction occurred. For the purposes of applying the
disclosure requirements in those paragraphs, an entity transfers all or a part of a
financial asset (the transferred financial asset) if, and only if; it either:

(a) Transfers the contractual rights to receive the cash flows of that
financial asset; or

(b)  Retains the contractual rights to receive the cash flows of that financial
asset, but assumes a contractual obligation to pay the cash flows to one
or more recipients in an arrangement.

An entity shall disclose information that enables users of its financial
statements:

(a)  To understand the relationship between transferred financial assets that
are not derecognized in their entirety and the associated liabilities; and

(b) To evaluate the nature of, and risks associated with, the entity’s
continuing involvement in derecognized financial assets.

For the purposes of applying the disclosure requirements in paragraphs
49E—49H, an entity has continuing involvement in a transferred financial
asset if, as part of the transfer, the entity retains any of the contractual rights
or obligations inherent in the transferred financial asset or obtains any new
contractual rights or obligations relating to the transferred financial asset. For
the purposes of applying the disclosure requirements in paragraphs 49E—49H,
the following do not constitute continuing involvement:
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Normal representations and warranties relating to fraudulent transfer
and concepts of reasonableness, good faith and fair dealings that could
invalidate a transfer as a result of legal action;

Forward, option and other contracts to reacquire the transferred
financial asset for which the contract price (or exercise price) is the
fair value of the transferred financial asset; or

An arrangement whereby an entity retains the contractual rights to
receive the cash flows of a financial asset but assumes a contractual
obligation to pay the cash flows to one or more entities and the
conditions in paragraph 16(a)—(c) of IPSAS 41 are met.

Transferred Financial Assets that are Not Derecognized in Their Entirety

49D.  An entity may have transferred financial assets in such a way that part or
all of the transferred financial assets do not qualify for derecognition. To
meet the objectives set out in paragraph 49B(a), the entity shall disclose at
each reporting date for each class of transferred financial assets that are not
derecognized in their entirety:

(@)
(b)

(c)

(d)

(e)

®

The nature of the transferred assets.

The nature of the risks and rewards of ownership to which the entity
is exposed.

A description of the nature of the relationship between the transferred
assets and the associated liabilities, including restrictions arising from
the transfer on the reporting entity’s use of the transferred assets.

When the counterparty (counterparties) to the associated liabilities has
(have) recourse only to the transferred assets, a schedule that sets out
the fair value of the transferred assets, the fair value of the associated
liabilities and the net position (the difference between the fair value of
the transferred assets and the associated liabilities).

When the entity continues to recognize all of the transferred assets, the
carrying amounts of the transferred assets and the associated liabilities.

When the entity continues to recognize the assets to the extent of its
continuing involvement (see paragraphs 17(c)(ii) and 27 of IPSAS 41),
the total carrying amount of the original assets before the transfer, the
carrying amount of the assets that the entity continues to recognize,
and the carrying amount of the associated liabilities.

Transferred Financial Assets that are Derecognized in Their Entirety

49E.  To meet the objectives set out in paragraph 49B(b), when an entity
derecognizes transferred financial assets in their entirety (see paragraph 17(a)
and 17(c)(i) of IPSAS 41) but has continuing involvement in them, the entity
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shall disclose, as a minimum, for each type of continuing involvement at each
reporting date:

(a)

(b)

(c)

(d)

(e)

®

The carrying amount of the assets and liabilities that are recognized
in the entity’s statement of financial position and represent the entity’s
continuing involvement in the derecognized financial assets, and the
line items in which the carrying amount of those assets and liabilities
are recognized.

The fair value of the assets and liabilities that represent the entity’s
continuing involvement in the derecognized financial assets.

The amount that best represents the entity’s maximum exposure to
loss from its continuing involvement in the derecognized financial
assets, and information showing how the maximum exposure to loss
is determined.

The undiscounted cash outflows that would or may be required to
repurchase derecognized financial assets (e.g., the strike price in an
option agreement) or other amounts payable to the transferee in respect
of the transferred assets. If the cash outflow is variable then the amount
disclosed should be based on the conditions that exist at each reporting
date.

A maturity analysis of the undiscounted cash outflows that would or
may be required to repurchase the derecognized financial assets or
other amounts payable to the transferee in respect of the transferred
assets, showing the remaining contractual maturities of the entity’s
continuing involvement.

Qualitative information that explains and supports the quantitative
disclosures required in (a)—(e).

An entity may aggregate the information required by paragraph 49E in
respect of a particular asset if the entity has more than one type of continuing
involvement in that derecognized financial asset, and report it under one type
of continuing involvement.

In addition, an entity shall disclose for each type of continuing involvement:

(@)
(b)

(c)

The gain or loss recognized at the date of transfer of the assets.

Revenue and expenses recognized, both in the reporting period
and cumulatively, from the entity’s continuing involvement in the
derecognized financial assets (e.g., fair value changes in derivative
instruments).

If the total amount of proceeds from transfer activity (that qualifies
for derecognition) in a reporting period is not evenly distributed
throughout the reporting period (e.g., if a substantial proportion of the
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total amount of transfer activity takes place in the closing days of a
reporting period):

(i)  When the greatest transfer activity took place within that
reporting period (e.g., the last five days before the end of the
reporting period),

(i)  The amount (e.g., related gains or losses) recognized from
transfer activity in that part of the reporting period, and

(i)  The total amount of proceeds from transfer activity in that part
of the reporting period.

An entity shall provide this information for each period for which a statement
of net assets/equity is presented.

Supplementary Information

49H.

An entity shall disclose any additional information that it considers necessary
to meet the disclosure objectives in paragraph 49B.

Initial Application of IPSAS 41

491

49]J.

In the reporting period that includes the date of initial application of IPSAS
41, the entity shall disclose the following information for each class of
financial assets and financial liabilities as at the date of initial application:

(a)

(b)

(c)

The original measurement category and carrying amount determined
in accordance with IPSAS 29;

The new measurement category and carrying amount determined in
accordance with IPSAS 41;

The amount of any financial assets and financial liabilities in the
statement of financial position that were previously designated as
measured at fair value through surplus or deficit but are no longer so
designated, distinguishing between those that IPSAS 41 requires an
entity to reclassify and those that an entity elects to reclassify at the
date of initial application.

In the reporting period that includes the date of initial application of IPSAS 41,
an entity shall disclose qualitative information to enable users to understand:

(a)

(b)

How it applied the classification requirements in IPSAS 41 to those
financial assets whose classification has changed as a result of applying
IPSAS 41.

The reasons for any designation or de-designation of financial assets or
financial liabilities as measured at fair value through surplus or deficit
at the date of initial application.
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In the reporting period that an entity first applies the classification and
measurement requirements for financial assets in IPSAS 41 (i.e., when the
entity transitions from IPSAS 29 to IPSAS 41 for financial assets), it shall
present the disclosures set out in paragraphs 491490 of this Standard as
required by paragraph 173 of IPSAS 41.

When required by paragraph 49K, an entity shall disclose the changes in
the classifications of financial assets and financial liabilities as at the date of
initial application of IPSAS 41, showing separately:

(a)  The changes in the carrying amounts on the basis of their measurement
categories in accordance with IPSAS 29 (i.e., not resulting from a
change in measurement attribute on transition to IPSAS 41); and

(b) The changes in the carrying amounts arising from a change in
measurement attribute on transition to IPSAS 41.

The disclosures in this paragraph need not be made after the reporting period
in which the entity initially applies the classification and measurement
requirements for financial assets in IPSAS 41.

When required by paragraph 49K, an entity shall disclose the following for
financial assets and financial liabilities that have been reclassified so that they
are measured at amortized cost and, in the case of financial assets, that have
been reclassified out of fair value through surplus or deficit so that they are
measured at fair value through net assets/equity, as a result of the transition
to IPSAS 41:

(a)  The fair value of the financial assets or financial liabilities at the end of
the reporting period; and

(b)  The fair value gain or loss that would have been recognized in surplus
or deficit or net assets/equity during the reporting period if the financial
assets or financial liabilities had not been reclassified.

The disclosures in this paragraph need not be made after the reporting period
in which the entity initially applies the classification and measurement
requirements for financial assets in IPSAS 41.

When required by paragraph 49K, an entity shall disclose the following for
financial assets and financial liabilities that have been reclassified out of the
fair value through surplus or deficit category as a result of the transition to
IPSAS 41:

(a)  The effective interest rate determined on the date of initial application;
and

(b) The interest revenue or expense recognized.
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If an entity treats the fair value of a financial asset or a financial liability as
the new gross carrying amount at the date of initial application (see paragraph
168 of IPSAS 41), the disclosures in this paragraph shall be made for each
reporting period until derecognition. Otherwise, the disclosures in this
paragraph need not be made after the reporting period in which the entity
initially applies the classification and measurement requirements for financial
assets in IPSAS 41.

When an entity presents the disclosures set out in paragraphs 49K—49N,
those disclosures, and the disclosures in paragraph 29 of this Standard, must
permit reconciliation between:

(a)  The measurement categories presented in accordance with IPSAS 29
and IPSAS 41; and

(b)  The class of financial instrument
as at the date of initial application.

On the date of initial application of paragraphs 73-93 of IPSAS 41, an entity
is required to disclose information that would permit the reconciliation of
the ending impairment allowances in accordance with IPSAS 29 and the
provisions in accordance with IPSAS 19 to the opening loss allowances
determined in accordance with IPSAS 41. For financial assets, this disclosure
shall be provided by the related financial assets’ measurement categories
in accordance with IPSAS 29 and IPSAS 41, and shall show separately the
effect of the changes in the measurement category on the loss allowance at
that date.

In the reporting period that includes the date of initial application of IPSAS
41, an entity is not required to disclose the line item amounts that would
have been reported in accordance with the classification and measurement
requirements (which includes the requirements related to amortized cost
measurement of financial assets and impairment in paragraphs 69—72 and
73-93 of IPSAS 41) of:

(a) IPSAS 41 for prior periods; and
(b) IPSAS 29 for the current period.

In accordance with paragraph 161 of IPSAS 41, if it is impracticable (as
defined in IPSAS 3) at the date of initial application of IPSAS 41 for an
entity to assess a modified time value of money element in accordance with
paragraphs AG68—AG70 of IPSAS 41 based on the facts and circumstances
that existed at the initial recognition of the financial asset, an entity shall
assess the contractual cash flow characteristics of that financial asset based
on the facts and circumstances that existed at the initial recognition of the
financial asset without taking into account the requirements related to the
modification of the time value of money element in paragraphs AG68—-AG70
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of IPSAS 41. An entity shall disclose the carrying amount at the reporting
date of the financial assets whose contractual cash flow characteristics have
been assessed based on the facts and circumstances that existed at the initial
recognition of the financial asset without taking into account the requirements
related to the modification of the time value of money element in paragraphs
AG68-AG70 of IPSAS 41 until those financial assets are derecognized.

In accordance with paragraph 162 of IPSAS 41, if it is impracticable (as
defined in IPSAS 3) at the date of initial application for an entity to assess
whether the fair value of a prepayment feature was insignificant in accordance
with paragraphs AG74(c) of IPSAS 41 based on the facts and circumstances
that existed at the initial recognition of the financial asset, an entity shall
assess the contractual cash flow characteristics of that financial asset based
on the facts and circumstances that existed at the initial recognition of the
financial asset without taking into account the exception for prepayment
features in paragraph AG74 of IPSAS 41. An entity shall disclose the carrying
amount at the reporting date of the financial assets whose contractual cash
flow characteristics have been assessed based on the facts and circumstances
that existed at the initial recognition of the financial asset without taking into
account the exception for prepayment features in paragraph AG74 of IPSAS
41 until those financial assets are derecognized.

Effective Date and Transition

50.

51.

52.

52A.

52B.

IPSAS 30

An entity shall apply this Standard for annual financial statements
covering periods beginning on or after January 1, 2013. Earlier
application is encouraged. If an entity applies this Standard for a period
beginning before January 1, 2013, it shall disclose that fact.

An entity shall not apply this Standard before January 1, 2013, unless it
also applies IPSAS 28 and IPSAS 29.

If an entity applies this Standard for annual periods beginning before
January 1, 2013, it need not present comparative information for the
disclosures required by paragraphs 38—49 about the nature and extent of risks
arising from financial instruments.

Paragraph 53 was amended by IPSAS 33, First-time Adoption of Accrual
Basis International Public Sector Accounting Standards (IPSASs) issued
in January 2015. An entity shall apply that amendment for annual
financial statements covering periods beginning on or after January 1,
2017. Earlier application is permitted. If an entity applies IPSAS 33 for
a period beginning before January 1, 2017, the amendment shall also be
applied for that earlier period.

IPSAS 35, Consolidated Financial Statements, I1PSAS 37, Joint
Arrangements, and IPSAS 38, Disclosures of Interests in Other Entities,
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issued in January 2015, amended paragraphs 3(a) and AG6. An entity shall
apply that amendment when it applies IPSAS 35, IPSAS 37 and IPSAS 38.

Paragraph AG7 was amended by Improvements to IPSASs 2015 issued
in April 2016. An entity shall apply this amendment for annual financial
statements covering periods beginning on or after January 1, 2017.
Earlier application is encouraged. If an entity applies the amendment
for a period beginning before January 1, 2017 it shall disclose that fact.

Paragraphs 6 and 7 were deleted by The Applicability of IPSASs, issued in
April 2016. An entity shall apply those amendments for annual financial
statements covering periods beginning on or after January 1, 2018.
Earlier application is encouraged. If an entity applies the amendments
for a period beginning before January 1, 2018, it shall disclose that fact.

Paragraph 3 was amended by IPSAS 39, Employee Benefits, issued in
July 2016. An entity shall apply that amendment for annual financial
statements covering periods beginning on or after January 1, 2018.
Earlier application is encouraged. If an entity applies the amendment
for a period beginning before January 1, 2018 it shall disclose that fact
and apply IPSAS 39 at the same time.

Paragraphs 2, 3, 4, 5, 8, 11, 12, 13, 14, 18, 24, 34, 35, 36, 37, 41, 43, 45,
AGl1, AGS, AGY, AG10, AG24, and AG29 were amended, paragraphs
16, 17, 20, 26, 27, 28 and 44 were deleted and several headings and
paragraphs SA, 13A, 14A, 14B, 15A, 15B, 15C, 17A, 17B, 17C, 17D, 17E,
17F, 20A, 24A, 25A, 25B, 25C, 25D, 26A, 26B, 26C, 27A, 27B, 27C, 27D,
27E, 27F, 28A, 28B, 28C, 28D, 28E, 28F, 28G, 37A, 39A, 42A, 42B, 42C,
42D, 42E, 42F, 42G, 42H, 421, 42J, 42K, 42L, 42M, 42N, 49A, 49B, 49C,
49D, 49E, 49F, 49G, 49H, 491, 49J, 49K, 49L, 49M, 49N, 490, 49P, 49Q,
49R, 498, 52C, 52D, AG8A, AG8B, AG8C, AG8D, AG8E, AGS8F, AGS8G,
AGS8H, AGS8I, AG8J, AG31, AG32, AG32A, AG33, AG34, AG35, AG36,
AG37, AG38, AG39, AG40, AG41, AG42, AG43, AG44, AG45, AG46,
AG47, AG48, AG49, AG50, AG51, AGS52, AG53, AG54 and AGSS are
added by IPSAS 41, issued in August 2018. An entity shall apply these
amendments for annual financial statements covering periods beginning
on or after January 1, 2022. Earlier application is encouraged. If an
entity applies the amendments for a period beginning before January 1,
2022 it shall disclose that fact and apply IPSAS 41 at the same time.

Paragraph AGS was amended by Improvements to IPSAS, 2019, issued in
January 2020. An entity shall apply this amendment for annual financial
statements covering periods beginning on or after January 1, 2022.
Earlier application is permitted. If an entity applies this amendment for
a period beginning before January 1, 2022, it shall disclose that fact and
apply IPSAS 41 at the same time.
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When an entity adopts the accrual basis IPSASs of accounting as defined in
IPSAS 33, First-time Adoption of Accrual Basis International Public Sector
Accounting Standards (IPSASs) for financial reporting purposes subsequent
to this effective date, this Standard applies to the entity’s annual financial
statements covering periods beginning on or after the date of adoption of
IPSASs.

Withdrawal and Replacement of IPSAS 15 (2001)

54.

IPSAS 30

This Standard and IPSAS 28 supersede IPSAS 15, Financial Instruments:
Disclosure and Presentation issued in 2001. IPSAS 15 remains applicable
until IPSAS 28 and IPSAS 30 are applied or become effective, whichever is
earlier.
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Appendix A

Application Guidance

This appendix is an integral part of IPSAS 30.

Classes of Financial Instruments and Level of Disclosure (paragraph 9)

AGI.

AQG2.

AG3.

AG4.

Paragraph 9 requires an entity to group financial instruments into classes
that are appropriate to the nature of the information disclosed and that take
into account the characteristics of those financial instruments. The classes
described in paragraph 9 are determined by the entity and are, thus, distinct
from the categories of financial instruments specified in IPSAS 41 (which
determine how financial instruments are measured and where changes in fair
value are recognized).

In determining classes of financial instrument, an entity shall, at a minimum:

(a) Distinguish instruments measured at amortized cost from those
measured at fair value.

(b)  Treat as a separate class or classes those financial instruments outside
the scope of this Standard.

An entity decides, in the light of its circumstances, how much detail it
provides to satisfy the requirements of this Standard, how much emphasis
it places on different aspects of the requirements and how it aggregates
information to display the overall picture without combining information
with different characteristics. It is necessary to strike a balance between
overburdening financial statements with excessive detail that may not assist
users of financial statements and obscuring important information as a result
of too much aggregation. For example, an entity shall not obscure important
information by including it among a large amount of insignificant detail.
Similarly, an entity shall not disclose information that is so aggregated that it
obscures important differences between individual transactions or associated
risks.

[Deleted]

Other Disclosure—Accounting Policies (paragraph 25)

AGS.

Paragraph 25 requires disclosure of the measurement basis (or bases) used
in preparing the financial statements and the other accounting policies used
that are relevant to an understanding of the financial statements. For financial
instruments, such disclosure may include:

(a) For financial liabilities designated as at fair value through surplus or
deficit:

(1)  The nature of the financial liabilities the entity has designated
as at fair value through surplus or deficit;
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(i1)  The criteria for so designating such financial liabilities on
initial recognition; and

(iii) How the entity has satisfied the conditions in paragraph 46,
of IPSAS 41 for such designation.

For financial assets designated as measured at fair value through
surplus or deficit:

(i)  The nature of the financial assets the entity has designated as
measured at fair value through surplus or deficit; and

(ii)) How the entity has satisfied the criteria in paragraph 44 of
IPSAS 41 for such designation.

Whether regular way purchases and sales of financial assets are
accounted for at trade date or at settlement date (see paragraph 11 of
IPSAS 41).

[Deleted]

How net gains or net losses on each category of financial instrument
are determined (see paragraph 24(a)), for example, whether the net
gains or net losses on items at fair value through surplus or deficit
include interest or revenue from dividends or similar distributions.

[Deleted]
[Deleted]

For financial guarantee contracts issued through a non-exchange
transaction, where no fair value can be determined and on initial
recognition the financial guarantee contract is measured at the amount
of the loss allowance in accordance with paragraph AG136 of IPSAS
41, disclosure of the circumstances that result in fair value not being
determinable.

Paragraph 137 of IPSAS 1 also requires entities to disclose, in the summary
of significant accounting policies or other notes, the judgments, apart from
those involving estimations, that management has made in the process of
applying the entity’s accounting policies and that have the most significant
effect on the amounts recognized in the financial statements.

Nature and Extent of Risks Arising from Financial Instruments
(paragraphs 38—49)

AG6. The disclosures required by paragraphs 38—49 shall be either given in the
financial statements or incorporated by cross-reference from the financial
statements to some other statement, such as a management commentary
or risk report, that is available to users of the financial statements on
the same terms as the financial statements and at the same time. Without

IPSAS 30 APPLICATION GUIDANCE 1158



FINANCIAL INSTRUMENTS: DISCLOSURES

the information incorporated by cross-reference, the financial statements
are incomplete. The use of such cross-referencing may be subject to
jurisdictional restrictions.

Quantitative Disclosures (paragraph 41)

AG7. Paragraph 41(a) requires disclosures of summary quantitative data about an
entity’s exposure to risks based on the information provided internally to key
management personnel of the entity. When an entity uses several methods
to manage a risk exposure, the entity shall disclose information using the
method or methods that provide the most relevant and faithfully representative
information. IPSAS 3, Accounting Policies, Changes in Accounting Estimates
and Errors discusses relevance and faithful representation.

AGS8. Paragraph 41(c) requires disclosures about concentrations of risk.
Concentrations of risk arise from financial instruments that have similar
characteristics and are affected similarly by changes in economic or
other conditions. The identification of concentrations of risk requires
judgment taking into account the circumstances of the entity. Disclosure of
concentrations of risk shall include:

(a) A description of how management determines concentrations;

(b) A description of the shared characteristic that identifies ecach
concentration (e.g., counterparty, geographical area, currency, or
market); and

(c) The amount of the risk exposure associated with all financial
instruments sharing that characteristic.

Credit Risk Management Practices (paragraphs 42F—42G)

AGS8A. Paragraph 42F(b) requires the disclosure of information about how an
entity has defined default for different financial instruments and the reasons
for selecting those definitions. In accordance with paragraph 81 of IPSAS
41, the determination of whether lifetime expected credit losses should be
recognized is based on the increase in the risk of a default occurring since
initial recognition. Information about an entity’s definitions of default that
will assist users of financial statements in understanding how an entity has
applied the expected credit loss requirements in IPSAS 41 may include:

(a) The qualitative and quantitative factors considered in defining default;

(b)  Whether different definitions have been applied to different types of
financial instruments; and

(¢)  Assumptions about the cure rate (i.e., the number of financial assets
that return to a performing status) after a default occurred on the
financial asset.

1159 IPSAS 30 APPLICATION GUIDANCE



AGSB.

AGSC.

FINANCIAL INSTRUMENTS: DISCLOSURES

To assist users of financial statements in evaluating an entity’s restructuring
and modification policies, paragraph 42F(f)(i) requires the disclosure
of information about how an entity monitors the extent to which the loss
allowance on financial assets previously disclosed in accordance with
paragraph 42F(f)(i) are subsequently measured at an amount equal to
lifetime expected credit losses in accordance with paragraph 75 of IPSAS
41. Quantitative information that will assist users in understanding the
subsequent increase in credit risk of modified financial assets may include
information about modified financial assets meeting the criteria in paragraph
42F(f)(i) for which the loss allowance has reverted to being measured at an
amount equal to lifetime expected credit losses (i.e., a deterioration rate).

Paragraph 42G(a) requires the disclosure of information about the basis
of inputs and assumptions and the estimation techniques used to apply the
impairment requirements in IPSAS 41. An entity’s assumptions and inputs
used to measure expected credit losses or determine the extent of increases
in credit risk since initial recognition may include information obtained from
internal historical information or rating reports and assumptions about the
expected life of financial instruments and the timing of the sale of collateral.

Changes in the Loss Allowance (paragraph 42H)

AGS8D.

AGSE.

In accordance with paragraph 42H, an entity is required to explain the
reasons for the changes in the loss allowance during the period. In addition
to the reconciliation from the opening balance to the closing balance of the
loss allowance, it may be necessary to provide a narrative explanation of the
changes. This narrative explanation may include an analysis of the reasons
for changes in the loss allowance during the period, including:

(a)  The portfolio composition;
(b)  The volume of financial instruments purchased or originated; and
(c¢)  The severity of the expected credit losses

For loan commitments and financial guarantee contracts the loss allowance
is recognized as a provision. An entity should disclose information about
the changes in the loss allowance for financial assets separately from
those for loan commitments and financial guarantee contracts. However,
if a financial instrument includes both a loan (i.e., financial asset) and an
undrawn commitment (i.e., loan commitment) component and the entity
cannot separately identify the expected credit losses on the loan commitment
component from those on the financial asset component, the expected credit
losses on the loan commitment should be recognized together with the loss
allowance for the financial asset. To the extent that the combined expected
credit losses exceed the gross carrying amount of the financial asset, the
expected credit losses should be recognized as a provision.
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Collateral (paragraph 42K)

AGSF. Paragraph 42K requires the disclosure of information that will enable users

of financial statements to understand the effect of collateral and other credit
enhancements on the amount of expected credit losses. An entity is neither
required to disclose information about the fair value of collateral and other
credit enhancements nor is it required to quantify the exact value of the
collateral that was included in the calculation of expected credit losses (i.c.,
the loss given default).

AG8G. A narrative description of collateral and its effect on amounts of expected

credit losses might include information about:

(a) The main types of collateral held as security and other credit
enhancements (examples of the latter being guarantees, credit
derivatives and netting agreements that do not qualify for offset in
accordance with IPSAS 28);

(b)  The volume of collateral held and other credit enhancements and its
significance in terms of the loss allowance;

(¢)  The policies and processes for valuing and managing collateral and
other credit enhancements;

(d) The main types of counterparties to collateral and other credit
enhancements and their creditworthiness; and

(e) Information about risk concentrations within the collateral and other
credit enhancements.

Credit Risk Exposure (paragraphs 42M—42N)

AGS8H. Paragraph 42M requires the disclosure of information about an entity’s credit

AGSL

risk exposure and significant concentrations of credit risk at the reporting
date. A concentration of credit risk exists when a number of counterparties
are located in a geographical region or are engaged in similar activities and
have similar economic characteristics that would cause their ability to meet
contractual obligations to be similarly affected by changes in economic or
other conditions. An entity should provide information that enables users of
financial statements to understand whether there are groups or portfolios of
financial instruments with particular features that could affect a large portion
of that group of financial instruments such as concentration to particular risks.
This could include, for example, loan-to-value groupings, geographical,
industry or issuer-type concentrations.

The number of credit risk rating grades used to disclose the information in
accordance with paragraph 42M shall be consistent with the number that
the entity reports to key management personnel for credit risk management
purposes. If past due information is the only borrower-specific information
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available and an entity uses past due information to assess whether credit
risk has increased significantly since initial recognition in accordance with
paragraph 82 of IPSAS 41, an entity shall provide an analysis by past due
status for those financial assets.

When an entity has measured expected credit losses on a collective basis, the
entity may not be able to allocate the gross carrying amount of individual
financial assets or the exposure to credit risk on loan commitments and
financial guarantee contracts to the credit risk rating grades for which lifetime
expected credit losses are recognized. In that case, an entity should apply
the requirement in paragraph 42M to those financial instruments that can
be directly allocated to a credit risk rating grade and disclose separately the
gross carrying amount of financial instruments for which lifetime expected
credit losses have been measured on a collective basis.

Maximum Credit Risk Exposure (paragraph 43(a))

AG9.

AG10.

Paragraphs 42K(a) and 43(a) requires disclosure of the amount that best
represents the entity’s maximum exposure to credit risk. For a financial asset,
this is typically the gross carrying amount, net of:

(a) Any amounts offset in accordance with IPSAS 28; and
(b)  Any loss allowance recognized in accordance with IPSAS 41.

Activities that give rise to credit risk and the associated maximum exposure
to credit risk include, but are not limited to:

(a) Granting loans to customers and placing deposits with other entities.
In these cases, the maximum exposure to credit risk is the carrying
amount of the related financial assets.

(b) Entering into derivative contracts (e.g., foreign exchange contracts,
interest rate swaps, and credit derivatives). When the resulting asset is
measured at fair value, the maximum exposure to credit risk at the end
of the reporting period will equal the carrying amount.

(¢) Granting financial guarantees. In this case, the maximum exposure
to credit risk is the maximum amount the entity could have to pay if
the guarantee is called on, which may be significantly greater than the
amount recognized as a liability.

(d) Making a loan commitment that is irrevocable over the life of the
facility or is revocable only in response to a material adverse change.
If the issuer cannot settle the loan commitment net in cash or another
financial instrument, the maximum credit exposure is the full amount
of the commitment. This is because it is uncertain whether the amount
of any undrawn portion may be drawn upon in the future. This may be
significantly greater than the amount recognized as a liability.
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Quantitative Liquidity Risk Disclosures (paragraphs 41(a), and 46(a) and (b))

AGII.

AGI2.

AGI13.

AGl14.

AGIS.

In accordance with paragraph 41(a) an entity discloses summary quantitative
data about its exposure to liquidity risk on the basis of the information
provided internally to key management personnel. An entity shall explain
how those data are determined. If the outflows of cash (or another financial
asset) included in those data could either:

(a)  Occur significantly earlier than indicated in the data; or

(b)  Be for significantly different amounts from those indicated in the data
(e.g., for a derivative that is included in the data on a net settlement
basis but for which the counterparty has the option to require gross
settlement);

the entity shall state that fact and provide quantitative information that enables
users of its financial statements to evaluate the extent of this risk unless that
information is included in the contractual maturity analyses required by
paragraph 46(a) or (b).

In preparing the maturity analyses required by paragraph 46(a) and (b), an
entity uses its judgment to determine an appropriate number of time bands.
For example, an entity might determine that the following time bands are
appropriate:

(a)  Not later than one month;

(b) Later than one month and not later than three months;
(¢) Later than three months and not later than one year; and
(d) Later than one year and not later than five years.

In complying with paragraph 46(a) and (b), an entity shall not separate an
embedded derivative from a hybrid (combined) instrument. For such an
instrument, an entity shall apply paragraph 46(a).

Paragraph 46(b) requires an entity to disclose a quantitative maturity analysis
for derivative financial liabilities that shows remaining contractual maturities
if the contractual maturities are essential for an understanding of the timing
of the cash flows. For example, this would be the case for:

(a)  An interest rate swap with a remaining maturity of five years in a cash
flow hedge of a variable rate financial asset or liability.

(b)  All loan commitments.

Paragraph 46(a) and (b) requires an entity to disclose maturity analyses for
financial liabilities that show the remaining contractual maturities for some
financial liabilities. In this disclosure:
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(a)  When a counterparty has a choice of when an amount is paid, the
liability is allocated to the earliest period in which the entity can be
required to pay. For example, financial liabilities that an entity can be
required to repay on demand (e.g., demand deposits) are included in
the earliest time band.

(b)  When an entity is committed to make amounts available in instalments,
each instalment is allocated to the earliest period in which the entity
can be required to pay. For example, an undrawn loan commitment is
included in the time band containing the earliest date it can be drawn
down.

(¢)  For issued financial guarantee contracts the maximum amount of the
guarantee is allocated to the earliest period in which the guarantee
could be called.

The contractual amounts disclosed in the maturity analyses as required by
paragraph 46(a) and (b) are the contractual undiscounted cash flows, for
example:

(a)  Gross finance lease obligations (before deducting finance charges);

(b)  Prices specified in forward agreements to purchase financial assets for
cash;

(¢) Net amounts for pay-floating/receive-fixed interest rate swaps for
which net cash flows are exchanged;

(d) Contractual amounts to be exchanged in a derivative financial
instrument (e.g., a currency swap) for which gross cash flows are
exchanged; and

(e)  Gross loan commitments.

Such undiscounted cash flows differ from the amount included in the
statement of financial position because the amount in that statement is based
on discounted cash flows. When the amount payable is not fixed, the amount
disclosed is determined by reference to the conditions existing at the end
of the reporting period. For example, when the amount payable varies with
changes in an index, the amount disclosed may be based on the level of the
index at the end of the period.

Paragraph 46(c) requires an entity to describe how it manages the liquidity
risk inherent in the items disclosed in the quantitative disclosures required
in paragraph 40(a) and (b). An entity shall disclose a maturity analysis of
financial assets it holds for managing liquidity risk (e.g., financial assets
that are readily saleable or expected to generate cash inflows to meet cash
outflows on financial liabilities), if that information is necessary to enable
users of its financial statements to evaluate the nature and extent of liquidity
risk.
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Other factors that an entity might consider in providing the disclosure
required in paragraph 46(c) include, but are not limited to, whether the entity:

(a) Has committed borrowing facilities (e.g., commercial paper facilities)
or other lines of credit (e.g., stand-by credit facilities) that it can access
to meet liquidity needs;

(b) Holds deposits at central banks to meet liquidity needs;
(¢) Has very diverse funding sources;

(d) Has significant concentrations of liquidity risk in either its assets or its
funding sources;

(e) Has internal control processes and contingency plans for managing
liquidity risk;

(f)  Has instruments that include accelerated repayment terms (e.g., on the
downgrade of the entity’s credit rating);

(g) Has instruments that could require the posting of collateral (e.g.,
margin calls for derivatives);

(h) Has instruments that allows the entity to choose whether it settles its
financial liabilities by delivering cash (or another financial asset) or by
delivering its own shares; or

(1)  Has instruments that are subject to master netting agreements.

Market Risk—Sensitivity Analysis (paragraphs 47 and 48)

AG19.

AG20.

Paragraph 47(a) requires a sensitivity analysis for each type of market risk
to which the entity is exposed. In accordance with paragraph AG3, an entity
decides how it aggregates information to display the overall picture without
combining information with different characteristics about exposures to risks
from significantly different economic environments. For example:

(a) An entity that trades financial instruments might disclose this infor-
mation separately for financial instruments held for trading and those
not held for trading.

(b)  An entity would not aggregate its exposure to market risks from arcas
of hyperinflation with its exposure to the same market risks from areas
of very low inflation.

If an entity has exposure to only one type of market risk in only one economic
environment, it would not show disaggregated information.

Paragraph 47(a) requires the sensitivity analysis to show the effect on surplus
or deficit and net assets/equity of reasonably possible changes in the relevant
risk variable (e.g., prevailing market interest rates, currency rates, equity
prices, or commodity prices). For this purpose:
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Entities are not required to determine what the surplus or deficit for the
period would have been if relevant risk variables had been different.
Instead, entities disclose the effect on surplus or deficit and net assets/
equity at the end of the reporting period assuming that a reasonably
possible change in the relevant risk variable had occurred at the end
of the reporting period and had been applied to the risk exposures
in existence at that date. For example, if an entity has a floating rate
liability at the end of the year, the entity would disclose the effect on
surplus or deficit (i.e., interest expense) for the current year if interest
rates had varied by reasonably possible amounts.

Entities are not required to disclose the effect on surplus or deficit
and net assets/equity for each change within a range of reasonably
possible changes of the relevant risk variable. Disclosure of the effects
of the changes at the limits of the reasonably possible range would be
sufficient.

In determining what a reasonably possible change in the relevant risk variable
is, an entity should consider:

(a)

(b)

The economic environments in which it operates. A reasonably
possible change should not include remote or “worst case” scenarios
or “stress tests”. Moreover, if the rate of change in the underlying
risk variable is stable, the entity need not alter the chosen reasonably
possible change in the risk variable. For example, assume that interest
rates are 5 percent and an entity determines that a fluctuation in interest
rates of +50 basis points is reasonably possible. It would disclose the
effect on surplus or deficit and net assets/equity if interest rates were
to change to 4.5 percent or 5.5 percent. In the next period, interest
rates have increased to 5.5 percent. The entity continues to believe
that interest rates may fluctuate by +50 basis points (i.e., that the rate
of change in interest rates is stable). The entity would disclose the
effect on surplus or deficit and net assets/equity if interest rates were
to change to 5 percent or 6 percent. The entity would not be required
to revise its assessment that interest rates might reasonably fluctuate
by £50 basis points, unless there is evidence that interest rates have
become significantly more volatile.

The time frame over which it is making the assessment. The sensitivity
analysis shall show the effects of changes that are considered to be
reasonably possible over the period until the entity will next present
these disclosures, which is usually its next annual reporting period.

Paragraph 48 permits an entity to use a sensitivity analysis that reflects inter-
dependencies between risk variables, such as a value-at-risk methodology, if it
uses this analysis to manage its exposure to financial risks. This applies even if
such a methodology measures only the potential for loss and does not measure
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the potential for gain. Such an entity might comply with paragraph 48(a) by
disclosing the type of value-at-risk model used (e.g., whether the model relies
on Monte Carlo simulations), an explanation about how the model works
and the main assumptions (e.g., the holding period and confidence level).
Entities might also disclose the historical observation period and weightings
applied to observations within that period, an explanation of how options
are dealt with in the calculations, and which volatilities and correlations (or,
alternatively, Monte Carlo probability distribution simulations) are used.

An entity shall provide sensitivity analyses for the whole of its operations,
but may provide different types of sensitivity analysis for different classes of
financial instruments.

Interest Rate Risk

Interest rate risk arises on interest-bearing financial instruments recognized
in the statement of financial position (e.g., debt instruments acquired or
issued) and on some financial instruments not recognized in the statement of
financial position (e.g., some loan commitments).

Currency Risk

Currency risk (or foreign exchange risk) arises on financial instruments
that are denominated in a foreign currency (i.e., in a currency other than
the functional currency in which they are measured). For the purpose of
this Standard, currency risk does not arise from financial instruments that
are non-monetary items or from financial instruments denominated in the
functional currency.

A sensitivity analysis is disclosed for each currency to which an entity has
significant exposure.

Other Price Risk

Other price risk arises on financial instruments because of changes in, for
example, commodity prices or equity prices. To comply with paragraph 47,
an entity might disclose the effect of a decrease in a specified stock market
index, commodity price, or other risk variable. For example, if an entity gives
residual value guarantees that are financial instruments, the entity discloses an
increase or decrease in the value of the assets to which the guarantee applies.

Two examples of financial instruments that give rise to equity price risk are
(a) a holding of equities in another entity, and (b) an investment in a trust
that in turn holds investments in equity instruments. Other examples include
forward contracts and options to buy or sell specified quantities of an equity
instrument and swaps that are indexed to equity prices. The fair values of
such financial instruments are affected by changes in the market price of the
underlying equity instruments.
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In accordance with paragraph 47(a), the sensitivity of surplus or deficit (that
arises, for example, from instruments measured at fair value through surplus
or deficit) is disclosed separately from the sensitivity of net assets/equity (that
arises, for example, from investments in equity instruments whose changes in
fair value are presented in net assets/equity).

Financial instruments that an entity classifies as equity instruments are not
remeasured. Neither surplus or deficit nor net assets/equity will be affected
by the equity price risk of those instruments. Accordingly, no sensitivity
analysis is required.

Derecognition (paragraphs 49C—49H)

Continuing Involvement (paragraph 49C)

AG31.

AG32.

The assessment of continuing involvement in a transferred financial asset for
the purposes of the disclosure requirements in paragraphs 49E—49H is made
at the level of the reporting entity. For example, if a controlled entity transfers
to an unrelated third party a financial asset in which the controlling entity
of the controlled entity has continuing involvement, the controlled entity
does not include the controlling entity’s involvement in the assessment of
whether it has continuing involvement in the transferred asset in its separate
or individual financial statements (i.e., when the controlled entity is the
reporting entity). However, a controlling entity would include its continuing
involvement (or that of another member of the group) in a financial asset
transferred by its controlling entity in determining whether it has continuing
involvement in the transferred asset in its consolidated financial statements
(i.e., when the reporting entity is the group).

An entity does not have a continuing involvement in a transferred financial
asset if, as part of the transfer, it neither retains any of the contractual rights
or obligations inherent in the transferred financial asset nor acquires any new
contractual rights or obligations relating to the transferred financial asset. An
entity does not have continuing involvement in a transferred financial asset if
it has neither an interest in the future performance of the transferred financial
asset nor a responsibility under any circumstances to make payments in
respect of the transferred financial asset in the future. The term ‘payment’ in
this context does not include cash flows of the transferred financial asset that
an entity collects and is required to remit to the transferee.

AG32A. When an entity transfers a financial asset, the entity may retain the right

to service that financial asset for a fee that is included in, for example, a
servicing contract. The entity assesses the servicing contract in accordance
with the guidance in paragraphs 49C and AG32 to decide whether the entity
has continuing involvement as a result of the servicing contract for the
purposes of the disclosure requirements. For example, a servicer will have
continuing involvement in the transferred financial asset for the purposes of
the disclosure requirements if the servicing fee is dependent on the amount
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or timing of the cash flows collected from the transferred financial asset.
Similarly, a servicer has continuing involvement for the purposes of the
disclosure requirements if a fixed fee would not be paid in full because of
non-performance of the transferred financial asset. In these examples, the
servicer has an interest in the future performance of the transferred financial
asset. This assessment is independent of whether the fee to be received is
expected to compensate the entity adequately for performing the servicing.

Continuing involvement in a transferred financial asset may result from
contractual provisions in the transfer agreement or in a separate agreement
with the transferee or a third party entered into in connection with the transfer.

Transferred Financial Assets that are Not Derecognized in Their Entirety
(paragraph 49D)

AG34.

Paragraph 49D requires disclosures when part or all of the transferred financial
assets do not qualify for derecognition. Those disclosures are required at
each reporting date at which the entity continues to recognize the transferred
financial assets, regardless of when the transfers occurred.

Types of Continuing Involvement (paragraphs 49E—-49H)

AG35.

Paragraphs 49E—49H require qualitative and quantitative disclosures for each
type of continuing involvement in derecognized financial assets. An entity
shall aggregate its continuing involvement into types that are representative
of the entity’s exposure to risks. For example, an entity may aggregate its
continuing involvement by type of financial instrument (e.g., guarantees or call
options) or by type of transfer (e.g., factoring of receivables, securitizations
and securities lending).

Maturity Analysis for Undiscounted Cash Outflows to Repurchase Transferred Assets
(paragraph 49E(e))

AG36.

AG37.

Paragraph 49E(e) requires an entity to disclose a maturity analysis of the
undiscounted cash outflows to repurchase derecognized financial assets
or other amounts payable to the transferee in respect of the derecognized
financial assets, showing the remaining contractual maturities of the entity’s
continuing involvement. This analysis distinguishes cash flows that are
required to be paid (e.g., forward contracts), cash flows that the entity may be
required to pay (e.g., written put options) and cash flows that the entity might
choose to pay (e.g., purchased call options).

An entity shall use its judgment to determine an appropriate number of time
bands in preparing the maturity analysis required by paragraph 49E(e). For
example, an entity might determine that the following maturity time bands
are appropriate:

(a)  Not later than one month;

(b) Later than one month and not later than three months;
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(¢)  Later than three months and not later than six months;
(d) Later than six months and not later than one year;

(e)  Later than one year and not later than three years;

(f)  Later than three years and not later than five years; and
(g) More than five years.

If there is a range of possible maturities, the cash flows are included on the
basis of the earliest date on which the entity can be required or is permitted

to pay.

Qualitative Information (paragraph 49E(f))

AG39.

The qualitative information required by paragraph 49E(f) includes a
description of the derecognized financial assets and the nature and purpose
of the continuing involvement retained after transferring those assets. It also
includes a description of the risks to which an entity is exposed, including:

(a) A description of how the entity manages the risk inherent in its
continuing involvement in the derecognized financial assets.

(b)  Whether the entity is required to bear losses before other parties, and
the ranking and amounts of losses borne by parties whose interests
rank lower than the entity’s interest in the asset (i.e., its continuing
involvement in the asset).

(¢) A description of any triggers associated with obligations to provide
financial support or to repurchase a transferred financial asset.

Gain or Loss on Derecognition (paragraph 49G(a))

AG40.

Paragraph 49G(a) requires an entity to disclose the gain or loss on
derecognition relating to financial assets in which the entity has continuing
involvement. The entity shall disclose if a gain or loss on derecognition arose
because the fair values of the components of the previously recognized asset
(i.e., the interest in the asset derecognized and the interest retained by the
entity) were different from the fair value of the previously recognized asset as
a whole. In that situation, the entity shall also disclose whether the fair value
measurements included significant inputs that were not based on observable
market data, as described in paragraph 32.

Supplementary Information (paragraph 49H)

AG41.

The disclosures required in paragraphs 49D—49G may not be sufficient to meet
the disclosure objectives in paragraph 49B. If this is the case, the entity shall
disclose whatever additional information is necessary to meet the disclosure
objectives. The entity shall decide, in the light of its circumstances, how
much additional information it needs to provide to satisfy the information
needs of users and how much emphasis it places on different aspects of the
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additional information. It is necessary to strike a balance between burdening
financial statements with excessive detail that may not assist users of financial
statements and obscuring information as a result of too much aggregation.

Offsetting Financial Assets and Financial Liabilities (paragraphs 17A-17F)
Scope (paragraph 174)

AG42. The disclosures in paragraphs 17B—17E are required for all recognized
financial instruments that are set off in accordance with paragraph 47 of IPSAS
28. In addition, financial instruments are within the scope of the disclosure
requirements in paragraphs 17B—17E if they are subject to an enforceable
master netting arrangement or similar agreement that covers similar financial
instruments and transactions, irrespective of whether the financial instruments
are set off in accordance with paragraph 47 of IPSAS 28.

AG43. The similar agreements referred to in paragraphs 17A and AG42 include
derivative clearing agreements, global master repurchase agreements, global
master securities lending agreements, and any related rights to financial
collateral. The similar financial instruments and transactions referred to in
paragraph AG31 include derivatives, sale and repurchase agreements, reverse
sale and repurchase agreements, securities borrowing, and securities lending
agreements. Examples of financial instruments that are not within the scope
of paragraph 17A are loans and customer deposits at the same institution
(unless they are set off in the statement of financial position), and financial
instruments that are subject only to a collateral agreement.

Disclosure of Quantitative Information for Recognized Financial Assets and
Recognized Financial Liabilities within the Scope of Paragraph 174 (paragraph 17C)

AG44. Financial instruments disclosed in accordance with paragraph 17C may
be subject to different measurement requirements (for example, a payable
related to a repurchase agreement may be measured at amortized cost, while a
derivative will be measured at fair value). An entity shall include instruments
at their recognized amounts and describe any resulting measurement
differences in the related disclosures.

Disclosure of the Gross Amounts of Recognized Financial Assets and Recognized
Financial Liabilities within the Scope of Paragraph 174 (paragraph 17C(a))

AG45. The amounts required by paragraph 17C(a) relate to recognized financial
instruments that are set off in accordance with paragraph 47 of IPSAS 28.
The amounts required by paragraph 17C(a) also relate to recognized financial
instruments that are subject to an enforceable master netting arrangement or
similar agreement irrespective of whether they meet the offsetting criteria.
However, the disclosures required by paragraph 17C(a) do not relate to any
amounts recognized as a result of collateral agreements that do not meet the
offsetting criteria in paragraph 47 of IPSAS 28. Instead, such amounts are
required to be disclosed in accordance with paragraph 17C(d).
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Disclosure of the Amounts that are Set Off in Accordance with the Criteria in Paragraph
47 of IPSAS 28 (paragraph 17C(b))

AG46. Paragraph 17C(b) requires that entities disclose the amounts set off in
accordance with paragraph 47 of IPSAS 28 when determining the net
amounts presented in the statement of financial position. The amounts of both
the recognized financial assets and the recognized financial liabilities that
are subject to set-off under the same arrangement will be disclosed in both
the financial asset and financial liability disclosures. However, the amounts
disclosed (in, for example, a table) are limited to the amounts that are subject
to set-off. For example, an entity may have a recognized derivative asset and
a recognized derivative liability that meet the offsetting criteria in paragraph
47 of IPSAS 28. If the gross amount of the derivative asset is larger than
the gross amount of the derivative liability, the financial asset disclosure
table will include the entire amount of the derivative asset (in accordance
with paragraph 17C(a)) and the entire amount of the derivative liability (in
accordance with paragraph 17C(b)). However, while the financial liability
disclosure table will include the entire amount of the derivative liability (in
accordance with paragraph 17C(a)), it will only include the amount of the
derivative asset (in accordance with paragraph 17(b)) that is equal to the
amount of the derivative liability.

Disclosure of the Net Amounts Presented in the Statement of Financial Position
(paragraph 17C(c))

AG47. If an entity has instruments that meet the scope of these disclosures (as
specified in paragraph 17A), but that do not meet the offsetting criteria in
paragraph 47 of IPSAS 28, the amounts required to be disclosed by paragraph
17C(c) would equal the amounts required to be disclosed by paragraph
17C(a).

AG48. The amounts required to be disclosed by paragraph 17C(c) must be reconciled
to the individual line item amounts presented in the statement of financial
position. For example, if an entity determines that the aggregation or
disaggregation of individual financial statement line item amounts provides
more relevant information, it must reconcile the aggregated or disaggregated
amounts disclosed in paragraph 17C(c) back to the individual line item
amounts presented in the statement of financial position.

Disclosure of the Amounts Subject to an Enforceable Master Netting Arrangement or
Similar Agreement that are not Otherwise Included in Paragraph 17C(b) (paragraph
17C(d))

AG49. Paragraph 17C(d) requires that entities disclose amounts that are subject
to an enforceable master netting arrangement or similar agreement that are
not otherwise included in paragraph 17C(b). Paragraph 17C(d)(i) refers to
amounts related to recognized financial instruments that do not meet some or
all of the offsetting criteria in paragraph 47 of IPSAS 28 (for example, current
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rights of set-off that do not meet the criterion in paragraph 47(b) of IPSAS
28, or conditional rights of set-off that are enforceable and exercisable only
in the event of default, or only in the event of insolvency or bankruptcy of
any of the counterparties).

Paragraph 17C(d)(ii) refers to amounts related to financial collateral,
including cash collateral, both received and pledged. An entity shall disclose
the fair value of those financial instruments that have been pledged or
received as collateral. The amounts disclosed in accordance with paragraph
17C(d)(ii) should relate to the actual collateral received or pledged and not
to any resulting payables or receivables recognized to return or receive back
such collateral.

Limits on the Amounts Disclosed in Paragraph 17C(d) (paragraph 17D)

AGS1.

When disclosing amounts in accordance with paragraph 17C(d), an entity
must take into account the effects of over-collateralization by financial
instrument. To do so, the entity must first deduct the amounts disclosed
in accordance with paragraph 17C(d)(i) from the amount disclosed in
accordance with paragraph 17C(c). The entity shall then limit the amounts
disclosed in accordance with paragraph 17C(d)(ii) to the remaining amount
in paragraph 17C(c) for the related financial instrument. However, if rights
to collateral can be enforced across financial instruments, such rights can be
included in the disclosure provided in accordance with paragraph 17D.

Description of the Rights of Set-Off Subject to Enforceable Master Netting
Arrangements and Similar Agreements (paragraph 17E)

AGS52.

An entity shall describe the types of rights of set-off and similar arrangements
disclosed in accordance with paragraph 17C(d), including the nature of
those rights. For example, an entity shall describe its conditional rights. For
instruments subject to rights of set-off that are not contingent on a future
event but that do not meet the remaining criteria in paragraph 47 of IPSAS
28, the entity shall describe the reason(s) why the criteria are not met. For any
financial collateral received or pledged, the entity shall describe the terms of
the collateral agreement (for example, when the collateral is restricted).

Disclosure by Type of Financial Instrument or by Counterparty

AGS3.

AG54.

The quantitative disclosures required by paragraph 17C(a)—(e) may be
grouped by type of financial instrument or transaction (for example,
derivatives, repurchase and reverse repurchase agreements or securities
borrowing and securities lending agreements).

Alternatively, an entity may group the quantitative disclosures required by
paragraph 17C(a)—(c) by type of financial instrument, and the quantitative
disclosures required by paragraph 17C(c)—(e) by counterparty. If an
entity provides the required information by counterparty, the entity is not
required to identify the counterparties by name. However, designation of
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counterparties (Counterparty A, Counterparty B, Counterparty C, etc.) shall
remain consistent from year to year for the years presented to maintain
comparability. Qualitative disclosures shall be considered so that further
information can be given about the types of counterparties. When disclosure
of the amounts in paragraph 17C(c)—(e) is provided by counterparty, amounts
that are individually significant in terms of total counterparty amounts
shall be separately disclosed and the remaining individually insignificant
counterparty amounts shall be aggregated into one line item.

Other

AGS55. The specific disclosures required by paragraphs 17C-17E are minimum
requirements. To meet the objective in paragraph 17B an entity may need to
supplement them with additional (qualitative) disclosures, depending on the
terms of the enforceable master netting arrangements and related agreements,
including the nature of the rights of set-off, and their effect or potential effect
on the entity’s financial position.
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Appendix B

Amendments to Other IPSASs
[Deleted]
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Basis for Conclusions

This Basis for Conclusions accompanies, but is not part of, IPSAS 30.

Introduction

BCl.

BC2.

BC3.

BCA4.

This Basis for Conclusions summarizes the IPSASB‘s considerations in
reaching the conclusions in IPSAS 30, Financial Instruments: Disclosures.
As this Standard is based on IFRS 7, Financial Instruments: Disclosures
issued by the IASB, the Basis for Conclusions outlines only those areas
where IPSAS 30 departs from the main requirements of I[FRS 7.

This project on financial instruments is noted as a key part of the IPSASB’s
convergence program which aims to converge IPSASs with IFRSs.

In developing this Standard, the IPSASB agreed to retain the existing text of
IFRS 7 wherever consistent with existing IPSASs, except to deal with any
public sector specific issues which result in adding or deleting disclosures.

In September 2007, the IASB issued amendments to IAS 1, Presentation of
Financial Statements which introduced a new component into the presentation
of financial statements called “comprehensive income.” As the IPSASB has
not yet considered this, along with some of the other amendments proposed
in IAS 1, those amendments have not been included in IPSAS 30.

Concessionary Loans

BCs.

Concessionary loans are granted to or received by an entity on below market
terms. Examples of concessionary loans granted by entities include loans
to developing countries, small farms, student loans granted to qualifying
students for university or college education, and housing loans granted to
low income families. Such loans are a feature of the public sector and are
often made to implement a government’s or other public sector entity’s social
policies. The intention of a concessionary loan at the outset is to provide
or receive resources on below market terms. For this reason, the IPSASB
concluded that more comprehensive disclosures are required by public
sector entities for concessionary loans and has included additional disclosure
requirements for such loans in paragraph 37.

Revision of IPSAS 30 as a result of the IPSASB’s The Applicability of IPSASs,
issued in April 2016

BC6.

The IPSASB issued The Applicability of IPSASs in April 2016. This
pronouncement amends references in all IPSASs as follows:

(a) Removes the standard paragraphs about the applicability of IPSASs
to “public sector entities other than GBEs” from the scope section of
each Standard;
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(b) Replaces the term “GBE” with the term “commercial public sector
entities”, where appropriate; and

(¢)  Amends paragraph 10 of the Preface to International Public Sector
Accounting Standards by providing a positive description of public
sector entities for which IPSASs are designed.

The reasons for these changes are set out in the Basis for Conclusions to
IPSAS 1.

Revision of IPSAS 30 as a result of Improvements to IPSAS, 2019

BC7. The amendments to paragraph AG5 update the guidance on accounting for
financial guarantee contracts resulting from IPSAS 41, Financial Instruments
which were inadvertently omitted when IPSAS 41 was issued. The IPSASB
agreed to include these minor amendments in Improvements to IPSAS, 2019.
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Implementation Guidance

This guidance accompanies, but is not part of, IPSAS 30.

Introduction

IG1.

1G2.

IG3.
1G4.

This guidance suggests possible ways to apply some of the disclosure
requirements in IPSAS 30. The guidance does not create additional
requirements.

For convenience, each disclosure requirement in this Standard is discussed
separately. In practice, disclosures would normally be presented as an
integrated package and individual disclosures might satisfy more than one
requirement. For example, information about concentrations of risk might
also convey information about exposure to credit or other risk.

[Deleted]
[Deleted]

Classes of Financial Instruments and Level of Disclosure
(paragraphs 9 and AG1-AG3)

IGS.

IG6.

Paragraph AG3 states that “an entity decides in the light of its circumstances
how much detail it provides to satisfy the requirements of this Standard, how
much emphasis it places on different aspects of the requirements and how
it aggregates information to display the overall picture without combining
information with different characteristics.” To satisfy the requirements, an
entity may not need to disclose all the information suggested in this guidance.

Paragraph 29(c) of IPSAS 1 requires an entity to “provide additional
disclosures when compliance with the specific requirements in IPSASs is
insufficient to enable users to understand the impact of particular transactions,
other events and conditions on the entity’s financial position and financial
performance.”

Significance of Financial Instruments for Financial Position and Financial
Performance (paragraphs 10-36, AG4 and AG5)'

1G7.
IGS.
1GY.
IG10.
IG11.

[Deleted]
[Deleted]
[Deleted]
[Deleted]
[Deleted]

! IPSAS 41, Financial Instruments deleted paragraph AG4 of IPSAS 30.
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Defaults and Breaches (paragraphs 22 and 23)

I1G12.

Paragraphs 22 and 23 require disclosures when there are any defaults
or breaches of loans payable. Any defaults or breaches may affect the
classification of the liability as current or non-current in accordance with
IPSAS 1.

Total Interest Expense (paragraph 24(b))

IG13.

Total interest expense disclosed in accordance with paragraph 24(b) is a
component of the finance costs, which paragraph 102(b) of IPSAS 1 requires
to be presented separately in the statement of financial performance. The
line item for finance costs may also include amounts associated with non-
financial liabilities.

Hedge Accounting (paragraphs 28A-28C)

IG13A.

IG13B.

Paragraph 28A of IPSAS 30 requires that an entity discloses amounts related
to items designated as hedging instruments in a tabular format. The following
example illustrates how that information might be disclosed.

Nominal Carrying Line item in the Changes in
amount amount of statement of  fair value used
of the the hedging financial position for calculating
hedging instrument where the hedging hedge
instrument instrumentis  ineffectiveness
Assets  Liabilities located for 20X1
Cash flow hedges
Commodity price
risk
- Forward sales
contracts XX XX XX Line item XX XX
Fair value hedges
Interest rate risk
- Interest rate swaps XX XX XX Line item XX XX
Foreign exchange
risk
- Foreign currency
loan XX XX XX Line item XX XX

Paragraph 28B of IPSAS 30 requires that an entity discloses amounts related
to items designated as hedged items in a tabular format. The following
example illustrates how that information might be disclosed.
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Carrying amount  Accumulated amount  Line item Change Cash
of the hedged item  of fair value hedge in the in value flow
adjustments on the statement used for hedge
hedged item included of financial calculating reserve
in the carrying amount position in hedge
of the hedged item which the  ineffective-
hedged item ness for 20X1
Assets Liabilities Assets  Liabilities  is included
Cash flow hedges
Commodity price
risk
- Forecast sales n/a n/a n/a n/a n/a XX XX
- Discontinued
hedges (forecast
sales) n/a n/a n/a n/a n/a n/a XX
Fair value hedges
Interest rate risk Line item
- Loan payable - XX - XX XX XX n/a
- Discontinued
hedges (Loan Line item
payable) - XX - XX XX n/a n/a
Foreign exchange
risk
- Firm Line item
commitment XX XX XX XX XX XX n/a

IG13C. Paragraph 28C of IPSAS 30 requires that an entity disclose amounts that

have affected the statement of financial performance as a result of applying

hedge accounting in a tabular format. The following example illustrates how

that information might be disclosed.

Cash flow hedges®

Commodity price risk
Commodity X

- Discontinued hedge

Separate
line item
recognized
in surplus
or deficit
as a result
of a hedge
of a net

position®

n/a

n/a

Change in Hedge Line item
the value of ineffective- in surplus
the hedging ness or deficit
instrument recognized (that
recognized in surplus  includes
in net or deficit hedge
assets/ ineffective-
equity ness)
Line item
XX XX XX
n/a n/a n/a

Amount
reclassified
from the
cash flow
hedge
reserve to
surplus or
deficit

XX

XX

Line item
affected
in surplus
or deficit
because
of the
reclassifi-

cation

Line item
XX
Line item
XX

(a) The information disclosed in the statement of changes in net assets/equity (cash flow hedge reserve)

should have the same level of detail as these disclosures.

(b) This disclosure only applies to cash flow hedges of foreign currency risk.
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Line item(s) in surplus

Ineffectiveness recognized in or deficit (that include(s)

Fair value hedges surplus or deficit hedge ineffectiveness)
Interest rate risk XX Line item XX
Foreign exchange risk XX Line item XX

Fair Value (paragraphs 31-34)

1G14.

IG15.

IPSAS 30 requires disclosures about the level in the fair value hierarchy
in which fair value measurements are categorized for assets and liabilities
measured in the statement of financial position. A tabular format is required
unless another format is more appropriate. An entity might disclose the
following for assets to comply with paragraph 33(a). (Disclosure of
comparative information is also required, but is not included in the following

example).

Assets Measured at Fair Value
Fair value measurement at end
of the reporting period using:
Level 1 Level 2 Level 3
Dec 31, CU CU CU
Description 20X2  million million million
Financial assets at fair value
through surplus or deficit
Trading securities 100 40 55 5
Trading derivatives 39 17 20 2
Financial assets at fair value
through net assets/equity
Equity investments 75 30 40 5
Total 214 87 115 12
Note: For liabilities, a similar table might be presented.

IPSAS 30 requires a reconciliation from beginning to ending balances for
those assets and liabilities that are measured in the statement of financial
position at fair value based on a valuation technique for which any significant
input is not based on observable market data (Level 3). A tabular format is
required unless another format is more appropriate. An entity might disclose
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the following for assets to comply with paragraph 33(b). (Disclosure of
comparative information is also required, but is not included in the following
example).

Assets Measured at Fair Value Based on Level 3

Fair value measurement at the end of
the reporting period

Financial
Financial assets at assets at
fair value through fair value
surplus through
or deficit net assets/
equity Total
Trading Trading Equity
securities derivatives investments
CU million CU million CU million  CU million
Opening balance 6 5 4 15
Total gains or losses
in surplus or deficit 2) 2) - 4
in net assets/ equity - - (1) (1)
Purchases 1 2 2 5
Issues - - - -
Settlements - @) - @)
Transfers out of Level 3 - 2) - 2)
Closing balance 5 2 5 12
Total gains or losses for the (1) (1) - 2)

period included in surplus or
deficit for assets held at the
end of the reporting period

(Note: For liabilities, a similar table might be presented.)

Gains or losses included in surplus or deficit for the period (above) are pre-
sented in revenue as follows:

Revenue
Total gains or losses included in surplus or deficit for the period 4)
Total gains or losses for the period included in surplus or deficit for assets 2)

held at the end of the reporting period

(Note: For liabilities, a similar table might be presented.)
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The fair value at initial recognition of financial instruments that are not traded
inactive markets is determined in accordance with paragraph AG151 of IPSAS
41. However, when, after initial recognition, an entity will use a valuation
technique that incorporates data not obtained from observable markets, there
may be a difference between the transaction price at initial recognition and
the amount determined at initial recognition using that valuation technique. In
these circumstances, the difference will be recognized in surplus or deficit in
subsequent periods in accordance with IPSAS 41 and the entity’s accounting
policy. Such recognition reflects changes in factors (including time) that
market participants would consider in setting a price (see paragraph AG151
of IPSAS 41). Paragraph 33 requires disclosures in these circumstances. An
entity might disclose the following to comply with paragraph 34:

Background

On January 1, 20X1 an entity purchases for CU15 million financial assets that are not traded
in an active market. The entity has only one class of such financial assets.

The transaction price of CU15 million is the fair value at initial recognition.
After initial recognition, the entity will apply a valuation technique to establish the financial

assets’ fair value. This valuation technique includes variables other than data from observable
markets.

At initial recognition, the same valuation technique would have resulted in an amount of
CU14 million, which difters from fair value by CU1 million.

The entity has existing differences of CUS million at January 1, 20X1.

Application of Requirements

The entity’s 20X2 disclosure would include the following:

Accounting Policies

The entity uses the following valuation technique to determine the fair value of financial
instruments that are not traded in an active market: [description of technique not included in
this example]. Differences may arise between the fair value at initial recognition (which, in
accordance with IPSAS 41, is generally the transaction price) and the amount determined at

initial recognition using the valuation technique. Any such differences are [description of the
entity’s accounting policy].

In the Notes to the Financial Statements

As discussed in note X, the entity uses [name of valuation technique] to measure the fair
value of the following financial instruments that are not traded in an active market. However,
in accordance with IPSAS 41, the fair value of an instrument at inception is generally the
transaction price. If the transaction price differs from the amount determined at inception
using the valuation technique, that difference is [description of the entity’s accounting policy].

The differences yet to be recognized in surplus or deficit are as follows:
Dec31,X2  Dec31,X1

CU CU

million million

Balance at beginning of year 5.3 5.0
New transactions - 1.0

IPSAS 30 IMPLEMENTATION GUIDANCE 1184



FINANCIAL INSTRUMENTS: DISCLOSURES

Background

Amounts recognized in surplus or deficit during

the year (0.7) (0.8)
Other increases - 0.2
Other decreases 0.1) 0.1)
Balance at end of year 4.5 53

Nature and Extent of Risks Arising from Financial Instruments
(paragraphs 38—49 and AG6-AG30)

Qualitative Disclosures (paragraph 40)

IG17.

IG18.

The type of qualitative information an entity might disclose to meet the
requirements in paragraph 40 includes, but is not limited to, a narrative
description of:

(a)  The entity’s exposures to risk and how they arose. Information about
risk exposures might describe exposures both gross and net of risk
transfer and other risk-mitigating transactions.

(b) The entity’s policies and processes for accepting, measuring,
monitoring, and controlling risk, which might include:

(1)  The structure and organization of the entity’s risk management
function(s), including a discussion of independence and
accountability;

(ii)) The scope and nature of the entity’s risk reporting or
measurement systems;

(i)  The entity’s policies for hedging or mitigating risk, including
its policies and procedures for taking collateral; and

(iv) The entity’s processes for monitoring the continuing
effectiveness of such hedges or mitigating devices.

(c) The entity’s policies and procedures for avoiding excessive
concentrations of risk.

Information about the nature and extent of risks arising from financial
instruments is more useful if it highlights any relationship between financial
instruments that can affect the amount, timing or uncertainty of an entity’s
future cash flows. The extent to which a risk exposure is altered by such
relationships might be apparent to users from the disclosures required by this
Standard, but in some cases further disclosures might be useful.
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In accordance with paragraph 40(c), entities disclose any change in the
qualitative information from the previous period and explain the reasons for
the change. Such changes may result from changes in exposure to risk or
from changes in the way those exposures are managed.

Quantitative Disclosures (paragraphs 41-49 and AG7-AG30)

1G20.

IG21.

1G22.

Paragraph 41 requires disclosure of quantitative data about concentrations of
risk. For example, concentrations of credit risk may arise from:

(a) Industry sectors. Thus, if an entity’s counterparties are concentrated
in one or more industry sectors (such as retail or wholesale), it would
disclose separately exposure to risks arising from each concentration
of counterparties.

(b)  Credit rating or other measure of credit quality. Thus, if an entity’s
counterparties are concentrated in one or more credit qualities (such as
secured loans or unsecured loans) or in one or more credit ratings (such
as investment grade or speculative grade), it would disclose separately
exposure to risks arising from each concentration of counterparties.

(¢)  Geographical distribution. Thus, if an entity’s counterparties are
concentrated in one or more geographical markets (such as Asia or
Europe), it would disclose separately exposure to risks arising from
each concentration of counterparties.

(d) A limited number of individual counterparties or groups of closely
related counterparties.

Similar principles apply to identifying concentrations of other risks, including
liquidity risk and market risk. For example, concentrations of liquidity
risk may arise from the repayment terms of financial liabilities, sources of
borrowing facilities or reliance on a particular market in which to realize
liquid assets. Concentrations of foreign exchange risk may arise if an entity
has a significant net open position in a single foreign currency, or aggregate
net open positions in several currencies that tend to move together.

In accordance with paragraph AGS8, disclosure of concentrations of
risk includes a description of the shared characteristic that identifies
each concentration. For example, the shared characteristic may refer to
geographical distribution of counterparties by groups of countries, individual
countries or regions within countries.

When quantitative information at the end of the reporting period is
unrepresentative of the entity’s exposure to risk during the period, paragraph
42 requires further disclosure. To meet this requirement, an entity might
disclose the highest, lowest, and average amount of risk to which it was
exposed during the period. For example, if an entity typically has a large
exposure to a particular currency, but at year-end unwinds the position, the
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entity might disclose a graph that shows the exposure at various times during
the period, or disclose the highest, lowest, and average exposures.

Credit Risk (paragraphs 42A—43, AG8A-AG10)

IG22A. The following examples illustrate possible ways in which an entity might
provide the disclosures required by paragraphs 42A—42N of IPSAS 30.
However, these illustrations do not address all possible ways of applying the
disclosure requirements.

Hllustrating the Application of Paragraphs 42H and 421

IG22B. The following example illustrates one way of providing information about the
changes in the loss allowance and the significant changes in the gross carrying
amount of financial assets during the period that contributed to changes in the
loss allowance as required by paragraphs 42H-421. This example does not
illustrate the requirements for financial assets that are purchased or originated
credit-impaired.

Mortgage loans—loss 12-month  Lifetime Lifetime Credit-impaired

allowance expected expected expected financial
credit  credit losses credit losses assets (lifetime
losses (collectively  (individually  expected credit

assessed) assessed) losses)
CU’000
Loss allowance as at
January 1 X X X X

Changes due to financial
instruments recognized as at
January 1:
- Transfer to lifetime
expected credit losses (X) X X -
- Transfer to credit-
impaired financial assets X) X) X
- Transfer to 12-month
expected credit losses X (X) X) -
- Financial assets that
have been derecognized
during the period (X) X) X) X)
New financial assets

originated or purchased X - - -

Write-offs - - X) X)
Changes in models/risk

parameters X X X X

Foreign exchange and other

movements X X X X

Loss allowance as at

December 31 X X X X
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Significant changes in the gross carrying amount of mortgage loans that
contributed to changes in the loss allowance were:

e  The acquisition of Region Y’s prime mortgage portfolio increased the
residential mortgage book by x percent, with a corresponding increase
in the loss allowance measured on a 12-month basis.

e The write off of the CUXX Region Z’s mortgage portfolio following the
collapse of the local market in the region reduced the loss allowance for
financial assets with objective evidence of impairment by CUX.

e  The expected increase in unemployment in Region X caused a net
increase in financial assets whose loss allowance is equal to lifetime
expected credit losses and caused a net increase of CUX in the lifetime
expected credit losses allowance.

The significant changes in the gross carrying amount of mortgage loans are
further explained below:

Mortgage loans—gross 12-month Lifetime Lifetime Credit-impaired
carrying amount expected expected expected financial assets
credit losses credit losses credit losses (lifetime expected
(collectively (individually credit losses)
d) d)

CU’000

Gross carrying amount as

at January 1 X X X X
Individual financial assets

transferred to lifetime

expected credit losses X) - X —
Individual financial assets

transferred to credit-

impaired financial assets X) - X) X
Individual financial assets

transferred from credit-

impaired financial assets X - X (X)
Financial assets assessed on

collective basis (X) X - -
New financial assets

originated or purchased X _ _ _
Write-offs

- - X) X)
Financial assets that have
been derecognized X) X) X) X)
Changes due to
modifications that did not
result in derecognition X) - (X) (X)
Other changes

Gross carrying amount as
at December 31 X X X X
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Hllustrating the Application of Paragraphs 42M and 42N

IG22C. The following example illustrates some ways of providing information about
an entity’s credit risk exposure and significant credit risk concentrations in
accordance with paragraph 42M of IPSAS 30. The number of grades used
to disclose the information in accordance with paragraph 42M of IPSAS 30
shall be consistent with the number that the entity uses to report internally
to key management personnel for internal credit risk management purposes.
However, if information about credit risk rating grades is not available without
undue cost or effort and an entity uses past due information to assess whether
credit risk has increased significantly since initial recognition in accordance
with paragraph 83 of IPSAS 41, the entity shall provide an analysis by past
due status for those financial assets.

Loan credit risk exposure by internal rating grades

20XX Mortgage Loans Agriculture Loans
CuU’000 Gross carrying amount Gross carrying amount
Lifetime 12-month Lifetime 12-month

Internal Grade 1-2
Internal Grade 3-4
Internal Grade 5-6
Internal Grade 7
Total

T e T T
T T
T e B T
T e B T

Loan credit risk profile by external rating grades

20XX Mortgage Loans Agriculture Loans
CuU’000 Gross carrying amount Gross carrying amount
Lifetime 12-month Lifetime 12-month

AAA-AA X X X X
A X X X X
BBB-BB X X X X
B X X X X
Cccc-cc X X X X
C X X X X
D X X X X
Total X X X X
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Loan risk profile by probability of default

20XX Mortgage Loans Agriculture Loans
CU’000 Gross carrying amount Gross carrying amount
Lifetime 12-month Lifetime 12-month

0.00-0.10 X X X X
0.11-0.40 X X X X
0.41-1.00 X X X X
1.01-3.00 X X X X
3.01-6.00 X X X X
6.01-11.00 X X X X
11.01 —17.00 X X X X
17.01 -25.00 X X X X
25.01 -50.00 X X X X
50.01+ X X X X
Total X X X X

1G22D. The Department of Agriculture provides short-term financing to both small-
scale and large-scale farmers. The purpose of the financing is to purchase
inputs such as fertilizers, seeds and pesticides. The Department of Agriculture
discloses its small-scale farmers financing and large-scale farmers financing
as separate classes of financial instruments and applies the simplified approach
to its trade receivables so that the loss allowance is always measured at an
amount equal to lifetime expected credit losses. The following table illustrates
the use of a provision matrix as a risk profile disclosure under the simplified

approach:

20XX Trade receivables days past due

CU’000

Small-scale farmers Current More than More than More than Total
financing 30 days 60 days 90 days

Expected credit loss rate 0.10% 2% 5% 13%

Estimated total gross

carrying amount at default
Lifetime expected credit

CU20,777 CU1,416 CU673 CuU235  CU23,101

losses—small-scale farmers Cu21 Cu28 CuU34 CU31 CuU114
financing

Large-scale farmers

financing

Expected credit loss rate 0.20% 3% 8% 15%

Estimated total gross
carrying amount at default
Lifetime expected credit
losses— large-scale farmers CU38 CuU60 Cu24 Cu23 CU145
financing

CU19,222  CU2,010 CU301 CU154  CU21,687
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1G23.

1G24.

1G25.
1G26.
1G27.
1G28.
1G29.
1G30.
IG31.

1G32.

FINANCIAL INSTRUMENTS: DISCLOSURES

Credit Risk (paragraphs 43—45, AG9 and AG10)

Paragraph 43 requires an entity to disclose information about its exposure
to credit risk by class of financial instrument. Financial instruments in the
same class share economic characteristics with respect to the risk being
disclosed (in this case, credit risk). For example, an entity might determine
that residential mortgages, unsecured agricultural loans, and research and
development loans each have different economic characteristics.

Collateral and Other Credit Enhancements Pledged (paragraph 43(b))

Paragraph 43(b) requires an entity to describe collateral available as security
for assets it holds and other credit enhancements obtained. An entity might
meet this requirement by disclosing:

(a)  The policies and processes for valuing and managing collateral and
other credit enhancements obtained;

(b) A description of the main types of collateral and other credit
enhancements (examples of the latter being guarantees, credit
derivatives, and netting agreements that do not qualify for offset in
accordance with IPSAS 28);

(c) The main types of counterparties to collateral and other credit
enhancements and their creditworthiness; and

(d) Information about risk concentrations within the collateral or other
credit enhancements.

[Deleted]
[Deleted]
[Deleted]
[Deleted]
[Deleted]
[Deleted]
[Deleted]

Market Risk (paragraphs 47-49 and AG19-AG30)

Paragraph 47(a) requires a sensitivity analysis for each type of market risk
to which the entity is exposed. There are three types of market risk: interest
rate risk, currency risk, and other price risk. Other price risk may include
risks such as equity price risk, commodity price risk, prepayment risk (i.e.,
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1G33.

1G34.

IG35.

1G36.

FINANCIAL INSTRUMENTS: DISCLOSURES

the risk that one party to a financial asset will incur a financial loss because
the other party repays earlier or later than expected), and residual value risk
(e.g., alessor of motor cars that writes residual value guarantees is exposed to
residual value risk). Risk variables that are relevant to disclosing market risk
include, but are not limited to:

(a) Theyield curve of market interest rates. It may be necessary to consider
both parallel and non-parallel shifts in the yield curve.

(b) Foreign exchange rates.
(c)  Prices of equity instruments.
(d) Market prices of commodities.

Paragraph 47(a) requires the sensitivity analysis to show the effect on surplus
or deficit and net assets/equity of reasonably possible changes in the relevant
risk variable. For example, relevant risk variables might include:

(a) Prevailing market interest rates, for interest-sensitive financial
instruments such as a variable rate loan; or

(b) Currency rates and interest rates, for foreign currency financial
instruments such as foreign currency bonds.

For interest rate risk, the sensitivity analysis might show separately the effect
of a change in market interest rates on:

(a) Interest revenue and expense;

(b)  Other line items of surplus or deficit (such as trading gains and losses);
and

(c)  When applicable, net assets/equity.

An entity might disclose a sensitivity analysis for interest rate risk for each
currency in which the entity has material exposures to interest rate risk.

Because the factors affecting market risk vary depending on the specific
circumstances of each entity, the appropriate range to be considered in
providing a sensitivity analysis of market risk varies for each entity and for
each type of market risk.

The following example illustrates the application of the disclosure requirement
in paragraph 47(a):
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Interest Rate Risk

At December 31, 20X2, if interest rates at that date had been 10 basis points
lower with all other variables held constant, surplus for the year would have
been CU1.7 million (20X1—CU2.4 million) higher, arising mainly as a result of
lower interest expense on variable borrowings. If interest rates had been 10 basis
points higher, with all other variables held constant, surplus would have been
CU1.5 million (20X 1—CU2.1 million) lower, arising mainly as a result of higher
interest expense on variable borrowings. Surplus is more sensitive to interest rate
decreases than increases because of borrowings with capped interest rates. The
sensitivity is lower in 20X2 than in 20X1 because of a reduction in outstanding
borrowings that has occurred as the entity’s debt has matured (see note X).®

Foreign Currency Exchange Rate Risk

At December 31, 20X2, if the CU had weakened 10 percent against the US dollar
with all other variables held constant, surplus for the year would have been CU2.8
million (20X1—CU6.4 million) lower, revenue would have been CU1.2 million
(20X1—CU1.1 million) higher. Conversely, if the CU had strengthened 10
percent against the US dollar with all other variables held constant, surplus would
have been CU2.8 million (20X1—CU6.4 million) higher, revenue would have
been CU1.2 million (20X1—CU1.1 million) lower. The lower foreign currency
exchange rate sensitivity in surplus in 20X2 compared with 20X1 is attributable
to a reduction in foreign currency denominated debt. Revenue is more sensitive
in 20X2 than in 20X1 because of the increased use of hedges of foreign currency
purchases, offset by the reduction in foreign currency debt.

(a) Paragraph 46 requires disclosure of a maturity analysis of liabilities.

Other Market Risk Disclosures (paragraph 49)

Paragraph 49 requires the disclosure of additional information when the
sensitivity analysis disclosed is unrepresentative of a risk inherent in a
financial instrument. For example, this can occur when:

(a)  Afinancial instrument contains terms and conditions whose effects are
not apparent from the sensitivity analysis (e.g., options that remain out
of (or in) the money for the chosen change in the risk variable);

(b) Financial assets are illiquid (e.g., when there is a low volume of
transactions in similar assets and an entity finds it difficult to find a
counterparty); or

(¢)  An entity has a large holding of a financial asset that, if sold in its
entirety, would be sold at a discount or premium to the quoted market
price for a smaller holding.
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IG38. In the situation in paragraph IG37(a), additional disclosure might include:
(a)  The terms and conditions of the financial instrument (e.g., the options);

(b)  The effect on surplus or deficit if the term or condition were met (i.e.,
if the options were exercised); and

(¢) A description of how the risk is hedged.

For example, an entity may acquire a zero cost interest rate collar that
includes an out-of-the-money leveraged written option (e.g., the entity pays
ten times the amount of the difference between a specified interest rate floor
and the current market interest rate). The entity may regard the collar as
an inexpensive economic hedge against a reasonably possible increase in
interest rates. However, an unexpectedly large decrease in interest rates might
trigger payments under the written option that, because of the leverage, might
be significantly larger than the benefit of lower interest rates. Neither the fair
value of the collar nor a sensitivity analysis based on reasonably possible
changes in market variables would indicate this exposure. In this case, the
entity might provide the additional information described above.

IG39. In the situation described in paragraph IG38(b), additional disclosure might
include the reasons for the lack of liquidity and how the entity hedges the
risk.

1G40. In the situation described in paragraph 1G38(c), additional disclosure might
include:

(a)  The nature of the security (e.g., entity name);
(b) The extent of holding (e.g., 15 percent of the issued shares);
(¢)  The effect on surplus or deficit; and
(d) How the entity hedges the risk.
Derecognition (paragraphs 49D and 49E)

IG41. The following examples illustrate some possible ways to meet the quantitative
disclosure requirements in paragraphs 49D and 49E.

I1G42. The following examples illustrate how an entity that has adopted IPSAS 41
might meet the quantitative disclosure requirements in paragraphs 49D and
49E.
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Transferred financial assets that are not derecognized in their entirety

Hllustrating the application of paragraph 49D(d) and (e)

Carrying amount of assets

Carrying amount of associated liabilities

For those liabilities that have recourse
only to the transferred assets:

Fair value of assets
Fair value of associated liabilities

Net position

Financial assets at fair Financial assets at Financial assets at
value through surplus amortized cost fair value through
or deficit net assets/equity
CU million CU million CU million
Trading  Derivatives Mortgages Consumer Equity investments
assets loans
X X X X X
(X) (X) X) (X) (X)
X X X X X
(X) (X) (X) (X) (X)
X X X X X

Transferred financial assets that are derecognized in their entirety

Illustrating the application of paragraph 49E(a)—(d)

Cash outflows to Carrying amount of continuing Fair value of Maximum
repurchase transferred  involvement in statement of financial continuing exposure to
(derecognized) assets position involvement loss
CU million CU million CU million CU million
Type of Financial  Financial Financial  Assets Liabilities
continuing assets at assets at  liabilities at
involvement fair value  fair value fair value
through through through
surplus or net assets/  surplus or
deficit equity deficit
Written put X) (X) X) X
options
Purchased X) X X X
call options
Securities X) X) X X) X
lending
Total X X) X (X) X
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Illustrating the Application of Paragraph 49E(e)

Undiscounted cash flows to repurchase transferred assets

Maturity of continuing involvement CU million
Type of continuing Total | less than 1-3 3-6 6 months — 1-3 3-5 more than 5
involvement 1 month | months | months 1 year years years years
Written put options X X X X X
Purchased call options X X X X X
Securities lending X X X

1G43. The following examples illustrate how an entity that has not adopted IPSAS
41 might meet the quantitative disclosure requirements in paragraphs 49D
and 49E.

Transferred financial assets that are not derecognized in their entirety

Hlustrating the application of paragraph 49D(d) and (e)

Financial assets at fair Loans and receivables  Available-for-
value through surplus or sale financial
deficit assets
CU million CU million CU million
Trading Derivatives ~ Mortgages ~ Consumer Equity
securities loans investments
Carrying amount of assets X X X X X
Carrying amount of associated liabilities X) (X) X) X) (X)
For those liabilities that have recourse
only to the transferred assets:
Fair value of assets X X X X X
Fair value of associated liabilities X) X) X) X) X)
Net position X X X X X

Transferred financial assets that are derecognized in their entirety
Hllustrating the application of paragraph 49E(a)—(d)

Cash outflows to Carrying amount of continuing involvement  Fair value of Maximum

repurchase transferred in statement of financial position continuing exposure
(derecognized) assets involvement to loss
CU million CU million CU million CU million
Type of Held  Available-for- Financial liabilities Assets Liabilities
continuing for sale financial at fair value through
involvement trading assets surplus or deficit
Written put (X) (X) X) X
options
Purchased call (X) X X X
options
Securities X) X X) X X) X
lending
Total X X X) X X) X
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Hllustrating the application of paragraph 49E(e)

Undiscounted cash flows to repurchase transferred assets

Maturity of continuing involvement CU million
Type of continuing Total less than 1-3 3-6 6 months 1-3 3-5years | more than
involvement 1 month months months —1 year years S years
Written put X X X X X
options
Purchased call X X X X X
options
Securities lending X X X

Disclosures (paragraphs 17A-17F and AG42-55)

1G44. The following examples illustrate ways in which an entity might provide
the quantitative disclosures required by paragraph 17C. However, these
illustrations do not address all possible ways of applying the disclosure
requirements as set out in paragraphs 17B—17E.

Background

An entity has entered into transactions subject to an enforceable master netting
arrangement or similar agreement with the following counterparties. The entity
has the following recognized financial assets and financial liabilities resulting from
those transactions that meet the scope of the disclosure requirements in paragraph
17A.

Counterparty A:

The entity has a derivative asset (fair value of CU100 million) and a derivative
liability (fair value of CU80 million) with Counterparty A that meet the offsetting
criteria in paragraph 47 of IPSAS 28. Consequently, the gross derivative liability
is set off against the gross derivative asset, resulting in the presentation of a net
derivative asset of CU20 million in the entity’s statement of financial position.
Cash collateral has also been received from Counterparty A for a portion of the net
derivative asset (CU10 million). The cash collateral of CU10 million does not meet
the offsetting criteria in paragraph 47 of IPSAS 28, but it can be set off against the
net amount of the derivative asset and derivative liability in the case of default and
insolvency or bankruptcy, in accordance with an associated collateral arrangement.
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Counterparty B:

The entity has a derivative asset (fair value of CU100 million) and a derivative
liability (fair value of CU80 million) with Counterparty B that do not meet the
offsetting criteria in paragraph 47 of IPSAS 28, but which the entity has the right
to set off in the case of default and insolvency or bankruptcy. Consequently, the
gross amount of the derivative asset (CU100 million) and the gross amount of the
derivative liability (CU80 million) are presented separately in the entity’s statement
of financial position. Cash collateral has also been received from Counterparty B for
the net amount of the derivative asset and derivative liability (CU20 million). The
cash collateral of CU20 million does not meet the offsetting criteria in paragraph
47 of IPSAS 28, but it can be set off against the net amount of the derivative asset
and derivative liability in the case of default and insolvency or bankruptcy, in
accordance with an associated collateral arrangement.

Counterparty C:

The entity has entered into a sale and repurchase agreement with Counterparty
C that is accounted for as a collateralized borrowing. The carrying amount of the
financial assets (bonds) used as collateral and posted by the entity for the transaction
is CU79 million and their fair value is CU85 million. The carrying amount of the
collateralized borrowing (repo payable) is CU80 million.

The entity has also entered into a reverse sale and repurchase agreement with
Counterparty C that is accounted for as a collateralized lending. The fair value
of the financial assets (bonds) received as collateral (and not recognized in the
entity’s statement of financial position) is CU105 million. The carrying amount of
the collateralized lending (reverse repo receivable) is CU90 million.

The transactions are subject to a global master repurchase agreement with a right
of set-off only in default and insolvency or bankruptcy and therefore do not meet
the offsetting criteria in paragraph 47 of IPSAS 28. Consequently, the related repo
payable and repo receivable are presented separately in the entity’s statement of
financial position.
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Ilustrating the Application of Paragraph 17C(a)-(e) by Type of Financial
Instrument

Financial assets subject to offsetting, enforceable master netting arrangements and
similar agreements

CU million
As at December 31, (a) (b) (c)=(a)-(b) (d) (e)=
20XX (c)-(d)
Related amounts not set
off in the statement of
financial position
Gross Gross amounts of  Net amounts of (d)(i), (d)(ii) Cash  Net
amounts of recognized financial financial assets (d)(ii) collateral amount
recognized liabilities set offin  presented in the Financial received
financial the statement of statement of instruments
assets financial position financial position
Description
Derivatives 200 (80) 120 (80) (30) 10
Reverse repurchase, 90 90 (90) - -
securities borrowing
and similar agreements
Other financial - - - - -
instruments
Total 290 (80) 210 (170) (30) 10

Financial liabilities subject to offsetting, enforceable master netting arrangements
and similar agreements

CU million

As at December 31, (a) (b) (c)=(a)-(b) (d) (e)=
20XX (e)-(d)
Related amounts not set

off in the statement of
financial position

Gross Gross amounts of  Net amounts of (@), (d)(ii) Cash  Net
amounts of recognized financial financial liabilities (d)(ii) collateral amount
recognized assets set off in presented in the Financial received

financial the statement of statement of instruments

liabilities financial position  financial position
Description
Derivatives 160 (80) 80 (80) - -
Repurchase, 80 - 80 (80) - -
securities lending and
similar agreements
Other financial - - - - - -
instruments
Total 240 (80) 160 (160) - -
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Ilustrating the Application of Paragraph 17C(a)-(c) by Type of Financial
Instrument and Paragraph 17C(c)—(e) by Counterparty

Financial assets subject to offsetting, enforceable master netting arrangements and
similar agreements

CU million

As at December 31, 20XX (a) (b) (c)=(a)-(b)
Gross amounts  Gross amounts of recognized Net amounts of financial

of recognized financial liabilities set off in assets presented in the
financial assets the statement of financial statement of financial
position position

Description

Derivatives 200 (80) 120

Reverse repurchase, securities 90 - 90

borrowing and similar agreements

Other financial instruments - - -

Total 290 (80) 210

Net financial assets subject to enforceable master netting arrangements and similar
agreements, by counterparty

CU million
As at December 31, 20XX (c) (d) (e)=(c)-(d)
Related amounts not set off in the
statement of financial position
Net amounts of financial (d)(@), (d) (d)(ii) Cash Net amount
assets presented in the (ii) Financial collateral
statement of financial position instruments received
Counterparty A 20 - (10) 10
Counterparty B 100 (80) (20) -
Counterparty C 90 (90) - -
Other - - - -
Total 210 (170) (30) 10

Financial liabilities subject to offsetting, enforceable master netting arrangements
and similar agreements

CU million
As at December 31, 20XX (a) (b) (c)=(a)-(b)
Gross amounts of  Gross amounts of recognized Net amounts of financial
recognized financial  financial assets set off in the liabilities presented in the
liabilities statement of financial position statement of financial position
Description
Derivatives 160 (80) 80
Repurchase, securities lending 80 - 80
and similar agreements
Other financial instruments - -
Total 240 (80) 160
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Net financial liabilities subject to enforceable master netting arrangements and similar
agreements, by counterparty

CU million
As at December 31, (c) (d) (e)=(c)-(d)
20XX
Related amounts not set off in the
statement of financial position
Net amounts of financial (d)(i), (d)(ii) Cash Net amount
liabilities presented in the (d)(ii) Financial collateral received
statement of financial position instruments

Counterparty A - - - -
Counterparty B 80 (80) - -
Counterparty C 80 (80) - -
Other - - - -
Total 160 (160) - -

Transition from IPSAS 29 to IPSAS 41 (paragraphs 49K-490)

1G45. The following illustration is an example of one possible way to meet the
quantitative disclosure requirements in paragraphs 49K—490 of IPSAS 30
at the date of initial application of IPSAS 41. However, this illustration does
not address all possible ways of applying the disclosure requirements of this

Standard.
Reconciliation of statement of financial position balances from IPSAS 29 to IPSAS 41 at January 1, 2022
Financial assets (i) (i) (iii) (iv)= (v) = (iii)
(i) + (ii) + (iii)

IPSAS 29 Reclassifi-  Remeasure- IPSAS 41 Accumulated
carrying cations ments carrying surplus or
amount amount deficit effect

December 31, January 1, on January 1,
2021 (1) 2022 2022 (2), 3)
Fair value through surplus or
deficit
Additions:
From available for sale (IPSAS (a) (c)
29)
From amortized cost (IPSAS 29) (b)

— required reclassification

From amortized cost (IPSAS
29) — fair value option elected at
January 1, 2022

Subtractions:
To amortized cost (IPSAS 41)

To fair value through net assets/
equity — debt instruments
(IPSAS 41)
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Reconciliation of statement of financial position balances from IPSAS 29 to IPSAS 41 at January 1, 2022

Financial assets (i)

IPSAS 29
carrying
amount

December 31,
2021 (1)

To fair value through net assets/
equity — equity instruments
(IPSAS 41)

(ii)

Reclassifi-

cations

(iii) (iv) =

(i) + (ii) + (iii)
IPSAS 41
carrying

(v) = (iii)

Accumulated
surplus or
amount deficit effect

January 1, on January 1,

2022 2022 (2), 3)

Remeasure-
ments

Total change to fair value
through surplus or deficit

Fair value through net
assets/equity

Additions — debt
instruments:

From available for sale (IPSAS
29)

From amortized cost (IPSAS 29)

From fair value through surplus
or deficit (IPSAS 29) — required
reclassification based on
classification criteria

From fair value through surplus
or deficit (fair value option
under IPSAS 29) — fair value
option criteria not met at January
1,2022

From fair value through surplus
or deficit (IPSAS 29) — fair value
option revoked at January 1,
2022 by choice

Additions — equity
instruments:

From available-for-sale (IPSAS 29)

From fair value through surplus
or deficit (fair value option
under IPSAS 29)-fair value
through net assets/equity elected
at January 1, 2022

From cost (IPSAS 29)

Subtractions — debt

and equity instruments:
Available for sale (IPSAS 29)
to fair value through surplus or
deficit (IPSAS 41) — required
reclassification based on
classification criteria
Available for sale (IPSAS 29)
to fair value through surplus or
deficit (IPSAS 41) — fair value
option elected at January 1, 2022
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Reconciliation of statement of financial position balances from IPSAS 29 to IPSAS 41 at January 1, 2022

Financial assets (i) (ii) (iii) (iv)= (v) = (iii)
(i) + (ii) + (iii)

IPSAS 29 Reclassifi-  Remeasure- IPSAS 41 Accumulated
carrying cations ments carrying surplus or
amount amount deficit effect

December 31, January 1, on January 1,
2021 (1) 2022 2022 (2), 3)
Available for sale (IPSAS 29) to (e)

amortized cost (IPSAS 41)

Total change to fair value
through net assets/equity

Amortized cost
Additions:
From available for sale (IPSAS 29) (H

From fair value through surplus
or deficit (IPSAS 29) — required
reclassification

From fair value through surplus
or deficit (fair value option
under IPSAS 29) — fair value
option criteria not met at January
1,2022

From fair value through surplus
or deficit (IPSAS 29) — fair value
option revoked at January 1,
2022 by choice

Subtractions:

To fair value through net assets/ U]
equity (IPSAS 41)

To fair value through surplus or
deficit (IPSAS 41) — required
reclassification based on
classification criteria

To fair value through surplus or
deficit (IPSAS 41)-fair value
option elected at January 1, 2022

Total change to amortized cost

Total financial asset balances,
reclassifications and remeasure- Total (ii) (iv) = (i) + (ii)
ments at January 1, 2022 (i) =0 (iii) + (iii)

1 Includes the effect of reclassifying hybrid instruments that were bifurcated under IPSAS 29 with host contract
components of (a), which had associated embedded derivatives with a fair value of X at December 31, 2021, and (b),
which had associated embedded derivatives with a fair value of Y at December 31, 2021.

2 Includes (c), (d), (e) and (f), which are amounts reclassified from net assets/equity to accumulated surplus or deficit
at the date of initial application.

3 Includes (g), (h), (i), (j), (k) and (1), which are amounts reclassified from accumulated surplus or deficit to net assets/
equity at the date of initial application.
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Comparison with IFRS 7

IPSAS 30, Financial Instruments: Disclosures is drawn primarily from IFRS 7,
Financial Instruments: Disclosures (originally issued in 2005, including
amendments published to April 2009). The main differences between IPSAS 30
and IFRS 7 are as follows:

° IPSAS 30 contains requirements related to concessionary loans. IFRS 7 does
not require disclosures relating to concessionary loans.

° In certain instances, IPSAS 30 uses different terminology from IFRS 7. The
most significant examples are the use of the terms “revenue,” “statement of
financial performance,” and “net assets/equity” in IPSAS 30. The equivalent
terms in IFRS 7 are “income,” “statement of comprehensive income,” and
“equity.”
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IPSAS 31—INTANGIBLE ASSETS

History of IPSAS

This version includes amendments resulting from IPSASs issued up to
January 31, 2020.

IPSAS 31, Intangible Assets was issued in January 2010.
Since then, IPSAS 31 has been amended by the following IPSASs:

Improvements to IPSAS 2018 (issued October 2018)
IPSAS 40, Public Sector Combinations (issued January 2017)
IPSAS 39, Employee Benefits (issued July 2016)

Impairment of Revalued Assets (Amendments to IPSAS 21, Impairment
of Non-Cash-Generating Assets, and IPSAS 26, Impairment of Cash-
Generating Assets) (issued July 2016)

The Applicability of IPSASs (issued April 2016)

Improvements to IPSASs 2015 (issued April 2016)

IPSAS 37, Joint Arrangements (issued January 2015)

IPSAS 35, Consolidated Financial Statements (issued January 2015)

IPSAS 33, First-time Adoption of Accrual Basis International Public Sector
Accounting Standards (IPSASs) (issued January 2015)

Improvements to IPSASs 2014 (issued January 2015)
IPSAS 32, Service Concession Arrangements: Grantor (issued October 2011)
Improvements to IPSASs 2011 (issued October 2011)

Table of Amended Paragraphs in IPSAS 31

Paragraph Affected How Affected Affected By
Introduction section Deleted Improvements to IPSASs
October 2011
3 Amended Improvements to
IPSASs April 2016
IPSAS 40 January 2017
4 Deleted The Applicability of
IPSASs April 2016
5 Deleted The Applicability of
IPSASs April 2016
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6 Amended IPSAS 37 January 2015
IPSAS 35 January 2015
IPSAS 32 October 2011
IPSAS 39 July 2016
IPSAS 40 January 2017
18 Amended IPSAS 40 January 2017
18A New IPSAS 40 January 2017
24 Amended IPSAS 40 January 2017
26A New IPSAS 40 January 2017
28 Amended Improvements to
IPSASs April 2016
35 Amended IPSAS 39 July 2016
39A New IPSAS 40 January 2017
39B New IPSAS 40 January 2017
39C New IPSAS 40 January 2017
39D New IPSAS 40 January 2017
39E New IPSAS 40 January 2017
40 Amended IPSAS 40 January 2017
41 Amended IPSAS 40 January 2017
64 Amended IPSAS 39 July 2016
66 Amended IPSAS 40 January 2017
67 Amended IPSAS 40 January 2017
79 Amended Improvements to IPSASs
January 2015
91 Amended Improvements to IPSASs
January 2015
93A New IPSAS 40 January 2017
96 Amended Improvements to IPSASs

April 2016
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97 Amended Improvements to IPSASs
January 2015
97A New Improvements to IPSASs
January 2015
97B New Improvements to IPSASs
January 2015
97C New Improvements to [IPSASs
January 2015
109 Amended Improvements to IPSAS
October 2018
110 Amended Impairment of Revalued
Assets July 2016
114A New IPSAS 40 January 2017
116 Amended Improvements to IPSASs
April 2016
117 Amended Improvements to IPSASs
April 2016
IPSAS 40 January 2017
129 Deleted IPSAS 33 January 2015
130 Deleted IPSAS 33 January 2015
131 Deleted IPSAS 33 January 2015
131A New Improvements to [IPSASs
January 2015
132A New IPSAS 32 October 2011
132B New Improvements to IPSASs
January 2015
132C New IPSAS 33 January 2015
132D New IPSAS 37 January 2015
IPSAS 35 January 2015
132E New Improvements to IPSASs

April 2016
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1209

IPSAS 31



January 2010

IPSAS 31 —INTANGIBLE ASSETS

IPSAS 31 1210

CONTENTS

Paragraph
ODBJECLIVE ..ottt ettt ettt ettt ettt e e eeee 1
S0P ettt e et ettt 2-15
Intangible Heritage ASSELS .....cc.eeverierierieie e 11-15
DEfINIEONS ...ttt 16-25
INtaNGIbIE ASSELS .....eeviriieiieiieiieeete et 17-25
Identifiability ..c..covvevirieinieiniciicee e 18-20
Control 0f an ASSEL ......cc.evvirieriiiiieicicccceee e 21-24
Future Economic Benefits or Service Potential..........c..c.cccoceee. 25
Recognition and Measurement ............ccccoeeveeveieieieiniineneneneseeeneneens 26—65
Separate ACQUISTHION .......eeverviruiiiieieieiereiei ettt 32-39

Acquisition of an intangible asset as part of an acquisition
(public sector combINAtioN).......ccoverueeieriierieeieieeie e 39A-39E

Subsequent Expenditure on an Acquired In-process

Research and Development Project..........cccevevieninienciiencnnne. 40-41
Intangible Assets Acquired through Non-Exchange Transactions ....... 4243
EXchanges 0f ASSELS ...cc.ueiueriiriieieeiieieeieee et 44-45
Internally Generated Goodwill ..........ccoooieiiiiiiiiiniiiceeeee 46-48
Internally Generated Intangible ASSetS.........ccovvieereiieniiieneeieeee 49-65
Research Phase ..o 52-54
Development Phase .........cccooieiiiiiiniiieeeccee e 55-62
Cost of an Internally Generated Intangible Asset.............c........ 63-65
Recognition of an EXPEnse ......cc.cecuirieiiiieniiieneeeiceeceeeee e 66-70
Past Expenses not to be Recognized as an Asset.........ccccceeeeveenennene 70
Subsequent MeasuremMent ..........cc.oeeeuerierierieneeiene e 71-86
COSt MOEL....oiiiiiiiiiciiiieice e 73
Revaluation Model.........ccooieiiiiininininiiiciccceeeeeeeee 74-86



INTANGIBLE ASSETS

USCTUL LT .o 87-95
Intangible Assets with Finite Useful LiVes .........cccccevivviricriniincnenicncnnens 96-105
Amortization Period and Amortization Method ............cceeveiennnnn. 96-98
ResidUal VaIUC ......c.ooiiiieiieieeeee e 99-102
Review of Amortization Period and Amortization Method................ 103-105
Intangible Assets with Indefinite Useful Lives ........ccccecevverinincnenicncnnns 106-109
Review of Useful Life AsSeSSMEnt.........ccceveereieeereeienieiesieieieene 108-109
Recoverability of the Carrying Amount—Impairment Losses ................. 110
Retirements and DiSposals..........coccrerereriniiiiiiieiinrceesencsesese e 111-116
DISCLOSUIE ...ttt ettt se e e e enee 117-127
GNETAL ...t 117-122
Intangible Assets Measured after Recognition using the
Revaluation Model .........oooiiiiiiiiieiieeeee e 123-124
Research and Development Expenditure..........c.ccccceveivinincncncnnene 125-126
Other Information ...........oceevierierierieie e 127
B3T3 100 ) PP 128-131
EffectiVe DAt .....ocueiieiieieeeeeeee e 132-133

Appendix A: Application Guidance
Appendix B: Amendments to Other IPSASs
Basis for Conclusions

[lustrative Examples

Comparison with IAS 38

1211 IPSAS 31



INTANGIBLE ASSETS

International Public Sector Accounting Standard 31, Intangible Assets, is set out
in paragraphs 1-133. All the paragraphs have equal authority. IPSAS 31 should be
read in the context of its objective, the Basis for Conclusions, the Preface to
International Public Sector Accounting Standards, and the Conceptual Framework
for General Purpose Financial Reporting by Public Sector Entities. IPSAS 3,
Accounting Policies, Changes in Accounting Estimates and Errors, provides a
basis for selecting and applying accounting policies in the absence of explicit
guidance.
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Objective

1.

Scope

INTANGIBLE ASSETS

The objective of this Standard is to prescribe the accounting treatment for
intangible assets that are not dealt with specifically in another Standard. This
Standard requires an entity to recognize an intangible asset if, and only if,
specified criteria are met. The Standard also specifies how to measure the
carrying amount of intangible assets, and requires specified disclosures about
intangible assets.

An entity that prepares and presents financial statements under the
accrual basis of accounting shall apply this Standard in accounting for
intangible assets.

This Standard shall be applied in accounting for intangible assets, except:

(a)
(b)

(©)

(d)

(e)
®
(2

(h)

(1)

@

Intangible assets that are within the scope of another Standard;

Financial assets, as defined in IPSAS 28, Financial Instruments:
Presentation;

The recognition and measurement of exploration and evaluation
assets (see the relevant international or national accounting
standard dealing with exploration for, and evaluation of, mineral
resources);

Expenditure on the development and extraction of minerals, oil,
natural gas and similar non-regenerative resources;

[Deleted]
[Deleted]

Powers and rights conferred by legislation, a constitution, or by
equivalent means;

Deferred tax assets (see the relevant international or national
accounting standard dealing with income taxes);

Deferred acquisition costs, and intangible assets, arising from an
insurer’s contractual rights under insurance contracts within the
scope of the relevant international or national accounting standard
dealing with insurance contracts. In cases where the relevant
international or national accounting standard does not set out
specific disclosure requirements for those intangible assets, the
disclosure requirements in this Standard apply to those intangible
assets; and

[Deleted]
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(k) In respect of intangible heritage assets. However, the disclosure
requirements of paragraphs 115-127 apply to those heritage assets
that are recognized.

[Deleted]
[Deleted]

If another IPSAS prescribes the accounting for a specific type of intangible
asset, an entity applies that IPSAS instead of this Standard. For example, this
Standard does not apply to:

(a) Intangible assets held by an entity for sale in the ordinary course of
operations (see IPSAS 11, Construction Contracts, and IPSAS 12,
Inventories);

(b)  Leases that are within the scope of IPSAS 13, Leases;

(¢) Assets arising from employee benefits (see IPSAS 39, Employee
Benefits);

(d) Financial assets as defined in IPSAS 28. The recognition and
measurement of some financial assets are covered by IPSAS 34,
Separate Financial Statements, IPSAS 35, Consolidated Financial
Statements and IPSAS 36, Investments in Associates and Joint Ventures,

(¢)  Recognition and initial measurement of service concession assets that
are within the scope of IPSAS 32, Service Concession Assets: Grantor.
However, this Standard applies to the subsequent measurement and
disclosure of such assets; and

(f)  Goodwill (see IPSAS 40, Public Sector Combinations).

Some intangible assets may be contained in or on a physical substance such
as a compact disc (in the case of computer software), legal documentation
(in the case of a license or patent), or film. In determining whether an asset
that incorporates both intangible and tangible elements should be treated
under IPSAS 17, Property, Plant, and Equipment, or as an intangible asset
under this Standard, an entity uses judgement to assess which element is
more significant. For example, the navigation software for a fighter aircraft
is integral to the aircraft and is treated as property, plant and equipment. The
same applies to the operating system of a computer. When the software is not
an integral part of the related hardware, computer software is treated as an
intangible asset.

This Standard applies to, among other things, expenditure on advertising,
training, start-up, research, and development activities. Research and
development activities are directed to the development of knowledge.
Therefore, although these activities may result in an asset with physical
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10.

INTANGIBLE ASSETS

substance (e.g., a prototype), the physical element of the asset is secondary to
its intangible component, i.e., the knowledge embodied in it.

In the case of a finance lease, the underlying asset may be either tangible
or intangible. After initial recognition, a lessee accounts for an intangible
asset held under a finance lease in accordance with this Standard. Rights
under licensing agreements for items such as motion picture films, video
recordings, plays, manuscripts, patents, and copyrights are excluded from the
scope of IPSAS 13 and are within the scope of this Standard.

Exclusions from the scope of a Standard may occur if activities or transactions
are so specialized that they give rise to accounting issues that may need
to be dealt with in a different way. Such issues arise in the accounting for
expenditure on the exploration for, or development and extraction of, oil,
gas, and mineral deposits in extractive industries, and in the case of insurance
contracts. Therefore, this Standard does not apply to expenditure on such
activities and contracts. However, this Standard applies to other intangible
assets used (such as computer software), and other expenditure incurred
(such as start-up costs), in extractive industries, or by insurers.

Intangible Heritage Assets

11.

12.

13.

This Standard does not require an entity to recognize intangible heritage
assets that would otherwise meet the definition of, and recognition criteria
for, intangible assets. If an entity does recognize intangible heritage assets, it
must apply the disclosure requirements of this Standard and may, but is not
required to, apply the measurement requirements of this Standard.

Some intangible assets are described as intangible heritage assets because
of their cultural, environmental, or historical significance. Examples of
intangible heritage assets include recordings of significant historical events
and rights to use the likeness of a significant public person on, for example,
postage stamps or collectible coins. Certain characteristics, including the
following, are often displayed by intangible heritage assets (although these
characteristics are not exclusive to such assets):

(a)  Their value in cultural, environmental, and historical terms is unlikely
to be fully reflected in a financial value based purely on a market price;

(b)  Legal and/or statutory obligations may impose prohibitions or severe
restrictions on disposal by sale;

(¢)  Their value may increase over time; and

(d) It may be difficult to estimate their useful lives, which in some cases
could be several hundred years.

Public sector entities may have large holdings of intangible heritage assets
that have been acquired over many years and by various means, including
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14.

15.

INTANGIBLE ASSETS

purchase, donation, bequest, and sequestration. These assets are rarely held
for their ability to generate cash inflows, and there may be legal or social
obstacles to using them for such purposes.

Some intangible heritage assets have future economic benefits or service
potential other than their heritage value, for example, royalties paid to the
entity for use of an historical recording. In these cases, an intangible heritage
asset may be recognized and measured on the same basis as other items
of cash-generating intangible assets. For other intangible heritage assets,
their future economic benefit or service potential is limited to their heritage
characteristics. The existence of both future economic benefits and service
potential can affect the choice of measurement base.

The disclosure requirements in paragraphs 117-124 require entities to
make disclosures about recognized intangible assets. Therefore, entities that
recognize intangible heritage assets are required to disclose in respect of
those assets such matters as, for example:

(a)  The measurement basis used;

(b)  The amortization method used, if any;

(¢)  The gross carrying amount;

(d) The accumulated amortization at the end of the period, if any; and

(e)  Areconciliation of the carrying amount at the beginning and end of the
period showing certain components thereof.

Definitions

16.

IPSAS 31

The following terms are used in this Standard with the meanings
specified:

Amortization is the systematic allocation of the depreciable amount of an
intangible asset over its useful life.

Carrying amount is the amount at which an asset is recognized after
deducting any accumulated amortization and accumulated impairment
losses.

Development is the application of research findings or other knowledge
to a plan or design for the production of new or substantially improved
materials, devices, products, processes, systems or services before the
start of commercial production or use.

An intangible asset is an identifiable nonmonetary asset without physical
substance.
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Research is original and planned investigation undertaken with
the prospect of gaining new scientific or technical knowledge and
understanding.

Terms defined in other IPSASs are used in this Standard with the same
meaning as in those Standards, and are reproduced in the Glossary of
Defined Terms published separately.

Intangible Assets

17.

Entities frequently expend resources, or incur liabilities, on the acquisition,
development, maintenance, or enhancement of intangible resources such
as scientific or technical knowledge, design and implementation of new
processes, or systems, licenses, intellectual property, and trademarks
(including brand names and publishing titles). Common examples of items
encompassed by these broad headings are computer software, patents,
copyrights, motion picture films, lists of users of a service, acquired fishing
licenses, acquired import quotas, and relationships with users of a service.

Identifiability

18.

18A.

19.

Not all the items described in paragraph 17 meet the definition of an
intangible asset, i.e., identifiability, control over a resource, and existence of
future economic benefits or service potential. If an item within the scope of
this Standard does not meet the definition of an intangible asset, expenditure
to acquire it or generate it internally is recognized as an expense when it is
incurred. However, if the item is acquired in an acquisition, it forms part of
the goodwill recognized at the acquisition date (see paragraph 66).

The definition of an intangible asset requires an intangible asset to be
identifiable to distinguish it from goodwill. Goodwill recognized in an
acquisition is an asset representing the future economic benefits arising from
other assets acquired in an acquisition that are not individually identified and
separately recognized. The future economic benefits may result from synergy
between the identifiable assets acquired or from assets that, individually, do
not qualify for recognition in the financial statements.

An asset is identifiable if it either:

(a) Isseparable, i.e., is capable of being separated or divided from the
entity and sold, transferred, licensed, rented, or exchanged, either
individually or together with a related contract, identifiable asset
or liability, regardless of whether the entity intends to do so; or

(b) Arises from binding arrangements (including rights from
contracts or other legal rights), regardless of whether those rights
are transferable or separable from the entity or from other rights
and obligations.
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20.

INTANGIBLE ASSETS

For the purposes of this Standard, a binding arrangement describes an
arrangement that confers similar rights and obligations on the parties to it as
if it were in the form of a contract.

Control of an Asset

21.

22.

23.

24,

IPSAS 31

An entity controls an asset if the entity has the power to obtain the future
economic benefits or service potential flowing from the underlying resource
and to restrict the access of others to those benefits or that service potential.
The capacity of an entity to control the future economic benefits or service
potential from an intangible asset would normally stem from legal rights that
are enforceable in a court of law. In the absence of legal rights, it is more
difficult to demonstrate control. However, legal enforceability of a right is not
a necessary condition for control because an entity may be able to control the
future economic benefits or service potential in some other way.

Scientific or technical knowledge may give rise to future economic benefits
or service potential. An entity controls those benefits or that service potential
if, for example, the knowledge is protected by legal rights such as copyrights,
a restraint of trade agreement (where permitted), or by a legal duty on
employees to maintain confidentiality.

An entity may have a team of skilled staff and may be able to identify
incremental staff skills leading to future economic benefits or service potential
from training. The entity may also expect that the staff will continue to make
their skills available to the entity. However, an entity usually has insufficient
control over the expected future economic benefits or service potential arising
from a team of skilled staff and from training for these items to meet the
definition of an intangible asset. For a similar reason, specific management
or technical talent is unlikely to meet the definition of an intangible asset,
unless it is protected by legal rights to use it and to obtain the future economic
benefits or service potential expected from it, and it also meets the other parts
of the definition.

An entity may have a portfolio of users of its services or its success rate in
reaching intended users of its services and expect that, because of its efforts
in building relationships with users of its services, those users will continue
to use its services. However, in the absence of legal rights to protect, or other
ways to control the relationships with users of a service or the loyalty of those
users, the entity usually has insufficient control over the expected economic
benefits or service potential from relationships with users of a service and
loyalty for such items (e.g., portfolio of users of a service, market shares or
success rates of a service, relationships with, and loyalty of, users of a service)
to meet the definition of intangible assets. In the absence of legal rights to
protect such relationships, exchange transactions for the same or similar
non-contractual customer relationships (other than as part of an acquisition)
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provide evidence that the entity is nonetheless able to control the expected
future economic benefits or service potential flowing from the relationships
with the users of a service. Because such exchange transactions also provide
evidence that the relationships with users of a service are separable, those
relationships meet the definition of an intangible asset.

Future Economic Benefits or Service Potential

25.

The future economic benefits or service potential flowing from an intangible
asset may include revenue from the sale of products or services, cost savings,
or other benefits resulting from the use of the asset by the entity. For example,
the use of intellectual property in a production or service process may reduce
future production or service costs or improve service delivery rather than
increase future revenues (e.g., an on-line system that allows citizens to renew
driving licenses more quickly on-line, resulting in a reduction in office staff
required to perform this function while increasing the speed of processing).

Recognition and Measurement

26.

26A.

27.

The recognition of an item as an intangible asset requires an entity to
demonstrate that the item meets:

(a)  The definition of an intangible asset (see paragraphs 17-25); and
(b)  The recognition criteria (see paragraphs 28-30).

This requirement applies to the cost measured at recognition (the cost in an
exchange transaction or to internally generate an intangible asset, or the fair
value of an intangible asset acquired through a non-exchange transaction)
and those incurred subsequently to add to, replace part of, or service it.

Paragraphs 32-39 deal with the application of the recognition criteria to
separately acquired intangible assets, and paragraphs 39A—41 deal with
their application to intangible assets acquired in a public sector combination.
Paragraphs 42—43 deal with the initial measurement of intangible assets
acquired through non-exchange transactions, paragraphs 44-45 with
exchanges of intangible assets, and paragraphs 46—48 with the treatment
of internally generated goodwill. Paragraphs 49-65 deal with the initial
recognition and measurement of internally generated intangible assets.

The nature of intangible assets is such that, in many cases, there are no
additions to such an asset or replacements of part of it. Accordingly, most
subsequent expenditures are likely to maintain the expected future economic
benefits or service potential embodied in an existing intangible asset rather
than meet the definition of an intangible asset and the recognition criteria
in this Standard. In addition, it is often difficult to attribute subsequent
expenditure directly to a particular intangible asset rather than to the entity’s
operations as a whole. Therefore, only rarely will subsequent expenditure—
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expenditure incurred after the initial recognition of an acquired intangible
asset or after completion of an internally generated intangible asset—be
recognized in the carrying amount of an asset. Consistent with paragraph 61,
subsequent expenditure on brands, mastheads, publishing titles, lists users
of a service, and items similar in substance (whether externally acquired or
internally generated) is always recognized in surplus or deficit as incurred.
This is because such expenditure cannot be distinguished from expenditure
to develop the entity’s operations as a whole.

28. An intangible asset shall be recognized if, and only if:

(a) Itis probable that the expected future economic benefits or service
potential that are attributable to the asset will flow to the entity;
and

(b) The cost or fair value of the asset can be measured reliably'.

29. An entity shall assess the probability of expected future economic benefits
or service potential using reasonable and supportable assumptions that
represent management’s best estimate of the set of economic conditions
that will exist over the useful life of the asset.

30. An entity uses judgement to assess the degree of certainty attached to the
flow of future economic benefits or service potential that are attributable to
the use of the asset on the basis of the evidence available at the time of initial
recognition, giving greater weight to external evidence.

31. An intangible asset shall be measured initially at cost in accordance with
paragraphs 32—43. Where an intangible asset is acquired through a non-
exchange transaction, its initial cost at the date of acquisition, shall be
measured at its fair value as at that date.

Separate Acquisition

32. Normally, the price an entity pays to acquire separately an intangible asset
will reflect expectations about the probability that the expected future
economic benefits or service potential embodied in the asset will flow to the
entity. In other words, the entity expects there to be an inflow of economic
benefits or service potential, even if there is uncertainty about the timing or
the amount of the inflow. Therefore, the probability recognition criterion in
paragraph 28(a) is always considered to be satisfied for separately acquired
intangible assets.

Information that is reliable is free from material error and bias, and can be depended on by users to
faithfully represent that which it purports to represent or could reasonably be expected to represent.
Paragraph BC16 of IPSAS 1 discusses the transitional approach to the explanation of reliability.
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33.

34.

35.

36.

37.

38.

INTANGIBLE ASSETS

In addition, the cost of a separately acquired intangible asset can usually be
measured reliably. This is particularly so when the purchase consideration is
in the form of cash or other monetary assets.

The cost of a separately acquired intangible asset comprises:

(a) Its purchase price, including import duties and non-refundable
purchase taxes, after deducting trade discounts and rebates; and

(b)  Any directly attributable cost of preparing the asset for its intended
use.

Examples of directly attributable costs are:

(a)  Costs of employee benefits (as defined in IPSAS 39) arising directly
from bringing the asset to its working condition;

(b)  Professional fees arising directly from bringing the asset to its working
condition; and

(c)  Costs of testing whether the asset is functioning properly.

Examples of expenditures that are not part of the cost of an intangible asset
are:

(a) Costs of introducing a new product or service (including costs of
advertising and promotional activities);

(b)  Costs of conducting operations in a new location or with a new class of
users of a service (including costs of staff training); and

(¢)  Administration and other general overhead costs.

Recognition of costs in the carrying amount of an intangible asset ceases
when the asset is in the condition necessary for it to be capable of operating
in the manner intended by management. Therefore, costs incurred in using
or redeploying an intangible asset are not included in the carrying amount of
that asset. For example, the following costs are not included in the carrying
amount of an intangible asset:

(a) Costs incurred while an asset capable of operating in the manner
intended by management has yet to be brought into use; and

(b) Initial operating deficits, such as those incurred while demand for the
asset’s output builds up.

Some operations occur in connection with the development of an intangible
asset, but are not necessary to bring the asset to the condition necessary for
it to be capable of operating in the manner intended by management. These
incidental operations may occur before or during the development activities.
Because incidental operations are not necessary to bring an asset to the
condition necessary for it to be capable of operating in the manner intended
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INTANGIBLE ASSETS

by management, the revenue and related expenses of incidental operations are
recognized immediately in surplus or deficit, and included in their respective
classifications of revenue and expense.

If payment for an intangible asset is deferred beyond normal credit terms,
its cost is the cash price equivalent. The difference between this amount
and the total payments is recognized as interest expense over the period of
credit unless it is capitalized in accordance with the capitalization treatment
permitted in IPSAS 5, Borrowing Costs.

Acquisition of an intangible asset as part of an acquisition (public sector
combination)

39A.

39B.

Inaccordance with IPSAS 40, ifan intangible assetis acquired in an acquisition,
the cost of that intangible asset is its fair value at the acquisition date. The fair
value of an intangible asset will reflect market participants’ expectations at
the acquisition date about the probability that the expected future economic
benefits or service potential embodied in the asset will flow to the entity. In
other words, the entity expects there to be an inflow of economic benefits or
service potential, even if there is uncertainty about the timing or the amount
of the inflow. Therefore, the probability recognition criterion in paragraph
28(a) is always considered to be satisfied for intangible assets acquired in
acquisitions. If an asset acquired in an acquisition is separable or arises
from binding arrangements (including rights from contracts or other legal
rights), sufficient information exists to measure reliably the fair value of the
asset. Thus, the reliable measurement criterion in paragraph 28(b) is always
considered to be satisfied for intangible assets acquired in acquisitions.

In accordance with this Standard and IPSAS 40, an acquirer recognizes at
the acquisition date, separately from goodwill, an intangible asset of the
acquired operation, irrespective of whether the asset had been recognized by
the acquired operation before the acquisition. This means that the acquirer
recognizes as an asset separately from goodwill an in-process research
and development project of the acquired operation if the project meets the
definition of an intangible asset. An acquired operation’s in-process research
and development project meets the definition of an intangible asset when it:

(a)  Meets the definition of an asset; and

(b) Is identifiable, i.c., is separable or arises from binding arrangements
(including rights from contracts or other legal rights).

Intangible asset acquired in an acquisition (public sector combination)

39C.

IPSAS 31

If an intangible asset acquired in an acquisition is separable or arises from a
binding arrangement (including rights from contracts or other legal rights),
sufficient information exists to measure reliably the fair value of the asset.
When, for the estimates used to measure an intangible asset’s fair value, there
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39E.

INTANGIBLE ASSETS

is a range of possible outcomes with different probabilities that uncertainty
enters into the measurement of the asset’s fair value.

An intangible asset acquired in an acquisition might be separable, but only
together with a related binding arrangement, identifiable asset or liability.
In such cases, the acquirer recognizes the intangible asset separately from
goodwill, but together with the related item.

The acquirer may recognize a group of complementary intangible assets as
a single asset provided the individual assets have similar useful lives. For
example, the terms ‘brand’ and ‘brand name’ are often used as synonyms
for trademarks and other marks. However, the former are general marketing
terms that are typically used to refer to a group of complementary assets such
as a trademark (or service mark) and its related trade name, formulas, recipes
and technological expertise.

Subsequent Expenditure on an Acquired In-process Research and Development

Project

40.

41.

Research or development expenditure that:

(a) Relates to an in-process research or development project acquired
separately or in an acquisition and recognized as an intangible
asset; and

(b) Isincurred after the acquisition of that project;
shall be accounted for in accordance with paragraphs 52-60.

Applying the requirements in paragraphs 52-60 means that subsequent
expenditure on an in-process research or development project acquired
separately or in an acquisition and recognized as an intangible asset is:

(a) Recognized as an expense when incurred if it is research expenditure;

(b) Recognized as an expense when incurred if it is development
expenditure that does not satisfy the criteria for recognition as an
intangible asset in paragraph 55; and

(¢) Added to the carrying amount of the acquired in-process research or
development project if it is development expenditure that satisfies the
recognition criteria in paragraph 55.

Intangible Assets Acquired through Non-Exchange Transactions

42.

In some cases, an intangible asset may be acquired through a non-exchange
transaction. This may happen when another public sector entity transfers
to an entity in a non-exchange transaction, intangible assets such as airport
landing rights, licenses to operate radio or television stations, import licenses
or quotas or rights to access other restricted resources. A private citizen, for
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example a Nobel Prize winner, may bequeath his or her personal papers,
including the copyright to his or her publications to the national archives (a
public sector entity) in a non-exchange transaction.

Under these circumstances the cost of the item is its fair value at the date it is
acquired. For the purposes of this Standard, the measurement at recognition
of an intangible asset acquired through a non-exchange transaction, at its fair
value consistent with the requirements of paragraph 74, does not constitute a
revaluation. Accordingly, the revaluation requirements in paragraph 74, and
the supporting commentary in paragraphs 75-86 only apply when an entity
elects to revalue an intangible item in subsequent reporting periods.

Exchanges of Assets

44.

45.

One or more intangible assets may be acquired in exchange for a non-
monetary asset or assets, or a combination of monetary and non-monetary
assets. The following discussion refers simply to an exchange of one non-
monetary asset for another, but it also applies to all exchanges described in
the preceding sentence. The cost of such an intangible asset is measured at
fair value unless the fair value of neither the asset received nor the asset given
up is reliably measurable. The acquired asset is measured in this way even if
an entity cannot immediately derecognize the asset given up. If the acquired
asset is not measured at fair value, its cost is measured at the carrying amount
of the asset given up.

Paragraph 28(b) specifies that a condition for the recognition of an intangible
asset is that the cost of the asset can be measured reliably. The fair value of
an intangible asset for which comparable market transactions do not exist is
reliably measurable if:

(a)  The variability in the range of reasonable fair value estimates is not
significant for that asset: or

(b)  The probabilities of the various estimates within the range can be
reasonably assessed and used in estimating fair value.

If an entity is able to determine reliably the fair value of either the asset
received or the asset given up, then the fair value of the asset given up is used
to measure cost unless the fair value of the asset received is more clearly
evident.

Internally Generated Goodwill

46.
47.

IPSAS 31

Internally generated goodwill shall not be recognized as an asset.

In some cases, expenditure is incurred to generate future economic benefits
or service potential, but it does not result in the creation of an intangible
asset that meets the recognition criteria in this Standard. Such expenditure is
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often described as contributing to internally generated goodwill. Internally
generated goodwill is not recognized as an asset because it is not an identifiable
resource (i.e., it is not separable nor does it arise from binding arrangements
(including rights from contracts or other legal rights) controlled by the entity
that can be measured reliably at cost.

Differences between the market value of an entity and the carrying amount of
its identifiable net assets at any time may capture a range of factors that affect
the value of the entity. However, such differences do not represent the cost of
intangible assets controlled by the entity.

Internally Generated Intangible Assets

49.

50.

51.

It is sometimes difficult to assess whether an internally generated intangible
asset qualifies for recognition because of problems in:

(a) Identifying whether and when there is an identifiable asset that will
generate expected future economic benefits or service potential; and

(b)  Determining the cost of the asset reliably. In some cases, the cost of
generating an intangible asset internally cannot be distinguished from
the cost of maintaining or enhancing the entity’s internally generated
goodwill or of running day-to-day operations.

Therefore, in addition to complying with the general requirements for the
recognition and initial measurement of an intangible asset, an entity applies
the requirements and guidance in paragraphs 50—65 to all internally generated
intangible assets.

To assess whether an internally generated intangible asset meets the criteria
for recognition, an entity classifies the generation of the asset into:

(a)  Aresearch phase; and
(b) A development phase.

Although the terms “research” and “development” are defined, the terms
“research phase” and “development phase” have a broader meaning for the
purpose of this Standard.

If an entity cannot distinguish the research phase from the development
phase of an internal project to create an intangible asset, the entity treats the
expenditure on that project as if it were incurred in the research phase only.

Research Phase

52.

No intangible asset arising from research (or from the research phase
of an internal project) shall be recognized. Expenditure on research (or
on the research phase of an internal project) shall be recognized as an
expense when it is incurred.
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In the research phase of an internal project, an entity cannot demonstrate that
an intangible asset exists that will generate probable future economic benefits
or service potential. Therefore, this expenditure is recognized as an expense
when it is incurred.

Examples of research activities are:
(a)  Activities aimed at obtaining new knowledge;

(b) The search for, evaluation and final selection of, applications of
research findings or other knowledge;

(¢)  The search for alternatives for materials, devices, products, processes,
systems, or services; and

(d) The formulation, design, evaluation, and final selection of possible
alternatives for new or improved materials, devices, products,
processes, systems, or services.

Development Phase

55.

56.

57.

IPSAS 31

An intangible asset arising from development (or from the development
phase of an internal project) shall be recognized if, and only if, an entity
can demonstrate all of the following:

(a)  The technical feasibility of completing the intangible asset so that
it will be available for use or sale;

(b) Its intention to complete the intangible asset and use or sell it;
(c) Its ability to use or sell the intangible asset;

(d) How the intangible asset will generate probable future economic
benefits or service potential. Among other things, the entity
can demonstrate the existence of a market for the output of the
intangible asset or the intangible asset itself or, if it is to be used
internally, the usefulness of the intangible asset;

(e) Theavailability of adequate technical, financial and other resources
to complete the development and to use or sell the intangible asset;
and

(f)  Its ability to measure reliably the expenditure attributable to the
intangible asset during its development.

In the development phase of an internal project, an entity can, in some
instances, identify an intangible asset and demonstrate that the asset will
generate probable future economic benefits or service potential. This is
because the development phase of a project is further advanced than the
research phase.

Examples of development activities are:
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59.

60.

61.

62.

INTANGIBLE ASSETS

(a) The design, construction, and testing of pre-production or pre-use
prototypes and models;

(b)  The design of tools, jigs, moulds, and dies involving new technology;

(¢)  The design, construction, and operation of a pilot plant or operation
that is not of a scale economically feasible for commercial production
or use in providing services;

(d)  The design, construction, and testing of a chosen alternative for new or
improved materials, devices, products, processes, systems, or services;
and

(e)  Website costs and software development costs.

To demonstrate how an intangible asset will generate probable future
economic benefits or service potential, an entity assesses the future
economic benefits or service potential to be received from the asset using the
principles in either IPSAS 21, Impairment of Non-Cash-Generating Assets
or IPSAS 26, Impairment of Cash-Generating Assets, as appropriate. If the
asset will generate economic benefits or service potential only in combination
with other assets, the entity applies the concept of cash-generating units in
IPSAS 26.

Auvailability of resources to complete, use, and obtain the benefits from an
intangible asset can be demonstrated by, for example, an operating plan
showing the technical, financial, and other resources needed and the entity’s
ability to secure those resources. In some cases, an entity demonstrates the
availability of external finance by obtaining a lender’s or funder’s indication
of its willingness to fund the plan.

An entity’s costing systems can often measure reliably the cost of generating
an intangible asset internally, such as salary and other expenditure incurred
in securing logos, copyrights or licenses, or developing computer software.

Internally generated brands, mastheads, publishing titles, lists of users
of a service, and items similar in substance shall not be recognized as
intangible assets.

Expenditure on internally generated brands, mastheads, publishing titles, lists
of users of a service, and items similar in substance cannot be distinguished
from the cost of developing the entity’s operations as a whole. Therefore,
such items are not recognized as intangible assets.

Cost of an Internally Generated Intangible Asset

63.

The cost of an internally generated intangible asset for the purpose of
paragraph 31 is the sum of expenditure incurred from the date when the
intangible asset first meets the recognition criteria in paragraphs 28, 29,
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65.

INTANGIBLE ASSETS

and 55. Paragraph 70 prohibits reinstatement of expenditure previously
recognized as an expense.

The cost of an internally generated intangible asset comprises all directly
attributable costs necessary to create, produce, and prepare the asset to be
capable of operating in the manner intended by management. Examples of
directly attributable costs are:

(a)  Costs of materials and services used or consumed in generating the
intangible asset;

(b) Costs of employee benefits (as defined in IPSAS 39) arising from the
generation of the intangible asset;

(c)  Fees to register a legal right; and

(d) Amortization of patents and licenses that are used to generate the
intangible asset.

IPSAS 5 specifies criteria for the recognition of interest as an element of the
cost of an asset that is a qualifying asset.

The following are not components of the cost of an internally generated
intangible asset:

(a)  Selling, administrative and other general overhead expenditure unless
this expenditure can be directly attributed to preparing the asset for
use;

(b) Identified inefficiencies and initial operating deficits incurred before
the asset achieves planned performance; and

(¢)  Expenditure on training staff to operate the asset.

Recognition of an Expense

66.

67.

IPSAS 31

Expenditure on an intangible item shall be recognized as an expense
when it is incurred unless:

(a) It forms part of the cost of an intangible asset that meets the
recognition criteria (see paragraphs 26-65); or

(b)  The item is acquired in an acquisition and cannot be recognized as
an intangible asset. If this is the case, it forms part of the amount
recognized as goodwill at the acquisition date (see IPSAS 40).

In some cases, expenditure is incurred to provide future economic benefits
or service potential to an entity, but no intangible asset or other asset is
acquired or created that can be recognized. In the case of the supply of goods,
the entity recognizes such expenditure as an expense when it has a right to
access those goods. In the case of the supply of services, the entity recognizes
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the expenditure as an expense when it receives the services. For example,
expenditure on research is recognized as an expense when it is incurred (see
paragraph 52), except when it is acquired as part of an acquisition. Other
examples of expenditure that is recognized as an expense when it is incurred
include:

(a)  Expenditure on start-up activities (i.e., start-up costs), unless this
expenditure is included in the cost of an item of property, plant, and
equipment in accordance with IPSAS 17. Start-up costs may consist
of establishment costs such as legal and secretarial costs incurred
in establishing a legal entity, expenditure to open a new facility or
operation (i.e., pre-opening costs), or expenditures for starting new
operations or launching new products or processes (i.e., pre-operating
costs);

(b)  Expenditure on training activities;

(¢)  Expenditure on advertising and promotional activities (including mail
order catalogues and information pamphlets); and

(d)  Expenditure on relocating or reorganizing part or all of an entity.

An entity has a right to access goods when it owns them. Similarly, it has
a right to access goods when they have been constructed by a supplier in
accordance with the terms of a supply contract and the entity could demand
delivery of them in return for payment. Services are received when they are
performed by a supplier in accordance with a contract to deliver them to
the entity and not when the entity uses them to deliver another service, for
example, to deliver information about a service to users of that service.

Paragraph 66 does not preclude an entity from recognizing a prepayment
as an asset when payment for goods has been made in advance of the entity
obtaining a right to access those goods. Similarly, paragraph 66 does not
preclude an entity from recognizing a prepayment as an asset when payment
for services has been made in advance of the entity receiving those services.

Past Expenses not to be Recognized as an Asset

70.

Expenditure on an intangible item that was initially recognized as an
expense under this Standard shall not be recognized as part of the cost of
an intangible asset at a later date.

Subsequent Measurement

71.

An entity shall choose either the cost model in paragraph 73 or the
revaluation model in paragraph 74 as its accounting policy. If an
intangible asset is accounted for using the revaluation model, all the
other assets in its class shall also be accounted for using the same model,
unless there is no active market for those assets.
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A class of intangible assets is a grouping of assets of a similar nature and
use in an entity’s operations. The items within a class of intangible assets
are revalued simultaneously to avoid selective revaluation of assets and the
reporting of amounts in the financial statements representing a mixture of
costs and values as at different dates.

Cost Model

73.

After initial recognition, an intangible asset shall be carried at its cost
less any accumulated amortization and any accumulated impairment
losses.

Revaluation Model

74,

75.

76.

77.

IPSAS 31

After initial recognition, an intangible asset shall be carried at a
revalued amount, being its fair value at the date of the revaluation less
any subsequent accumulated amortization and subsequent accumulated
impairment losses. For the purpose of revaluations under this Standard,
fair value shall be determined by reference to an active market.
Revaluations shall be made with such regularity that at the reporting
date the carrying amount of the asset does not differ materially from its
fair value.

The revaluation model does not allow:

(a)  The revaluation of intangible assets that have not previously been
recognized as assets; or

(b)  The initial recognition of intangible assets at amounts other than cost.

The revaluation model is applied after an asset has been initially recognized
at cost. However, if only part of the cost of an intangible asset is recognized
as an asset because the asset did not meet the criteria for recognition until
part of the way through the process (see paragraph 63), the revaluation model
may be applied to the whole of that asset. Also, the revaluation model may
be applied to an intangible asset that was received through a non-exchange
transaction (see paragraphs 42-43).

It is uncommon for an active market to exist for an intangible asset, although
this may happen. For example, in some jurisdictions, an active market may
exist for freely transferable homogeneous classes of licenses or production
quotas the entity has acquired from another entity. However, an active market
cannot exist for brands, newspaper mastheads, music and film publishing
rights, patents, or trademarks, because each such asset is unique. Also,
although intangible assets are bought and sold, contracts are negotiated
between individual buyers and sellers, and transactions are relatively
infrequent. For these reasons, the price paid for one asset may not provide
sufficient evidence of the fair value of another. Moreover, prices are often not
available to the public.
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