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Introduction

IN1. IPSAS 29 prescribes recognition and measurement principles for financial instruments
and S primarily dr awn from | AS 39, i Fi
Measurement o (as at December 31, 2008, inc
IASBaspat of its Al mprovements to | FRSsO0 i ssuU

Scope

IN2. Financial instruments are contractual arrangements that result in a financial asset for one
entity and a financial liability or equity instrument in another. Rights and obligation arising
out of noncontractual arrangements, such as through the exercise of legislation or through
constructive obligations, are not financial instruments. The recognition and measurement of
rights and obligations arising out of these transactions are addressieel IPSASs.

~

IN3. Many contracts meet the definition of a dnf
these are accounted for either by using other IPSASs, or accounted for partly using other
IPSASs and partly using IPSAS 29. Some exampleadectights and obligations arising
from employee benefits, lease receivables and finance lease payables.

IN4. IPSAS 29 does not apply to insurance contracts, except certain financial guarantee contracts
and embedded derivatives included in insurance acstrAn entity is however permitted to
apply this Standard to insurance contracts that involve the transfer of financial risk.

IN5. Commitments to provide credit under specified conditions (loan commitments) are
excluded from the scope of this Standawtth three exceptions. Notably, commitments
to provide a loan at a below market interest rate are within the scope of IPSAS 29. Most
ot her |l oan commitments are accounted for

bY

Liabilities and Contingent Assets. o

IN6. [IPSAS 29 applies to contracts for the purchase or sale of -finamcial item if the
contract can be settled net in cash or another financial instrument, or by exchanging
financial instruments. If the contracts were entered into and continue to be h#ié for
purpose of the receipt or delivery ofaAion nanc i al item in accord
expected purchase, sale, or usage requirements, IPSAS 29 does not apply.

Initial Recognition and Derecognition

IN7. An entity recognizes financial assets anhficial liabilities when it becomes a party to
the contractual provisions of the instrument. Regular way purchases of financial assets
can either be recognized using trade or settlement date accounting, while derivatives are
always recognized using tradatd accounting. Regular way purchases of financial assets
are contracts that involve the exchange of the underlying instrument within a time frame
established in the marketplace concerned.

IN8. An entity derecognizes regular way purchases and salesao€ifah assets either using trade
or settlement date accounting. Financial assets are derecognized using the following steps:

. Consolidate all controlled entities and special purpose entities.
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. Determine whether the derecognition principles are applied asset as a whole,
or to a part of an asset.

. Assess whether the rights to the cash flows have expired.
. Assess whether the rights to receive the cash flows have been transferred to another
party.

. Assess whether an obligation has been assumed to pay tHwesstiom the asset
to another party.

e  Assess whether the entity has transferred substantially all the risks and rewards of
ownership to another party.

. If substantially all the risks and rewards of ownership have not been transferred to
another party, asss whether control has been retained.

IN9. A financial liability is derecognized when the liability has been extinguished. An existing
liability is derecognized and a new liability recognized when:

(&) An entity exchanges debt instruments with anothertyerdind the terms of the
instruments are substantially different; and

(b) The terms of an existing debt instrument are substantially modified.

When an entity has its debt waived, an entity considers the requirements in this Standard
along with the requiremenisn | PSAS 23, i fechange Uransattions m No r
(Taxes and Transfers)o dealing with debt f

Initial and Subsequent Measurement

IN10. Financial assets and financial liabilities are initially measured at fair value. Where an
entity subsequely measures financial assets and financial liabilities at fair value,
transaction costs are not included in the amount initially recognized.

IN11. An entity subsequently measures financial assets using four categories:

. Financial assets at fair valuerough surplus or deficit assets are subsequently
measured at fair value with changes in fair value recognized in surplus or deficit.

. Held-to-maturity investmentsi assets are measured at amortized cost less
impairment losses. Impairment losses arega@ed in surplus or deficit.

. Loans and receivables assets are measured at amortized cost less impairment
losses. Impairment losses are recognized in surplus or deficit.

. Availablefor-sale financial asseisassets are measured at fair value, with caang
in fair value recognized directly in net assets/equity. Impairment losses incurred on
availablefor-sale instruments are recognized in surplus or deficit and not in net
assets/equity.

IN12. Investments in equity instruments that cannot be measured at fair value, because fair
value cannot be determined reliably, are measured at cost less impairment losses.
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IN13. Financial liabilities are measured at amortized cost, except for financial liabilities at fair
value through surplus or deficit, financial guarantees, loan commitments, and liabilities
arising from transfers of financial assets.

IN14. An entity may only eclassify financial instruments between the various categories under
certain circumstances.

Hedge Accounting

IN15. IPSAS 29 prescribes principles for hedge accounting. Hedge accounting aims to reduce
the volatility of an effsetting gaidssandfiossasaomaeriaia | p e
instruments. An entity may elect to apply hedge accounting, but only if prescribed
conditions are met.
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Objective

1.

The objective of this Standard is to establish principles for recognizing and measuring
financial assets, financial liabilities and some contracts to buy or sefimartial items.
Requirements for presenting infornwet about financial instruments are in IPSAS 28,

iFi nanci al I nst r uRegquréements foP disclewsing informationn abaut
financi al instrumenasacanaé IinstP8ABNBB,;, Disc
Scope

2.

10

This Standard shall be applied by # entities to all types of financial instruments,
except:

(& Those interests in controlled entities, associates and joint ventures that are
accounted for under IPSAS6fiConsol i dated and Separate F
IPSAS 7,il nvest ments on KABSABSt dtesit ® in Joint
However, entities shall apply this Standard to an interest in a controlled entity,
associate, or joint venture that according to IPSAS 6, IPSA%, or IPSAS 8 is
accounted for under this Standard. Entities shall ao apply this Standard to
derivatives on an interest in a controlled entity, associate, or joint venture unless the
derivative meets the definition of an equity instrument of the entity in IPSAS 28.

() Rights and obligations ulnelagsappie® Hosvever: t o wh |

() Lease receivables recognized by a lessor are subject to the derecognition
and impairment provisions of this Standard (see paragraphs 189, 67, 68,
72, and Appendix A paragraphs AG51AG67 and AG111 AG126);

(i) Finance lease payables ecognized by a lessee are subject to the
derecognition provisions of this Standard (see paragraphs #44 and
Appendix A paragraphs AG72 AG80); and

(i) Derivatives that are embedded in leases are subject to the embedded
derivatives provisions of this Standard $ee paragraphs 1015 and
Appendix A paragraphs AG40 AG46).

(c0 Empl oyersdé rights and obligations under
| PSAS 25, AEmployee Benefitso applies.

(d) Financial instruments issued by the entity that meet the definition of an equity
instrument in IPSAS 28 (including options and warrants) or that are required to be
classified as an equity instrument in accordance with paragraphs 15 and 16 or 17
and 18 of IPSAS 28. However, the holder of such equity instruments shall apply this
Standard to those instruments, unless they meet the exception in (a) above.

(e) Rights and obligations arising under:

) An insurance contract, other than an i
under an insurance contract that meets the definition of a financial
guarantee contract in paragraph 10; or



3.

(f)

(9)

(h)

1),
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(i) A contract that is within the scope of the relevant international or national
accounting standard dealing with insurance contracts because it contains a
discretionary participation feature.

This Standard applies to a derivdive that is embedded in an insurance contract
if the derivative is not itself an insurance contract (see paragraphkli 15 and
Appendix A paragraphs AG40 AG46 of this Standard). An entity applies this
Standard to financial guarantee contracts, but shall aply the relevant
international or national accounting standard dealing with insurance contracts if
the issuer elects to apply that standard in recognizing and measuring them.
Notwithstanding (i) above, an entity may apply this Standard to other insurance
contracts which involve the transfer of financial risk.

Any forward contracts between an acquirer and seller to buy or sell an acquiree
that will result in an entity combination at a future acquisition date. The term of
the forward contract should not exceed a reasonable period normally necessary
to obtain anyrequired approvals and to complete the transaction.

Loan commitments other than those loan commitments described in
paragraph 4 . An issuer of | oan commitment
Contingent Liabilities and @E@msthatarega n
within the scope of this Standard. However, all loan commitments are subject to
the derecognition provisions of this Standard (see paragraphs 144 and
Appendix A paragraphs AG51i AG80).

Financial instruments, contracts and obligations undr sharebased 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 4 6 of this Standard, to which this Standard applies.

Rights to payments to reimburse the entity for expenditure it is required to
make to settle a liability that it recognizes as a provision in accordance with
IPSAS 19, or for which, in an earlier period, it recognized a provision in
accordance with IPSAS 19.

The initial recognition and initial measurement of rights and obligations arising
fromnon-exchange revenue transactions

S
t

t o

S h e
AS ¢

w

NonnExchange Transactions (Taxes and Transf

The following loan commitments are withinthe scope of this Standard:

(@)

(b)

Loan commitments that the entity designates as financial liabilities at fair value
through surplus or deficit. An entity that has a past practice of selling the assets
resulting from its loan commitments shortly after origination shall apply this
Standard to all its loan commitments in the same class.

Loan commitments that can be settled net in cash or by delivering or issuing
another financial instrument. These loan commitments are derivatives. A loan
commitment is not regardedas settled net merely because the loan is paid out in

11
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installments (e.g., a mortgage construction loan that is paid out in installments in
line with the progress of construction).

(c) Commitments to provide a loan at a belownarket interest rate. Paragraph49(d)
specifies the subsequent measurement of liabilities arising from these loan
commitments.

This Standard shall be applied to those contracts to buy or sell a ndmancial item
that can be settled net in cash or another financial instrument, or byxchanging
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 nonfinancial item in accordance with the entiyy 6 s
expected purchase, sale, or usage requirements.

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

(&) When theterms 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, isat explicit in the terms of 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 contractsrdoy selling the contract before its exercise or lapse);

(c) 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

fromshorttermf | uct uati ons i n price or deal erds
(d) When the noffinancial 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 nofi nanci al item in accordance with

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 andontinue to be held for the purpose of the receipt or delivery of the non
financi al Item in accordance wi t h t he
requirements and, accordingly, whether they are within the scope of this Standard.

A written option to buy or sell a nefinancial item that can be settled net in cash or another
financial instrument, or by exchanging financial instruments, in accordance with
paragraptb(a) or (d) is within the scope of this Standard. Such a contract cannoebedent
into for the purpose of the receipt or delivery of the-financial item in accordance with
the entitydés expected purchase, sale or

This Standard applies to all public sector entities other than Government Business
Enterprises.

e

us

n

t

n

a
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8 The hHAPreface to I nternational Public Sector
explains that Government Business Enterprises (GBESs) apply IFRSs issued by the IASB.
GBEs are defined in IPSAB , NnPresentation of Fi nanci al St

Definitions

9. The terms defined in IPSAS 28 are used in this Standard with the meanings specified in
paragraph 9 of IPSAS 28. IPSAS 28 defines the following terms:

. Financial instrument;
. Financial asset;
. Financial liability;
. Equity instrument;
and provides guidance on applying those definitions.
10. The following terms are used in this Standard with the meanings specified:
Definition of a derivative

A derivative is a financial instrument or other contract within the scope of this Standard
(seeparagraphs 2 6) with all three of the following characteristics:

(@ Its value changes in response to the change in a specified interest rate, financial
instrument price, commodity price, foreign exchange rate, index of prices or rates,
credit rating or credit index, or other variable, provided in the case of a non
financial variable that the variable is not specific to a party to the contract
(sometimes called the Aunderl yingo);

(b) It requires no initial net investment or an initial net investment that is smallerthan
would be required for other types of contracts that would be expected to have a
similar response to changes in market factors; and

(c) Itis settled at a future date.
Definitions of four categories of financial instruments

A financial asset or financialliability at fair value through surplus or deficit is a financial
asset or financial liability that meets either of the following conditions.

(@ Itis classified as held for trading. A financial asset or financial liability is classified
as held for trading ff it is:

() It is acquired or incurred principally for the purpose of selling or
repurchasing it in the near term;

(i)  Oninitial recognition it is part of a portfolio of identified financial instruments
that are managed together and for which there is evidencd a recent actual
pattern of short-term profit -taking; or

(i) It is a derivative (except for a derivative that is a financial guarantee contract
or a designated and effective hedging instrument).

13
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(b) Upon initial recognition it is designated by the entity as at fia value through
surplus or deficit. An entity may use this designation only when permitted by
paragraph 13 or when doing so results in more relevant information, because
either:

(i) It eliminates or significantly reduces a measurement or recognition
i nconsistency (someti mes referred to a
would otherwise arise from measuring assets or liabilities or recognizing the
gains and losses on them on different bases; or

(i) A group of financial assets, financial liabilities or bothis managed and its
performance is evaluated on a fair value basis, in accordance with a
documented risk management or investment strategy, and information about
the group is provided internally on th
personnel (asdefned i n | PSAS 20, ARel ated Part
the entityds governing body and chief e

In IPSAS 30, paragraphs 1113 and AG4 require the entity to provide disclosures about

financial assets and financial liabilities it has degnated as at fair value through surplus

or deficit, including how it has satisfied these conditions. For instruments qualifying in
accordance with (ii) above, that disclosure includes a narrative description of how
designation as at fair value through sup| us or deficit i's consi s
documented risk management or investment strategy.

Investments in equity instruments that do not have a quoted market price in an active
market, and whose fair value cannot be reliably measured (see paragrapt8(c) and
Appendix A paragraphs AG113 and AG114), shall not be designated as at fair value
through surplus or deficit.

It should be noted that paragraphs 50, 51, 52, and Appendix A paragraphs AG101
AG115, which set out requirements for determining a relible measure of the fair value
of a financial asset or financial liability, apply equally to all items that are measured at
fair value, whether by designation or otherwise, or whose fair value is disclosed.

Held-to-maturity investments are nonderivative financial assets with fixed or
determinable payments and fixed maturity that an entity has the positive intention
and ability to hold to maturity (see Appendix A paragraphs AG29AG38) other than:

(&) Those that the entity upon initial recognition designates aat fair value through
surplus or deficit;

(b) Those that the entity designates as available for sale; and
(c) Those that meet the definition of loans and receivables.

An entity shall not classify any financial assets as held to maturity if the entity has,
during the current financial year or during the two preceding financial years, sold or
reclassified more than an insignificant amount of heledo-maturity investments before
maturity (more than insignificant in relation to the total amount of held-to-maturity
invegments) other than sales or reclassifications that:
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@ Are so close to maturity or the financi a
months before maturity) that changes in the market rate of interest would not
have a significant effect on the financiash s s et 6 s fair val ue;

(b) Occur after the entity has <collected su
original principal through scheduled payments or prepayments; or

(c0 Are attributable to an isolated ev-ent th
recurring and could not have been reasonably anticipated by the entity.

Loans and receivablesare non-derivative financial assets with fixed or determinable
payments that are not quoted in an active market other than:

(a) Those that the entity intends to sell immediatg or in the near term, which shall
be classified as held for trading, and those that the entity upon initial recognition
designates as at fair value through surplus or deficit;

(b) Those that the entity upon initial recognition designates as available for sglor

(c) Those for which the holder may not recover substantially all of its initial
investment, other than because of credit deterioration, which shall be classified as
available for sale.

An interest acquired in a pool of assets that are not loans or recables (e.g., an
interest in a mutual fund or a similar fund) is not a loan or receivable.

Available-for-sale financial assetsare those nonderivative financial assets that are
designated as available for sale or are not classified as (a) loans aeceivables, (b) held
to-maturity investments or (c) financial assets at fair value through surplus or deficit.

Definition of a financial guarantee contract

A financial guarantee contractis a contract that requires the issuer to make specified
payments toreimburse the holder for a loss it incurs because a specified debtor fails
to make payment when due in accordance with the original or modified terms of a
debt instrument.

Definitions relating to recognition and measurement

The amortized cost of a financal asset or financial liability is the amount at which the
financial asset or financial liability is measured at initial recognition minus principal
repayments, plus or minus the cumulative amortization using the effective interest
method of any differencebetween that initial amount and the maturity amount, and
minus any reduction (directly or through the use of an allowance account) for
impairment or uncollectibility.

The effective interest methodis a method of calculating the amortized cost of a financial
asset or a financial liability (or group of financial assets or financial liabilities) and of
allocating the interest revenue or interest expense over the relevant period. The effective
interest rate is the rate that exactly discounts estimated future cash payments or receipts
through the expected life of the financial instrument or, when appropriate, a shorter
period to the net carrying amount of the financial asset or financial liability. When

15
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calculating the effective interest rate, an entity shall estimate cash flows considering all
contractual terms of the financial instrument (e.g., prepayment, call and similar options)
but shall not consider future credit losses. The calculation includes akes and points
paid or received between parties to the contract that are an integral part of the effective
interest rate (see | PSAS 9, ARevenue from E
and all other premiums or discounts. There is a presumptionhiat the cash flows and the
expected life of a group of similar financial instruments can be estimated reliably.
However, in those rare cases when it is not possible to estimate reliably the cash flows or
the expected life of a financial instrument (or grop of financial instruments), the entity
shall use the contractual cash flows over the full contractual term of the financial
instrument (or group of financial instruments).

Derecognition is the removal of a previously recognized financial asset or finandia
l'iability from an entityds statement of fin

Fair value is the amount for which an asset could be exchanged, or a liability settled,
bet ween knowledgeable, willing!parties in a

A reqular way purchase or saleis a purchase or sale of a financial asset under a
contract whose terms require delivery of the asset within the time frame established
generally by regulation or convention in the marketplace concerned.

Transaction costs are incremental costs that are diredy attributable to the
acquisition, issue or disposal of a financial asset or financial liability (see Appendix
paragraph AG26). An incremental cost is one that would not have been incurred if
the entity had not acquired, issued or disposed of the finarat instrument.

Definitions relating to hedge accounting

A firm commitment is a binding agreement for the exchange of a specified quantity of
resources at a specified price on a specified future date or dates.

A forecast transactionis an uncommitted but anticipated future transaction.

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

A hedged itemis an asset, liabiliy, 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 8794 and Appendix A paragaphs AG131i AG141 elaborate on the
definition of hedged items).

! Paragraphs0i 52 and AG101i AG115 of Appendix A contain requirements for determining the fair value of a

financial asset or financial liability.

16
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Hedge effectivenesss 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 cashflows of the hedging instrument (see Appendix A paragraphs AG148G156).

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.

Embeddal Derivatives

11. An embedded derivative is a component of a hybrid (combined) instrument that also includes a
nonderivative host contragtwith the effect that some of the cash flows of the combined
instrument vary in a way similar to a staaldne deriative. An embedded derivative causes
some or all of the cash flows that otherwise would be required by the contract to be modified
according to a specified interest rate, financial instrument price, commodity price, foreign
exchange rate, index of pricesrates, credit rating or credit index, or other variable, provided
in the case of a neimancial variable that the variable is not specific to a party to the contract.

A derivative that is attached to a financial instrument but is contractually trdohsfera
independently of that instrument, or has a different counterparty from that instrument, is not an
embedded derivative, but a separate financial instrument.

12. An embedded derivative shall be separated from the host contract and accounted for
as a dervative under this Standard if, and only if:

(@) The economic characteristics and risks of the embedded derivative are not
closely related to the economic characteristics and risks of the host contract (see
Appendix A paragraphs AG43 and AG46);

(b) A separate instument with the same terms as the embedded derivative would
meet the definition of a derivative; and

(c) The hybrid (combined) instrument is not measured at fair value with changes in
fair value recognized in surplus or deficit (i.e., a derivative that is embeted in a
financial asset or financial liability at fair value through surplus or deficit is not
separated).

If an embedded derivative is separated, the host contract shall be accounted for under
this Standard if it is a financial instrument, and in accordance with other appropriate
Standards if it is not a financial instrument. This Standard does not address witteer an
embedded derivative shall be presented separately in the statement of financial position.

13. Notwithstanding paragraph 12, if a contract contains one or more embedded
derivatives, an entity may designate the entire hybrid (combined) contract as a
financial asset or financial liability at fair value through surplus or deficit unless:

(@) The embedded derivative(s) does not significantly modify the cash flows that
otherwise would be required by the contract; or

(b) Itis clear with little or no analysis when a similar hybrid (combined) instrument
is first considered that separation of the embedded derivative(s) is prohibited,
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such as a prepayment option embedded in a loan that permits the holder to
prepay the loan for approximately its amortized cost.

If an entity is required by this Standard to separate an embedded derivative from its
host contract, but is unable to measure the embedded derivative separately either at
acquisition or at the end of a subsequent financial reporting period, it shall desigita
the entire hybrid (combined) contract as at fair value through surplus or deficit.
Similarly, if an entity is unable to measure separately the embedded derivative that
would have to be separated on reclassification of a hybrid (combined) contract out of
fair value through surplus or deficit category, that reclassification is prohibited. In
such circumstances the hybrid (combined) contract remains classified as at fair value
through surplus or deficit in its entirety.

If an entity is unable to determne reliably the fair value of an embedded derivative on the
basis of its terms and conditions (e.g., because the embedded derivative is based on an
unquoted equity instrument), the fair value of the embedded derivative is the difference
between the fair alue of the hybrid (combined) instrument and the fair value of the host
contract, if those can be determined under this Standard. If the entity is unable to determine
the fair value of the embedded derivative using this method, paragraph 14 applies and the
hybrid (combined) instrument is designated as at fair value through surplus or deficit.

Recognition and Derecognition

Initial Recognition

16.

An entity shall recognize a financial asset or a financial liability in its statement of
financial position when, and only when, the entity becomes a party to the contractual
provisions of the instrument. (See paragraph 40 with respect to regular way
purchases of financial assets).

Derecognition of a Financial Asset

17.

18.

18

In consolidated financial statemenpsragraphs 1I&5 and Appendix A paragraphs AG49
AG67 are applied at a consolidated level. Hence, an entity first consolidates all controlled
entities in accordance with IPSAS 6 and the relevant international or national accounting
standard or interpretamodealing with the consolidation of special purpose entities, and
then applies paragraphsi®® and Appendix A paragraphs AG49567 to the resulting
economic entity.

Before evaluating whether, and to what extent, derecognition is appropriate under
paragraphs 19 25, an entity determines whether those paragraphs should be applied
to a part of a financial asset (or a part of a group of similar financial assets) or a
financial asset (or a group of similar financial assets) in its entirety, as follows.

(a) Paragraphs 19 25 are applied to a part of a financial asset (or a part of a group
of similar financial assets) if, and only if, the part being considered for
derecognition meets one of the following three conditions.

(i) The part comprises only specifically identiled cash flows from a financial
asset (or a group of similar financial assets). For example, when an entity
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enters into an interest rate strip whereby the counterparty obtains the
right to the interest cash flows, but not the principal cash flows from a de
instrument, paragraphs 19 25 are applied to the interest cash flows.

(i) The part comprises only a fully proportionate (pro rata) share of the cash
flows from a financial asset (or a group of similar financial assets). For
example, when an entity entersinto an arrangement whereby the
counterparty obtains the rights to a 90 percent share of all cash flows of a
debt instrument, paragraphs 19 25 are applied to 90 percent of those cash
flows. If there is more than one counterparty, each counterparty is not
required to have a proportionate share of the cash flows provided that the
transferring entity has a fully proportionate share.

(i) The part comprises only a fully proportionate (pro rata) share of
specifically identified cash flows from a financial asset (or aroup of
similar financial assets). For example, when an entity enters into an
arrangement whereby the counterparty obtains the rights to a 90 percent
share of interest cash flows from a financial asset, paragraphs i1Z are
applied to 90 percent of thosenterest cash flows. If there is more than one
counterparty, each counterparty is not required to have a proportionate
share of the specifically identified cash flows provided that the transferring
entity has a fully proportionate share.

(b) In all other cases, paragraphs 1925 are applied to the financial asset in its entirety
(or to the group of similar financial assets in their entirety). For example, when an
entity transfers (i) the rights to the first or the last 90 percent of cash collections
from a financial asset (or a group of financial assets), or (ii) the rights to 90 percent
of the cash flows from a group of receivables, but provides a guarantee to
compensate the buyer for any credit losses up to 8 percent of the principal amount
of the receivablesparagraphs 19 25 are applied to the financial asset (or a group of
similar financial assets) in its entirety.

In paragraphs 1928, the term Afinanci al asseto
asset (or a part of a group of similar financial assets)saidentified in (a) above or,
otherwise, a financial asset (or a group of similar financial assets) in its entirety.

An entity shall derecognize a financial asset when, and only when:

(@) The contractual rights to the cash flows from the financial assetxpire or are
waived; or

(b) It transfers the financial asset as set out in paragraphs 20 and 21 and the
transfer qualifies for derecognition in accordance with paragraph 22.

(See paragraph 40 for regular way sales of financial assets).
An entity transfers a financial asset if, and only if, it either:
(@) Transfers the contractual rights to receive the cash flows of the financial asset; or

19
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(b) Retains the contractual rights to receive the cash flows of the financial asset, but
assumes a contractual obligation tgay the cash flows to one or more recipients
in an arrangement that meets the conditions in paragraph 21.

When an entity retains the contractual rights to receive the cash flows of a financial

asset (the fAoriginal a s s e figatipn, to gaythoseacash u me s
fl ows to one or mor e entities (the Aeven:
transaction as a transfer of a financial asset if, and only if, all of the following three

conditions are met:

(&) The entity has no obligation to pay arounts to the eventual recipients unless it
collects equivalent amounts from the original asset. Shoterm advances by the
entity with the right of full recovery of the amount lent plus accrued interest at
market rates do not violate this condition.

(b) The enity is prohibited by the terms of the transfer contract from selling or
pledging the original asset other than as security to the eventual recipients for
the obligation to pay them cash flows.

(c) The entity has an obligation to remit any cash flows it collds on behalf of the
eventual recipients without material delay. In addition, the entity is not entitled
to reinvest such cash flows, except for investments in cash or cash equivalents (as
defined in |IPSAS 2, ACash FI| owenBgerrotd e me nt ¢
from the collection date to the date of required remittance to the eventual
recipients, and interest earned on such investments is passed to the eventual
recipients.

When an entity transfers a financial asset (see paragraph 20), it shalaluate the extent
to which it retains the risks and rewards of ownership of the financial asset. In this case:

(a) If the entity transfers substantially all the risks and rewards of ownership of the
financial asset, the entity shall derecognize the financiadsset and recognize
separately as assets or liabilities any rights and obligations created or retained in
the transfer.

(b) If the entity retains substantially all the risks and rewards of ownership of the
financial asset, the entity shall continue to recogme the financial asset.

(c) If the entity neither transfers nor retains substantially all the risks and rewards
of ownership of the financial asset, the entity shall determine whether it has
retained control of the financial asset. In this case:

(i) If the entity has not retained control, it shall derecognize the financial asset
and recognize separately as assets or liabilities any rights and obligations
created or retained in the transfer.

(i) If the entity has retained control, it shall continue to recognize the finacial
asset to the extent of its continuing involvement in the financial asset (see
paragraph 32).
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23. The transfer of risks and rewards (see par a
exposure, before and after the transfer, with the varllithe amounts and timing of the
net cash flows of the transferred asset. An entity has retained substantially all the risks and
rewards of ownership of a financial asset if its exposure to the variability in the present
value of the future net cash flevirom the financial asset does not change significantly as a
result of the transfer (e.g., because the entity has sold a financial asset subject to an
agreement to buy it back at a fixed price ¢
has tranferred substantially all the risks and rewards of ownership of a financial asset if its
exposure to such variability is no longer significant in relation to the total variability in the
present value of the future net cash flows associated with the fahasset (e.g., because
the entity has sold a financial asset subject only to an option to buy it back at its fair value
at the time of repurchase or has transferred a fully proportionate share of the cash flows
from a larger financial asset in an arrangemsuch as a loan syplarticipation, that meets
the conditions in paragraph 21).

24. Often it will be obvious whether the entity has transferred or retained substantially all risks
and rewards of ownership and there will be no need to perform any caimpsitén other
cases, itowi || be necessary to compute and
in the present value of the future net cash flows before and after the transfer. The
computation and comparison is made using as the discountragpaopriate current
market interest rate. All reasonably possible variability in net cash flows is considered,
with greater weight being given to those outcomes that are more likely to occur.

25. Whether the entity has retained control (see paragg®gb)) of the transferred asset
depends on the transfereetb6s ability to sel]l
to sell the asset in its entirety to an unrelated third party and is able to exercise that ability
unilaterally and without @eding to impose additional restrictions on the transfer, the entity
has not retained control. In all other cases, the entity has retained control.

Transfers that Qualify for Derecognition (see paragraph 22(a) and (c)(i))

26. If an entity transfers a financial asset in a transfer that qualifies for derecognition in its
entirety and retains the right to service the financial asset for a fee, it shall recognize
either a servicing asset or a servicing liability for that servicing contract. If the fee to be
received is not expected to compensate the entity adequately for performing the servicing,
a servicing liability for the servicing obligation shall be recognized at its fair value. If the
fee to be received is expected to be more than adequate compensatioritfe servicing, a
servicing asset shall be recognized for the servicing right at an amount determined on the
basis of an allocation of the carrying amount of the larger financial asset in accordance
with paragraph 29.

27. If, as a result of a transfer, afinancial asset is derecognized in its entirety but the
transfer results in the entity obtaining a new financial asset or assuming a new
financial liability, or a servicing liability, the entity shall recognize the new financial
asset, financial liability or servicing liability at fair value.

28. On derecognition of a financial asset in its entirety, the difference between:

(@) The carrying amount; and
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(b) The sum of (i) the consideration received (including any new asset obtained less
any new liability assumed)and (ii) any cumulative gain or loss that had been
recognized directly in net assets/equity (see paragraph 64(b));

shall be recognized in surplus or deficit.

29. If the transferred asset is part of a larger financial asset (e.g., when an entity transfers
interest cash flows that are part of a debt instrument, see paragraph 18(a)) and the
part transferred qualifies for derecognition in its entirety, the previous carrying
amount of the larger financial asset shall be allocated between the part that continues
to be recognized and the part that is derecognized, based on the relative fair values of
those parts on the date of the transfer. For this purpose, a retained servicing asset
shall be treated as a part that continues to be recognized. The difference beéne

(@) The carrying amount allocated to the part derecognized; and

(b) The sum of (i) the consideration received for the part derecognized (including
any new asset obtained less any new liability assumed) and (ii) any cumulative
gain or loss allocated to it thathad been recognized directly in net assets/equity
(see paragraph 64(b));

shall be recognized in surplus or deficit. A cumulative gain or loss that had been

recognized in net assets/equity is allocated between the part that continues to be
recognized and he part that is derecognized, based on the relative fair values of those
parts.

30. When an entity allocates the previous carrying amount of a larger financial asset between
the part that continues to be recognized and the part that is derecognized, theié of
the part that continues to be recognized needs to be determined. When the entity has a
history of selling parts similar to the part that continues to be recognized or other market
transactions exist for such parts, recent prices of actuadarhans provide the best
estimate of its fair value. When there are no price quotes or recent market transactions to
support the fair value of the part that continues to be recognized in an exchange transaction,
the best estimate of the fair value is thiference between the fair value of the larger
financial asset as a whole and the consideration received from the transferee for the part
that is derecognized.

Transfers that do not Qualify for Derecognition (see paragraph 22(b))

31. If a transfer does not result in derecognition because the entity has retained
substantially all the risks and rewards of ownership of the transferred asset, the entity
shall continue to recognize the transferred asset in its entirety and shall recognize a
financial liabilit y for the consideration received. In subsequent periods, the entity
shall recognize any revenue on the transferred asset and any expense incurred on the
financial liability.

Continuing Involvement in Transferred Assets (see paragraph 22(c)(ii))

32. If an entity neither transfers nor retains substantially all the risks and rewards of
ownership of a transferred asset, and retains control of the transferred asset, the entity
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continues to recognize the transferred asset to the extent of its continuing involven.
The extent of the entityobds continuing invol:"
which it is exposed to changes in the value of the transferred asset. For example:

@ When the entityods continuing involvement
transferred asset, the extent of the ent
of (i) the amount of the asset and (ii) the maximum amount of the consideration
received that the entity could be require

(b)) When t hes centntingtinva@vement takes the form of a written or
purchased option (or bot h) on the transf
continuing involvement is the amount of the transferred asset that the entity
may repurchase. However, in case of a wign put option on an asset that is
measured at fair val ue, the extent of t
limited to the lower of the fair value of the transferred asset and the option
exercise price (see paragraph AG63).

(0 When the entiibhvgh@mentdakes the form of a castsettled option
or similar provision on the transferred &
involvement is measured in the same way as that which results from naash
settled options as set out in (b) above.

When an entity continues to recognize an asset to the extent of its continuing
involvement, the entity also recognizes an associated liability. Despite the other
measurement requirements in this Standard, the transferred asset and the associated
liabil ity are measured on a basis that reflects the rights and obligations that the entity

has retained. The associated liability is measured in such a way that the net carrying
amount of the transferred asset and the associated liability is:

(&) The amortized costof the rights and obligations retained by the entity, if the
transferred asset is measured at amortized cost; or

(b) Equal to the fair value of the rights and obligations retained by the entity when
measured on a standalone basis, if the transferred asset imeasured at fair value.

The entity shall continue to recognize any revenue arising on the transferred asset to
the extent of its continuing involvement and shall recognize any expense incurred on
the associated liability.

For the purpose ofsubsequent measurement, recognized changes in the fair value of
the transferred asset and the associated liability are accounted for consistently with
each other in accordance with paragraph 64, and shall not be offset.

I f an enti ty o6 ementasnr onlyaipgama a finaneiab dsset (e.g., when
an entity retains an option to repurchase part of a transferred asset, or retains a
residual interest that does not result in the retention of substantially all the risks and
rewards of ownership andthe entity retains control), the entity allocates the previous
carrying amount of the financial asset between the part it continues to recognize
under continuing involvement, and the part it no longer recognizes on the basis of the
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relative fair values of those parts on the date of the transfer. For this purpose, the
requirements of paragraph 30 apply. The difference between:

(@) The carrying amount allocated to the part that is no longer recognized; and

(b) The sum of (i) the consideration received for the part @ longer recognized and
(i) any cumulative gain or loss allocated to it that had been recognized directly
in net assets/equity (see paragraph 64(b));

shall be recognized in surplus or deficit. A cumulative gain or loss that had been
recognized in net asds/equity is allocated between the part that continues to be
recognized and the part that is no longer recognized on the basis of the relative fair
values of those parts.

If the transferred asset is measured at amortized cost, the option iStdéindard to
designate a financial liability as at fair value through surplus or deficit is not applicable to
the associated liability.

All Transfers

38.

39.

If a transferred asset continues to be recognized, the asset and the associated liability
shall not be offset. Similarly, the entity shall not offset any revenue arising from the
transferred asset with any expense incurred on the associated liability (see IPSAS 28
paragraph 47).

If a transferor provides non-cash collateral (such as debt or equitinstruments) to the
transferee, the accounting for the collateral by the transferor and the transferee
depends on whether the transferee has the right to sell or repledge the collateral and
on whether the transferor has defaulted. The transferor and trangree shall account
for the collateral as follows:

(@) If the transferee has the right by contract or custom to sell or repledge the
collateral, then the transferor shall reclassify that asset in its statement of
financial position (e.g., as a loaned asset, piged equity instruments or
repurchase receivable) separately from other assets.

(b) If the transferee sells collateral pledged to it, it shall recognize the proceeds from the
sale and a liability measured at fair value for its obligation to return the collateal.

(c) If the transferor defaults under the terms of the contract and is no longer entitled to
redeem the collateral, it shall derecognize the collateral, and the transferee shall
recognize the collateral as its asset initially measured at fair value or, it has
already sold the collateral, derecognize its obligation to return the collateral.

(d) Except as provided in (c), the transferor shall continue to carry the collateral as
its asset, and the transferee shall not recognize the collateral as an asset.

Regular Way Purchase or Sale of a Financial Asset

40.

24

A regular way purchase or sale of financial assets shall be recognized and derecognized,
as applicable, using trade date accounting or settlement date accounting (see Appendix A
paragraphs AG63 AG71).
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Dereaognition of a Financial Liability

41.

42.

43.

44,

An entity shall remove a financial liability (or a part of a financial liability) from its
statement of financial position when, and only when, it is extinguishédi.e., when the
obligation specified in the contract is discharged, waived, cancelled or exps.

An exchange between an existing borrower and lender of debt instruments with
substantially different terms shall be accounted for as an extinguishment of the
original financial liability and the recognition of a new financial liability. Similarly, a
substantial modification of the terms of an existing financial liability or a part of it
(whether or not attributable to the financial difficulty of the debtor) shall be
accounted for as an extinguishment of the original financial liability and the
recognition of a new financial liability.

The difference between the carrying amount of a financial liability (or part of a financial
liability) extinguished or transferred to another party and the consideration paid,
including any non-cash assets transfeed or liabilities assumed, shall be recognized in
surplus or deficit. Where an obligation is waived by the lender or assumed by a third
party as part of a nonrexchange transaction, an entity applies IPSAS 23.

If an entity repurchases a part of a fioal liability, the entity shall allocate the previous
carrying amount of the financial liability between the part that continues to be recognized
and the part that is derecognized based on the relative fair values of those parts on the date
of the repurbase. The difference between (a) the carrying amount allocated to the part
derecognized and (b) the consideration paid, including anycasim assets transferred or
liabilities assumed, for the part derecognized shall be recognized in surplus or deficit.

Measurement

Initial Measurement of Financial Assets and Financial Liabilities

45.

46.

When a financial asset or financial liability is recognized initially, an entity shall
measure it at its fair value plus, in the case of a financial asset or financial lidity not
at fair value through surplus or deficit, transaction costs that are directly attributable
to the acquisition or issue of the financial asset or financial liability.

When an entity uses settlement date accounting for an asset that is subhsegessured
at cost or amortized cost, the asset is recognized initially at its fair value on the trade date
(see Appendix A paragraphs AG@8571).

Subsequent Measurement of Financial Assets

47.

For the purpose of measuring a financial asset after limg@ognition, this Standard
classifies financial assets into the following four categories defined in paragraph 10:

(a) Financial assets at fair value through surplus or deficit;
(b) Heldto-maturity investments;

(c) Loans and receivables; and

(d) Available-for-salefinancial assets.
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These categories apply to measurement and surplus or deficit recognition under this
Standard. The entity may use other descriptors for these categories or other categorizations
when presenting information in the financial statements. driigy shall disclose in the

notes the information required by IPSAS 30.

After initial recognition, an entity shall measure financial assets, including derivatives
that are assets, at their fair values, without any deduction for transaction costs it ay
incur on sale or other disposal, except for the following financial assets:

(@) Loans and receivables as defined in paragraph 10, which shall be measured at
amortized cost using the effective interest method;

(b) Held-to-maturity investments as defined in paragraph 10, which shall be
measured at amortized cost using the effective interest method; and

(c) Investments in equity instruments that do not have a quoted market price in an
active market and whose fair value cannot be reliably measured and derivatives
that are linked to and must be settled by delivery of such unquoted equity
instruments, which shall be measured at cost (see Appendix A paragraphs
AG113 and AG114).

Financial assets that are designated as hedged items are subject to measurement
under the hedge accounting requirements in paragraphs 9913. All financial assets
except those measured at fair value through surplus or deficit are subject to review
for impairment in accordance with paragraphs 6779 and Appendix A paragraphs
AG117i AG126.

Subsequat Measurement of Financial Liabilities

49.

26

After initial recognition, an entity shall measure all financial liabilities at amortized
cost using the effective interest method, except for:

(a) Financial liabilities at fair value through surplus or deficit. Such liabilities,
including derivatives that are liabilities, shall be measured at fair value except
for a derivative liability that is linked to and must be settled by delivery of an
unquoted equity instrument whose fair value cannot be reliably measured,
which shall be measured at cost.

(b) Financial liabilities that arise when a transfer of a financial asset does not
qualify for derecognition or when the continuing involvement approach applies.
Paragraphs 31 and 33 apply to the measurement of such financial lidibes.

(c) Financial guarantee contracts as defined in paragraph 10. After initial
recognition, an issuer of such a contract shall (unless paragraph 49(a) or (b)
applies) measure it at the higher of:

() The amount determined in accordance with IPSAS 19; and

(i) The amount initially recognized (see paragraph 45) less, when appropriate,
cumulative amortization recognized in accordance with IPSAS 9.
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(d) Commitments to provide a loan at a belowmarket interest rate. After initial
recognition, an issuer of such a commitmenshall (unless paragraph 49(a)
applies) measure it at the higher of:

() The amount determined in accordance with IPSAS 19; and

(i)  The amount initially recognized (see paragraph 45) less, when appropriate,
cumulative amortization recognized in accordance with IPSA 9.

Financial liabilities that are designated as hedged items are subject to the hedge
accounting requirements in paragraphs 99113.

Fair Value Measurement Considerations

50.

51.

52.

In determining the fair value of a financial asset or a financial liability forthe purpose
of applying this Standard, IPSAS 28 or IPSAS 30, an entity shall apply paragraphs
AG101i AG115 of Appendix A.

The best evidence of fair value is quoted prices in an active market. If the market for a
financial instrument is not active, amtiy establishes fair value by using a valuation
technique. The objective of using a valuation technique is to establish what the transaction
price would have been on the measurement da
normal operating considdra o n s . Val uation techniques 1inc
market transactions between knowledgeable, willing parties, if available, reference to the
current fair value of another instrument that is substantially the same, discounted cash flow
analysisand option pricing models. If there is a valuation technique commonly used by
market participants to price the instrument and that technique has been demonstrated to
provide reliable estimates of prices obtained in actual market transactions, the estity us

that technique. The chosen valuation techniqgue makes maximum use of market inputs and
relies as little as possible on entgigecific inputs. It incorporates all factors that market
participants would consider in setting a price and is consistent witpted economic
methodologies for pricing financial instruments. Periodically, an entity calibrates the
valuation technique and tests it for validity using prices from any observable current
market transactions in the same instrument (i.e., without ncatdn or repackaging) or

based on any available observable market data.

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, discounted from the first date that the amoun
could be required to be paid.

Reclassifications

53.

An entity:

(@) Shall not reclassify a derivative out of the fair value through surplus or deficit
category while it is held or issued;

(b) Shall not reclassify any financial instrument out of the fair valuethrough
surplus or deficit category if upon initial recognition it was designated by the
entity as at fair value through surplus or deficit; and
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56.

57.

58.

59.
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(c) May, if a financial asset is no longer held for the purpose of selling or repurchasing
it in the near term (notwithstanding that the financial asset may have been acquired
or incurred principally for the purpose of selling or repurchasing it in the near
term), reclassify that financial asset out of the fair value through surplus or deficit
category if the requirements in paragraph 55 or 57 are met.

An entity shall not reclassify any financial instrument into the fair value through
surplus or deficit category after initial recognition.

The following changes in circumstances are not reclassifications for thesparpd
paragraph 53:

(&) A derivative that was previously a designated and effective hedging instrument in a
cash flow hedge or net investment hedge no longer qualifies as such; and

(b) A derivative becomes a designated and effective hedging instrument in #iogash
hedge or net investment hedge.

A financial asset to which paragraph 53(c) applies (except a financial asset of the type
described in paragraph 57) may be reclassified out of the fair value through surplus or
deficit category only in rare circumsizes.

If an entity reclassifies a financial asset out of the fair value through surplus or deficit
category in accordance with paragraph 55, the financial asset shall be reclassified at its fair
value on the date of reclassification. Any gain or ldssady recognized in surplus or
deficit shall not be reversed. The fair value of the financial asset on the date of
reclassification becomes its new cost or amortized cost, as applicable.

A financial asset to which paragraph 53(c) applies that would haet the definition of

loans and receivables (if the financial asset had not been required to be classified as held
for trading at initial recognition) may be reclassified out of the fair value through surplus or
deficit category if the entity has theteémtion and ability to hold the financial asset for the
foreseeable future or until maturity.

A financial asset classified as available for sale that would have met the definition of loans
and receivables (if it had not been designated as availabdal&rmay be reclassified out

of the availabldor-sale category to the loans and receivables category if the entity has the
intention and ability to hold the financial asset for the foreseeable future or until maturity.

If an entity reclassifies arfancial asset out of the fair value through surplus or deficit
category in accordance with paragraph 57 or out of the avaflabgale category in
accordance with paragraph 58, it shall reclassify the financial asset at its fair value on the
date of redssification. For a financial asset reclassified in accordance with paragraph 57,
any gain or loss already recognized in surplus or deficit shall not be reversed. The fair
value of the financial asset on the date of reclassification becomes its new cost or
amortized cost, as applicable. For a financial asset reclassified out of the afailaiale
category in accordance with paragraph 58, any previous gain or loss on that asset that has
been recognized directly in net assets/equity in accordance wabrpph 64(b) shall be
accounted for in accordance with paragraph 63.
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60. |If, as a result of a change in intention or ability, it is no longer appropriate to classify
an investment as held to maturity, it shall be reclassified as available for sale and
remeasured at fair value, and the difference between its carrying amount and fair
value shall be accounted for in accordance with paragraph 64(b).

61. Whenever sales or reclassification of more than an insignificant amount of hetd-
maturity investments do nd meet any of the conditions in paragraph 10, any
remaining held-to-maturity investments shall be reclassified as available for sale. On
such reclassification, the difference between their carrying amount and fair value
shall be accounted for in accordancwith paragraph 64(b).

62. If a reliable measure becomes available for a financial asset or financial liability for
which such a measure was previously not available, and the asset or liability is
required to be measured at fair value if a reliable measureis available (see
paragraphs 48(c) and 49), the asset or liability shall be remeasured at fair value, and
the difference between its carrying amount and fair value shall be accounted for in
accordance with paragraph 64.

63. If, as a result of a change inntention or ability or in the rare circumstance that a reliable
measure of fair value is no longer available (see paragraphs 48(c) and 49) or because the
Aitwo preceding financi al yearso referred to
appropriate to carry a financial asset or financial liability at cost or amortized cost rather
than at fair value, the fair value carrying amount of the financial asset or the financial
liability on that date becomes its new cost or amortized cost, as applicable. Any prews
gain or loss on that asset that has been recognized directly in net assets/equity in
accordance with paragraph 64(b) shall be accounted for as follows:

(@) In the case of a financial asset with a fixed maturity, the gain or loss shall be
amortized to surplus or deficit over the remaining life of the heldto-maturity
investment using the effective interest method. Any difference between the new
amortized cost and maturity amount shall also be amortized over the remaining
life of the financial asset using theeffective interest method, similar to the
amortization of a premium and a discount. If the financial asset is subsequently
impaired, any gain or loss that has been recognized directly in net assets/equity
is recognized in surplus or deficit in accordancevith paragraph 76.

(b) In the case of a financial asset that does not have a fixed maturity, the gain or
loss shall remain in net assets/equity until the financial asset is sold or otherwise
disposed of, when it shall be recognized in surplus or deficit. If #financial
asset is subsequently impaired any previous gain or loss that has been
recognized directly in net assets/equity is recognized in surplus or deficit in
accordance with paragraph 76.

Gains and Losses

64. A gain or loss arising from a change irthe fair value of a financial asset or financial
liability that is not part of a hedging relationship (see paragraphs 90113), shall be
recognized, as follows.
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(@) A gain or loss on a financial asset or financial liability classified as at fair value
through surplus or deficit shall be recognized in surplus or deficit.

(b) A gain or loss on an availabldor-sale financial asset shall be recognized directly in
net assets/equity through the statement of changes in net assets/equity (see IPSAS 1,
except for impairment losses (see paragraphs v69) and foreign exchange gains
and losses (see Appendix A paragraph AG116), until the financial asset is
derecognized, at which time the cumulative gain or loss previously recognized in net
assets/equity shall be recognized in gulus or deficit. However, interest calculated
using the effective interest method (see paragraph 10) is recognized in surplus or
deficit (see IPSAS 9). Dividends or similar distributions on an availabléor-sale
equity instrument are recognized in surplusor defi cit when the e
receive payment is established (see IPSAS 9).

65. For financial assets and financial liabilities carried at amortized cost (see
paragraphs48 and 49), a gain or loss is recognized in surplus or deficit when the
financial asset or financial liability is derecognized or impaired, and through the
amortization process. However, for financial assets or financial liabilities that are
hedged items (see paragraphs 894 and Appendix A paragraphs AG131AG141) the
accounting fa the gain or loss shall follow paragraphs 90113.

66. If an entity recognizes financial assets using settlement date accounting (see paragraph 40
and Appendix A paragraphs AG68 and AG71), any change in the fair value of the asset
to be received during theperiod between the trade date and the settlement date is not
recognized for assets carried at cost or amortized cost (other than impairment losses).
For assets carried at fair value, however, the change in fair value shall be recognized in
surplus or deficit or in net assets/equity, as appropriate under paragraph 64.

Impairment and Uncollectibility of Financial Assets

67. An entity shall assess at the end of each reporting period whether there is any objective
evidence that a financial asset or group ofinancial assets is impaired. If any such
evidence exists, the entity shall apply paragraph 72 (for financial assets carried at
amortized cost), paragraph 75 (for financial assets carried at cost) or paragraph 76 (for
available-for-sale financial assets)a determine the amount of any impairment loss.

68. A financial asset or a group of financial assets is impaired and impairment losses are
incurred if, and only if, there is objective evidence of impairment as a result of one or more
events that occurredtafe r t he i ni ti al recognition of th
event (or events) has an impact on the estimated future cash flows of the financial asset or
group of financial assets that can be reliably estimated. It may not be possible ty @lentif
single, discrete event that caused the impairment. Rather the combined effect of several
events may have caused the impairment. Losses expected as a result of future events, no
matter how likely, are not recognized. Objective evidence that a finassat or group of
assets is impaired includes observable data that comes to the attention of the holder of the
asset about the following loss events:
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(a) Significant financial difficulty of the issuer or obligor;
(b) A breach of contract, such as a defaule@lmquency in interest or principal payments;

(¢ The |l ender, for economic or | egal reasons
granting to the borrower a concession that the lender would not otherwise consider;

(d) It becoming probable that thieorrower will enter bankruptcy or other financial
reorganization;

(e) The disappearance of an active market for that financial asset because of financial
difficulties; or

() Observable data indicating that there is a measurable decrease in the estimated future
cash flows from a group of financial assets since the initial recognition of those
assets, although the decrease cannot yet be identified with the individual financial
assets in the group, including:

() Adverse changes in the payment status of borrowers irgrihigp (e.g., an
increased number of delayed payments); or

(i) National or local economic conditions that correlate with defaults on the assets
in the group (e.g., an increase in the unemployment rate in the geographical area
of the borrowers, a decrease in prices for loan assets to oil producers, or
adverse changes in industry conditions that affect the borrowers in the group).

The disappearance of an active market beca
longer publicly traded is not evidencef | mpai r ment . A downgr ade
rating is not, of itself, evidence of impairment, although it may be evidence of impairment

when considered with other available information. A decline in the fair value of a financial

asset below its costr@amortized cost is not necessarily evidence of impairment (e.g., a
decline in the fair value of an investment in a debt instrument that results from an increase

in the riskfree interest rate).

In addition to the types of events in paragraph 68, tgeevidence of impairment for an
investment in an equity instrument includes information about significant changes with an
adverse effect that have taken place in the technological, market, economic or legal
environment in which the issuer operates, imgtates that the cost of the investment in the
equity instrument may not be recovered. A significant or prolonged decline in the fair value of
an investment in an equity instrument below its cost is also objective evidence of impairment.

In some casethe observable data required to estimate the amount of an impairment loss on a
financial asset may be limited or no longer fully relevant to current circumstances. For
example, this may be the case when a borrower is in financial difficulties and réndesva
available historical data relating to similar borrowers. In such cases, an entity uses its
experienced judgment to estimate the amount of any impairment loss. Similarly an entity uses
its experienced judgment to adjust observable data for a grolpan€ial assets to reflect

current circumstances (see paragraph AG122). The use of reasonable estimates is an essential
part of the preparation of financial statements and does not undermine their reliability.
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Financial Assets Carried at Amortized Cost

72.

73.

74.

If there is objective evidence that an impairment loss on loans and receivables or held
to-maturity investments carried at amortized cost has been incurred, the amount of

the |l oss is measured as the difference bet
present value of estimated future cash flows (excluding future credit losses that have
not been incurred) di scounted at the finan

(i.e., the effective interest rate computed at initial recognition). The carryig amount
of the asset shall be reduced either directly or through use of an allowance account.
The amount of the loss shall be recognized in surplus or deficit.

An entity first assesses whether objective evidence of impairment exists individually for
financial assets that are individually significant, and individually or collectively for financial
assets that are not individually significant (see paragraph 68). If an entity determines that no
objective evidence of impairment exists for an individuabgessed financial asset, whether
significant or not, it includes the asset in a group of financial assets with similar credit risk
characteristics and collectively assesses them for impairment. Assets that are individually
assessed for impairment and ¥drich an impairment loss is or continues to be recognized are
not included in a collective assessment of impairment.

If, in a subsequent period, the amount of the impairment loss decreases and the
decrease can be related objectively to an event occung after the impairment was
recognized (such as an i mprovement in the
recognized impairment loss shall be reversed either directly or by adjusting an
allowance account. The reversal shall not result in a carrying ammt of the financial

asset that exceeds what the amortized cost would have been had the impairment not

been recognizedat the date the impairment is reversed. The amount of the reversal

shall be recognized in surplus or deficit.

Financial Assets Carried at Cost

75.

If there is objective evidence that an impairment loss has been incurred on an unquoted
equity instrument that is not carried at fair value because its fair value cannot be reliably
measured, or on a derivative assehat is linked to and must be settled by delivery of such
an unquoted equity instrument, the amount of the impairment loss is measured as the
difference between the carrying amount of the financial asset and the present value of
estimated future cash flowsdiscounted at the current market rate of return for a similar
financial asset (see paragraph 48(c) and Appendix A paragraphs AG113 and AG114).
Such impairment losses shall not be reversed.

AvailableFor-Sale Financial Assets

76.
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When a decline in the fair value of an availablefor-sale financial asset has been
recognized directly in net assets/equity and there is objective evidence that the asset is
impaired (see paragraph 68), the cumulative loss that had been recognized directly in
net assets/equity shabe removed from net assets/equity and recognized in surplus or
deficit even though the financial asset has not been derecognized.
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The amount of the cumulative loss that is removed from net assets/equity and recognized
in surplus or deficit under paragraph 76 shall be the difference between the acquisition
cost (net of any principal repayment and amortization) and current fair value, less any
impairment loss on that financial asset previously recognized in surplus or deficit.

Impairment losses recgnized in surplus or deficit for an investment in an equity
instrument classified as available for sale shall not be reversed through surplus or deficit.

If, in a subsequent period, the fair value of a debt instrument classified as available
for sale increases and the increase can be objectively related to an event occurring
after the impairment loss was recognized in surplus or deficit, the impairment loss

shall be reversed, with the amount of the reversal recognized in surplus or deficit.

Hedging

80.

If there is a designated hedging relationship between a hedging instrument and a
hedged item as described in paragraphs 998 and Appendix A paragraphs AG142
AG144, accounting for the gain or loss on the hedging instrument and the hedged
item shall follow paragraphs 99 113.

Hedging Instruments

Qualifying Instruments

81.

82.

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, adaivative financial

asset or nowlerivative financial liability may be designated as a hedging instrument only
for a hedge of a foreign currency risk.

For hedge accounting purposes, only insgota that involve a party external to the
reporting entity (i.e., external to the economic entity or individual entity that is being
reported on) can be designated as hedging instruments. Although individual entities within
an economic entity or divisiongithin 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 thqualify 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 thathey are external to the individual entity that is being reported on.

Designation of Hedging Instruments

83.

There is normally a single fair value measure for a hedging instrument in its entirety, and
the factors that cause changes in fair value ar@ependent. Thus, a hedging relationship

is designated by an entity for a hedging instrument in its entirety. The only exceptions
permitted are:
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(a) Separating the intrinsic value and time value of an option contract and designating as
the hedging instrument gnthe 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 gimalifedge 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 rigmoof 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 effectivendss o
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 norderivatives 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 somatiees 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 qualify as a hedging instrument if it
is, in effect, a net written option (for whiehnet 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.
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A hedged item can be 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 iskeanly, a portion of the portfolio of
financial assets or financial liabilities that share the risk being hedged.

Unlike loans and receivables, a heétdmaturity investment cannot be a hedged item with
respect to interestte risk or prepayment ksdecause designation of an investment as held

to maturity requires an intention to hold the investment until maturity without regard to
changes in the fair value or cash flows of such an investment attributable to changes in
interest rates. However, a degb-maturity investment can be a hedged item with respect to
risks from changes in foreign currency exchange rates and credit risk.
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89. For hedge accounting purposes, only assets, liabilities, firm commitments or highly
probable forecast transactions tiratolve 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 entitie and not in the consolidated financial statements of the economic entity. 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 iteen in th
consolidated financial statements if it results in an exposure to foreign exchange rate gains
or | osses that are not fully eliminated on
Ef fects of Changes in Foreign EX&4foeeignge Rat
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 currenéreaddition, the foreign
currency risk of a highly probable forecast transaction within the economic entity may
qgualify as a hedged item in consolidated financial statements provided that the transaction
is denominated in a currency other than the foneti currency of the entity entering into
that transaction and the foreign currency risk will affect consolidated surplus or deficit.

Designation of Financial Items as Hedged Items

90. If the hedged item is a financial asset or financial liability, it imaya 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 measlrFor example, an identifiable and separately measurable
portion of the interest rate exposure of an intdvesting asset or interdstaring liability may
be designated as the hedged risk (such as -#reisknterest rate or benchmark interest rate
component of the total interest rate exposure of a hedged financial instrument).

91. 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 atesign
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 desigsadedamount 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 dfedge 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 iseblaon 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 prepable items is hedged with a nprepayable 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.
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Designation of NoiFinancial ltemsas Hedged Items

92. If the hedged item is a norfinancial asset or nonfinancial 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 measuringthe 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 hedgedyrasi@ 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 shall be exped to be approximately proportional to the overall
change in fair value attributable to the hedged risk of the group of items.

94. Because an entity assesses hedge effectiveness by comparing the change in the fair value or
cash flow of a hedging instrumie(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), rathr than with a specific hedged item, does not qualify for hedge accounting.

Hedge Accounting

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

96. Hedging relationships are of three types:

(@) 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 isattributable 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 somduture 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 operatioas defined in IPSAS 4.

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

98. A hedging relationship qualifies for hedge accounting under paragraphs 9913 if,
and only if, all of the following conditions are met.

(&) At the inception of the hedge there is formal designation and documentation of the
hedging relationship and the entityds ri s
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 wil.l assess th

36



FINANCIAL INSTRUMENTS: RECOGNITION AND MEASUREMENT

of fsetting the exposure to changes 1in th
attributable to the hedged 1isk.

(b) The hedge is expected to be highly effective (see Appendix A paragragtc145i
AG156) in achieving offsetting changes in fair value or cash flows attributable to the
hedged risk, consistently with the originally documented risk management strategy
for that particular hedging relationship.

(c) 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.

(d) The effectveness 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 (see paragraphA8 and 49 and
Appendix A paragraphs AG113 and AG114 for guidance on determining fair
value).

(e) 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 Hedgs

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

(@) 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 noderivative
hedging instrument) shall be recognized in surplus or deficit; and

(b) 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 an availabldor-sale financial asset.

100. 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 par@@ftaph
may be met by presenting the gairiass attributable to the hedged item either:

(@ Inasingle separate line item within assets, for those repricing time periods for which the
hedged item is an asset; or

(b) In asingle separate line item within liabilities, for those repricing time perioa¢hfoh
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 shall be removed from the
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statement of financial pomh when the assets or liabilittes to which they relate are
derecognized.

101. 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 recognizedwsrsparagraph 64.

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

(@) The hedging instrument expires or is sold, terminated or exercised (for this
purpose, the replacement or rollover of a hedging instrumeninto another
hedging instrument is not an expiration or termination if such replacement or
roll over is part of the entityodos document

(b) The hedge no longer meets the criteria for hedge accounting in paragraph 98; or
(c) The entity revokes the designation.

103. Any adjustment arising from paragraph 99(b) to the carrying amount of a hedged
financial instrument for which the effective interest method is used (or, in the case of a
portfolio hedge of interest rate risk, to the separate line itenm 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 infais 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 asets 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 straightine 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.

104. When an unrecognized firm commitment is designated as a hedged item, the subsequent
cumulative change in the fair valoé 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 recograed in surplus or deficit.

105. 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 meetinget 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. If a cash flow hedge meets the conions in paragraph 98 during the period, it shall
be accounted for as follows:
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(@) 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 throudp the statement of changes in net assets/equity; and

(b) The ineffective 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:

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

()  The cumulative gain or loss on the hedging instrument from inception of the hedge;
and

(i) The cumulative change in fair valperesent 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

(c) If an entityds documented risk management
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 83,3{agnd
that excluded component of gain or loss is recognized in accordance with paragraph 64.

If a hedge of a forecast transaction subsequently results in the recognition of a
financial asset or a financial liability, the associated gains or lossehat were
recognized directly in net assets/equity in accordance with paragraph 106 shall be
reclassified into surplus or deficit in the same period or periods during which the
hedged forecast cash flows affects surplus or deficit (such as in the periodsatt
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 deficithe 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 norfinancial liability, or a forecast transaction for a non-financial
asset or nonfinancial liability becomes a firm commitment for which fair value hedge
accounting is applied, then the entity shall adopt (a) or (b) below:

(&) It reclassifies the associated gains and losses that were recognized directly in net
assets/equity in accordance with paragiph 106 into surplus or deficit 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 exggethat 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 the amount that is not expected to be recovered.

39



110.

111.

112.

40

FINANCIAL INSTRUMENTS: RECOGNITION AND MEASUREMENT

(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.

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/edyishall be recognized in surplus or
deficit 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 mspectively the
hedge accounting specified in paragraphs 10611:

(@ 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 entitydéds documented hedging
or loss on the hedging instrument that remains recognized directly in net
assets/equity from the period when the hedgeas 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.

(b) The hedge no longer meets the criteria for hedge accounting 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
assetsquity until the forecast transaction occurs. When the transaction occurs,
paragraph 108, 109, or 111 applies.

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

(d) 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(g) 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 cumative gain or loss that had been recognized
directly in net assets/equity shall be recognized in surplus or deficit.
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Hedges of a Net Investment

113. Hedges of a net investment in a foreign operation, including a hedge of a monetary

item that is accountedfor as part of the net investment (see IPSAS 4), shall be
accounted for similarly to cash flow hedges:

(&) 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 nat
assets/equity through the statement of changes in net assets/equity (see
IPSAS 1); and

(b) 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 in accordance with paragraphs 5657 of IPSAS 4 on disposal of the faign
operation.

Transition

114.

115.

116.

This Standard shall be applied retrospectively except as specified in paragraphs 115
123. The opening balance of accumulated surplus or deficit for the earliest prior
period presented and all other comparative amounts shalbe adjusted as if this
Standard had always been in use unless restating the information would be
impracticable. If restatement is impracticable, the entity shall disclose that fact and
indicate the extent to which the information was restated.

When this Standard is first applied, an entity is permitted to designate a financial
asset, including those that may have been recognized previously, as available for sale.
For any such financial asset the entity shall recognize all cumulative changes in fair
value in a separate component of net assets/equity until subsequent derecognition or
impairment, when the entity shall transfer that cumulative gain or loss to surplus or
deficit. For financial assets that were previously recognized, the entity shall also:

(@) Restate the financial asset using the new designation in the comparative
financial statements; and

(b) Disclose the fair value of the financial assets at the date of designation and their
classification and carrying amount in the previous financial statements.

When this Standard is first applied, an entity is permitted to designate a financial asset or
a financial liability, including those that may have been recognized previously, at fair
value through surplus or deficit that meet the criteria for desigmtion in paragraphs 10,
13, 14, 15, 51, AGI7AG16, AG47, and AG48. Where an entity previously recognized
financial assets and financial liabilities, the following apply:

(@) Notwithstanding paragraph 111, any financial assets and financial liabilities
designaed as at fair value through surplus or deficit in accordance with this
subparagraph that were previously designated as the hedged item in fair value
hedge accounting relationships shall be déesignated from those relationships
at the same time they are dgignated as at fair value through surplus or deficit.
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(b) Shall disclose the fair value of any financial assets or financial liabilities
designated in accordance with subparagraph (a) at the date of designation and
their classification and carrying amount in the previous financial statements.

(c) Shall dedesignate any financial asset or financial liability previously designated
as at fair value through surplus or deficit if it does not qualify for such
designation in accordance with those paragraphs. When financial asset or
financial liability will be measured at amortized cost after dedesignation, the
date of dedesignation is deemed to be its date of initial recognition.

(d) Shall disclose the fair value of any financial assets or financial liabilities de
designated in accordance with subparagraph (c) at the date of etesignation
and their new classifications.

An entity shall restate its comparative financial statements using the new designations
in paragraph 116 provided that, in the case of a finanal asset, financial liability, or
group of financial assets, financial liabilities or both, designated as at fair value
through surplus or deficit, those items or groups would have met the criteria in
paragraph 10(b)(i), 10(b)(ii), or 13 at the beginningof the comparative period or, if
acquired after the beginning of the comparative period, would have met the criteria in
paragraph 10(b)(i), 10(b)(ii), or 13 at the date of initial recognition.

Except as permitted by paragraph 119, an entity shall agp the derecognition
requirements in paragraphs 1739 and Appendix A paragraphs AG51IAG67
prospectively. If an entity derecognized financial assets under another basis of
accounting as a result of a transaction that occurred before the adoption of this
Standard and those assets would not have been derecognized under this Standard, it
shall not recognize those assets.

Notwithstanding paragraph 118, an entity may apply the derecognition requirements

in paragraphs 17 39 and Appendix A paragraphs AG51AG67 retrospectively from a

date of the entityds choosi ng, provided t
Standard to assets and liabilities derecognized as a result of past transactions was
obtained at the time of initially accounting for those transactns.

Notwithstanding paragraph 114, an entity may apply the requirements in the last
sentence of paragraph AG108, and paragraph AG109, in either of the following ways:

(&) Prospectively to transactions entered into after the adoption of this Standard; or

() Retrospectively from a date of the entity
needed to apply this Standard to assets and liabilities as a result of past transactions
was obtained at the time of initially accounting for those transactions.

An entity shall not adjust the carrying amount of nonfinancial assets and non
financial liabilities to exclude gains and losses related to cash flow hedges that were
included in the carrying amount before the beginning of the financial year in which
this Standard is first applied. At the beginning of the financial period in which this
Standard is first applied, any amount recognized directly in net assets/equity for a
hedge of a firm commitment that under this Standard is accounted for as a fair value
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hedge shall be reclassified as an asset or liability, except for a hedge of foreign
currency risk that continues to be treated as a cash flow hedge.

122. If an entity has designated as the hedged item an external forecast transaction that:

(@ Is denominated in the functional currency of the entity entering into the
transaction;

(b) Gives rise to an exposure that will have an effect on consolidated surplus or
deficit (1. e., IS denominated in a curr
presentation currency); and

(c) Would have qualified for hedge accounting had it not been denominated in the
functional currency of the entity entering into it;

it may apply hedge accounting in the consolidated financial statements in the
period(s) before the date of first application of thedst sentence of paragraph 89 and
paragraphs AG133 and AG134.

123. An entity need not apply paragraph AG134 to comparative information relating to
periods before the date of application of the last sentence of paragraph 89 and
paragraph AG133.

Effective Date

124. An entity shall apply this Standard for annual financial statements covering periods
beginning on or after January1, 2013. Earlier application is encouraged. If an entity
applies this Standard for a period beginning before Januaryl, 2013, it shalldisclose
that fact.

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

126. When an entity adopts the accrual basis of accounting, as defined by IPSASs, for financial
reporting purposes, subsequent to this eff
annual financial statements covering periods beginning on or after the date of adoption.
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Appendix A

Application Guidance
This appendix is an integral part of IPSAS 29.
Scope (paragraphs B8)

AG1. This Standard does not change the requirements relating to employee benefit plans that
comply with the relevant international or national accounting standamataounting
and repding by retirement benefit plarend royalty agreements based on the volume
of sales or service revenues that are accounted for under IPSAS 9.

Investments in Controlled Entities, Associates, and Joint Ventures

AG2. Sometimes, an entity makes what it vieass a ANAstrategic Il Nves:!
instruments issued by another entity, with the intention of establishing or maintaining a
long-term operating relationship with the entity in which the investment is made. The
investor entity uses IPSAS 7 to determimleether the equity method of accounting is
appropriate for such an investment. Similarly, the investor entity uses IPSAS 8 to
determine whether proportionate consolidation or the equity method is appropriate for
such an investment. If neither the equityethod nor proportionate consolidation is
appropriate, the entity applies this Standard to that strategic investment.

Insurance Contracts

AG3. This Standard applies to the financial assets and financial liabilities of insurers, other
than rights and obligetns that paragraph 2(e) excludes because they arise from
insurance contracts. An entity does however apply this Standard to:

. Financial guarantee contracts, except those where the issuer elects to treat such
contracts as insurance contracts in accordantelRSAS 28; and

o Embedded derivatives included in insurance contracts.

An entity may, but is not required to, apply this Standard to other insurance contracts
that involve the transfer of financial risk.

AG4. Financial guarantee contracts may haveorsrilegal forms, such as a guarantee, some
types of letter of credit, a credit default contract or an insurance contract. Their
accounting treatment does not depend on their legal form. The following are examples
of the appropriate treatment (see parag(e):

(&) Although a financial guarantee contract meets the definition of an insurance
contract if the risk transferred is significant, the issuer applies this Standard.
Nevertheless, an entity may elect, under certain circumstances, to treat financial
guarantee contracts as insurance contracts of financial instruments using
IPSAS28 if the issuer has previously adopted an accounting policy that treated
financial guarantee contracts as insurance contracts and has used accounting
applicable to insurance contracts, the issuer may elect to apply either this Standard
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or the relevant imtrnational or national accounting standard on insurance contracts

to such financial guarantee contracts. If this Standard applies paragraph 45
requires the issuer to recognize a financial guarantee contract initially at fair
value. If the financial guarag¢ contract was issued to an unrelated party in a
standal one armdés | ength transacti on, it s
the premium received, unless there is evidence to the contrary. Subsequently,
unless the financial guarantee contract designated at inception as at fair value

through surplus or deficit or unless paragraphis39land AG6267 apply (when

a transfer of a financial asset does not qualify for derecognition or the continuing
involvement approach applies), the issuer measua¢she higher of:

(i) The amount determined in accordance with IPSAS 19; and

(i) The amount initially recognized less, when appropriate, cumulative
amortization recognized in accordance with IPSAS 9 (see paragraph 49(c)).

(b) Some credirelated guarantees do nag a precondition for payment, require that
the holder is exposed to, and has incurred a loss on, the failure of the debtor to
make payments on the guaranteed asset when due. An example of such a
guarantee is one that requires payments in response toeshang specified
credit rating or credit index. Such guarantees are not financial guarantee contracts,
as defined in this Standard, and are not insurance contracts. Such guarantees are
derivatives and the issuer applies this Standard to them.

(c) If a financial guarantee contract was issued in connection with the sale of goods,
the issuer applies IPSAS 9 in determining when it recognizes the revenue from the
guarantee and from the sale of goods.

Some contracts require a payment based on climatic, geallogiother physical variables.
(Those based on climatic variables are son
those contracts are not insurance contracts, they are within the scope of this Standard.

Rights and Obligations Arising from Ndtxdhange Revenue Transactions

AG6.

Rights and obligations (assets and liabilities) may arise fromerohange revenue
transactions, for example, an entity may receive cash from a-latelial agency to
perform certain activities. Where the performance afs¢h activities is subject to
conditions, an asset and a liability is recognized simultaneously. Where the asset is a
financial asset, it is recognized in accordance with IPSAS 23, and initially measured in
accordance with IPSA&3 and this Standard. A ligity that is initially recognized as a

result of conditions imposed on the use of an asset is outside the scope of this Standard
and is dealt with in IPSA33. After initial recognition, if circumstances indicate that
recognition of a liability in accoraee with IPSAS 23 is no longer appropriate, an
entity considers whether a financial liability should be recognized in accordance with
this Standard. Other liabilities that may arise from-p&ohange revenue transactions

are recognized and measured in adaace with this Standard if they meet the
definition of a financial liability in IPSAS 28.
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Definitions (paragraphs 9 and 10)

Designation as at Fair Value through Surplus or Deficit

AGY.

AGS.

AG9.

AG10.

46

Paragraph 10 of this Standard allows an entity to designate aifihasset, a financial
liability, or a group of financial instruments (financial assets, financial liabilities or
both) as at fair value through surplus or deficit provided that doing so results in more
relevant information.

The decision of an entitio designate a financial asset or financial liability as at fair

value through surplus or deficit is similar to an accounting policy choice (although,
unlike an accounting policy choice, it is not required to be applied consistently to all
similar transations). When an entity has such a choice, paragraph 17(b) of IPSAS 3,

AAccounting Policies, Changes requresAhec ount
chosen policy to result in the financial statements providing reliable and more relevant
information about he effects of transactions, other

financial position, financial performance or cash flows. In the case of designation as at
fair value through surplus or deficit, paragraph 10 sets out the two circumstances when
the requirement for more relevant information will be met. Accordingly, to choose such
designation in accordance with paragraph 10, the entity needs to demonstrate that it falls
within one (or both) of these two circumstances.

Paragraph 10(b)(i): Designation Eiminates or Significantly Reduces a
Measurement or Recognition Inconsistency that Would Otherwise Arise

Under IPSAS 29, measurement of a financial asset or financial liability and classification of
recognized changes in its value are determined by thee mé6s c¢cl assi fi cati on
item is part of a designated hedging relationship. Those requirements can create a
measur ement or recognition inconsistency
mi smat cho) when, for e gratiomp as eat, fair ivalue thrbugh a b s e
surplus or deficit, a financial asset would be classified as available for sale (with most
changes in fair value recognized directly in net assets/equity) and a liability the entity
considers related would be measured abréired cost (with changes in fair value not
recognized). In such circumstances, an entity may conclude that its financial statements
would provide more relevant information if both the asset and the liability were classified as

at fair value through sumgs or deficit.

The following examples show when this condition could be met. In all cases, an entity
may use this condition to designate financial assets or financial liabilities as at fair value
through surplus or deficit only if it meets the prpleiin paragraph 10(b)(i).

(& An entity has liabilities whose cash flows are contractually based on the performance
of assets that would otherwise be classified as available for sale. For example, an
insurer may have liabilities containing a discretionaayticipation feature that pay
benefits based on realized and/or unrealized investment returns of a specified pool of
the insurerds assets. I f the measur emen
prices, classifying the assets as at fair valueutiirasurplus or deficit means that
changes in the fair value of the financial assets are recognized in surplus or deficit in
the same period as related changes in the value of the liabilities.
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An entity has liabilities under insurance contracts whose nexasuat incorporates
current information, and financial assets it considers related that would otherwise be
classified as available for sale or measured at amortized cost.

An entity has financial assets, financial liabilities or both that share a riskasuch
interest rate risk, that gives rise to opposite changes in fair value that tend to offset
each other. However, only some of the instruments would be measured at fair value
through surplus or deficit (i.e., are derivatives, or are classified as hélddmg). It

may also be the case that the requirements for hedge accounting are not met, for
example because the requirements for effectiveness in paragraph 98 are not met.

An entity has financial assets, financial liabilities or both that share asusk, as
interest rate risk, that gives rise to opposite changes in fair value that tend to offset
each other and the entity does not qualify for hedge accounting because none of the
instruments is a derivative. Furthermore, in the absence of hedge augtherte is a
significant inconsistency in the recognition of gains and losses. For example:

() The entity has financed a portfolio of fixed rate assets that would otherwise
be classified as available for sale with fixed rate debentures whose changes
in fair value tend to offset each other. Reporting both the assets and the
debentures at fair value through surplus or deficit corrects the inconsistency
that would otherwise arise from measuring the assets at fair value with
changes reported in net assets/ecaitg the debentures at amortized cost.

(i) The entity has financed a specified group of loans by issuing traded bonds
whose changes in fair value tend to offset each other. If, in addition, the entity
regularly buys and sells the bonds but rarely, if ever, bagssells the loans,
reporting both the loans and the bonds at fair value through surplus or deficit
eliminates the inconsistency in the timing of recognition of gains and losses that
would otherwise result from measuring them both at amortized cost and
recognizing a gain or loss each time a bond is repurchased.

In cases such as those described in the preceding paragraph, to designate, at initial
recognition, the financial assets and financial liabilities not otherwise so measured as at

fair value trough surplus or deficit may eliminate or significantly reduce the

measurement or recognition inconsistency and produce more relevant information. For
practical purposes, the entity need not enter into all of the assets and liabilities giving
rise to themeasurement or recognition inconsistency at exactly the same time. A
reasonable delay is permitted provided that each transaction is designated as at fair

value through surplus or deficit at its initial recognition and, at that time, any remaining
transadbns are expected to occur.

It would not be acceptable to designate only some of the financial assets and financial
liabilities giving rise to the inconsistency as at fair value through surplus or deficit if to

do so would not eliminate or significyreduce the inconsistency and would therefore

not result in more relevant information. However, it would be acceptable to designate

only some of a number of similar financial assets or similar financial liabilities if doing
so achieves a significant nection (and possibly a greater reduction than other
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allowable designations) in the inconsistency. For example, assume an entity has a
number of similar financial liabilities that sum to CU1@@d a number of similar
financial assets that sum to CU50 bre eneasured on a different basis. The entity may
significantly reduce the measurement inconsistency by designating at initial recognition
all of the assets but only some of the liabilities (e.g., individual liabilities with a
combined total of CU45) as &ir value through surplus or deficit. However, because
designation as at fair value through surplus or deficit can be applied only to the whole
of a financial instrument, the entity in this example must designate one or more
liabilities in their entiretylt could not designate either a component of a liability (e.qg.,
changes in value attributable to only one risk, such as changes in a benchmark interest
rate) or a proportion (i.e., percentage) of a liability.

Paragraph 10(b)(ii): A Group of Financial Assés, Financial Liabilities or Both is
Managed and its Performance is Evaluated on a Fair Value basis, in accordance
with a Documented Risk Management or Investment Strategy

AG13. An entity may manage and evaluate the performance of a group of financial, asse
financial liabilities or both in such a way that measuring that group at fair value through
surplus or deficit results in more relevant information. The focus in this instance is on
the way the entity manages and evaluates performance, rather tHanmature of its
financial instruments.

AG14. The following examples show when this condition could be met. In all cases, an entity
may use this condition to designate financial assets or financial liabilities as at fair value
through surplus or deficit dnif it meets the principle in paragraph 10(b)(ii).

(&) The entity is a venture capital organization, mutual fund, unit trust or similar
entity whose business is investing in financial assets with a view to profiting from
their total return in the form of iatest, dividends or similar distributions and
changes in fair value. IPSAS 7 and IPSAS 8 allow such investments to be
excluded from their scope provided they are measured at fair value through
surplus or deficit. An entity may apply the same accountingcydb other
investments managed on a total return basis but over which its influence is
insufficient for them to be within the scope of IPSAS 7 or IPSAS 8.

(b) The entity has financial assets and financial liabilities that share one or more risks and
those rsks are managed and evaluated on a fair value basis in accordance with a
documented policy of asset and liability management. An example could be an entity
that has issued Astructured productsodo c
manages the resing risks on a fair value basis using a mix of derivative and non
derivative financial instruments. A similar example could be an entity that originates
fixed interest rate loans and manages the resulting benchmark interest rate risk using a
mix of derivdive and norderivative financial instruments.

1 Inthis Standard, moretr y amounts arcerdenof@Upnnateddoin A
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(c) The entity is an insurer that holds a portfolio of financial assets, manages that
portfolio so as to maximize its total return (i.e., interest, dividends or similar
distributions and changes in fair value), and evaluates its performance on that basis.
The portfolio may be held to back specific liabilities, net assets/equity or both. If the
portfolio is held to back specific liabilities, the condition in paragraph 10(b)(ii) may
be met for the assets regardless of whether the insurer also manages and évaluate
liabilities on a fair value basis. The condition in paragraph 10(b)(ii) may be met when
the insurerds objective is to maximize t
even if amounts paid to holders of participating contracts depend onfaxthas
such as the amount of gains realized in a shorter period (e.g., a year) or are subject to
the insurerds discretion.

AG15. As noted above, this condition relies on the way the entity manages and evaluates
performance of the group of financial instrents under consideration. Accordingly,
(subject to the requirement of designation at initial recognition) an entity that designates
financial instruments as at fair value through surplus or deficit on the basis of this condition
shall so designate alligible financial instruments that are managed and evaluated together.

AGl6. Document ation of the entityds strategy nee
demonstrate compliance with paragraph 10(b)(ii). Such documentation is not required for
ead individual item, but may be on a portfolio basis. For example, if the performance
management system within an entity as approved by thei @ny 6 s key ma n a
personnel clearly demonstrates that its performance is evaluated on a total return basis, no
further documentation is required to demonstrate compliance with paragraph 10(b)(ii).

Effective Interest Rate

AG17. In some cases, financial assets are acquired at a deep discount that reflects incurred
credit losses. Entities include such incurred crémlises in the estimated cash flows
when computing the effective interest rate.

AG18. When applying the effective interest method, an entity generally amortizes any fees, points
paid or received, transaction costs and other premiums or discounts inatudeel i
calculation of the effective interest rate over the expected life of the instrument. However, a
shorter period is used if this is the period to which the fees, points paid or received,
transaction costs, premiums or discounts relate. This will beatee when the variable to
which the fees, points paid or received, transaction costs, premiums or discounts relate is
repriced to market rates before the expected maturity of the instrument. In such a case, the
appropriate amortization period is the pério the next such repricing date. For example, if
a premium or discount on a floating rate instrument reflects interest that has accrued on the
instrument since interest was last paid, or changes in market rates since the floating interest
rate was resdéb market rates, it will be amortized to the next date when the floating interest
is reset to market rates. This is because the premium or discount relates to the period to the
next interest reset date because, at that date, the variable to which thenpoerdiscount
relates (i.e., interest rates) is reset to market rates. If, however, the premium or discount
results from a change in the credit spread over the floating rate specified in the instrument,
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or other variables that are not reset to markes rites amortized over the expected life of
the instrument.

For floating rate financial assets and floating rate financial liabilities, periodic re
estimation of cash flows to reflect movements in market rates of interest alters the
effective interst rate. If a floating rate financial asset or floating rate financial liability

is recognized initially at an amount equal to the principal receivable or payable on
maturity, reestimating the future interest payments normally has no significant effect
onthe carrying amount of the asset or liability.

If an entity revises its estimates of payments or receipts, the entity shall adjust the
carrying amount of the financial asset or financial liability (or group of financial
instruments) to reflect actuand revised estimated cash flows. The entity recalculates
the carrying amount by computing the present value of estimated future cash flows at

the financi al Il nstrument s original effect

effective interestate calculated in accordance with paragraph 103. The adjustment is
recognized in surplus or deficit as revenue or expense. If a financial asset is reclassified
in accordance with paragraph 55, 57, or 58, and the entity subsequently increases its
estimats of future cash receipts as a result of increased recoverability of those cash
receipts, the effect of that increase shall be recognized as an adjustment to the effective
interest rate from the date of the change in estimate rather than as an adjustiment t
carrying amount of the asset at the date of the change in estimate.

Derivatives

AG21. Typical examples of derivatives are futures and forward, swap and option contracts. A

AG22.

derivative usually has a notional amount, which is an amount of currencyniaer of
shares, a number of units of weight or volume or other units specified in the contract.
However, a derivative instrument does not require the holder or writer to invest or
receive the notional amount at the inception of the contract. Alterngtevelerivative

could require a fixed payment or payment of an amount that can change (but not
proportionally with a change in the underlying) as a result of some future event that is
unrelated to a notional amount. For example, a contract may requedgiyment of
CU1,0006if the sixmonth interbank offered rate increases by 100 basis points. Such a
contract is a derivative even though a notional amount is not specified.

The definition of a derivative in this Standard includes contracts thaetled gross by
delivery of the underlying item (e.g., a forward contract to purchase a fixed rate debt
instrument). An entity may have a contract to buy or sell afim@mcial item that can

be settled net in cash or another financial instrument or Xepamging financial
instruments (e.g., a contract to buy or sell a commaodity at a fixed price at a future date).
Such a contract is within the scope of this Standard unless it was entered into and
continues to be held for the purpose of delivery of afireemncial item in accordance
with the entityds expected purcha6e, sal

2
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AG23. One of the defining characteristics of a derivative is that it has an initial net investment
that is smaller than would be required father types of contracts that would be
expected to have a similar response to changes in market factors. An option contract
meets that definition because the premium is less than the investment that would be
required to obtain the underlying financial mshent to which the option is linked. A
currency swap that requires an initial exchange of different currencies of equal fair
values meets the definition because it has a zero initial net investment.

AG24. A regular way purchase or sale gives rise to adiprice commitment between trade
date and settlement date that meets the definition of a derivative. However, because of
the short duration of the commitment it is not recognized as a derivative financial
instrument. Rather, this Standard provides forcgpeccounting for such regular way
contracts (see paragraphs 40 and AGE871).

AG25. The definition of a derivative refers to néinancial variables that are not specific to a
party to the contract. These include an index of earthquake losses ifcalgrarégion
and an index of temperatures in a particular city. -fioancial variables specific to a
party to the contract include the occurrence or-ocecurrence of a fire that damages or
destroys an asset of a party to the contract. A change inithvalize of a norfinancial
asset is specific to the owner if the fair value reflects not only changes in market prices
for such assets (a financial variable) but also the condition of the specifithaanial
asset held (a nefinancial variable). Forxample, if a guarantee of the residual value of
a specific <car exposes the guarantor t o
condition, the change in that residual value is specific to the owner of the car.

Transaction Costs

AG26. Transaction costsiclude fees and commissions paid to agents (including employees
acting as selling agents), advisers, brokers, and dealers, levies by regulatory agencies
and securities exchanges, and transfer taxes and duties. Transaction costs do not include
debt premiums®r discounts, financing costs, or internal administrative or holding costs.

Financial Assets and Financial Liabilities Held for Trading

AG27. Trading generally reflects active and frequent buying and selling, and financial
instruments held for trading gerally are used with the objective of generating a profit
fromshortt er m fl uctuations in price or dealero

AG28. Financial liabilities held for trading include:
(@) Derivative liabilities that are not accounted for as hedging instruments;

(b) Obligationsto deliver financial assets borrowed by a short seller (i.e., an entity
that sells financial assets it has borrowed and does not yet own);

(c) Financial liabilities that are incurred with an intention to repurchase them in the
near term (e.g., a quoted debstiiment that the issuer may buy back in the near
term depending on changes in its fair value); and
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(d) Financial liabilities that are part of a portfolio of identified financial instruments
that are managed together and for which there is evidence of a patemnh of
shortterm profittaking.

The fact that a liability is used to fund trading activities does not in itself make that
liability one that is held for trading.

Held-to-Maturity Investments

AG29. An entity does not have a positive intention to htdmaturity an investment in a
financial asset with a fixed maturity if:

(&) The entity intends to hold the financial asset for an undefined period;

(b) The entity stands ready to sell the financial asset (other than if a situation arises
that is norrecurring ad could not have been reasonably anticipated by the entity)
in response to changes in market interest rates or risks, liquidity needs, changes in
the availability of and the yield on alternative investments, changes in financing
sources, and terms or chasgn foreign currency risk; or

(c) The issuer has a right to settle the financial asset at an amount significantly below
its amortized cost.

AG30. A debt instrument with a variable interest rate can satisfy the criteria for-tohakturity
investment. Eqty instruments cannot be heiokmaturity investments either because they
have an indefinite life (such as ordinary shares) or because the amounts the holder may
receive can vary in a manner that is not predetermined (such as for share options, warrants
and similar rights). With respect to the definition of hematurity investments, fixed or
determinable payments and fixed maturity mean that a contractual arrangement defines the
amounts and dates of payments to the holder, such as interest and|paaipents. A
significant risk of norpayment does not preclude classification of a financial asset as held
to maturity as long as its contractual payments are fixed or determinable and the other
criteria for that classification are met. If the terms pégpetual debt instrument provide for
interest payments for an indefinite period, the instrument cannot be classified as held to
maturity because there is no maturity date.

AG31. The criteria for classification as a hal@maturity investment are met far financial
asset that is callable by the issuer if the holder intends and is able to hold it until it is
called or until maturity and the holder would recover substantially all of its carrying
amount. The call option of the issuer, if exercised, simply@d er at es t he
maturity. However, if the financial asset is callable on a basis that would result in the
holder not recovering substantially all of its carrying amount, the financial asset cannot
be classified as a hetd-maturity investment. Thengity considers any premium paid
and capitalized transaction costs in determining whether the carrying amount would be
substantially recovered.

AG32. A financial asset that is puttable (i.e., the holder has the right to require that the issuer
repay or redem the financial asset before maturity) cannot be classified as-toheld
maturity investment because paying for a put feature in a financial asset is inconsistent
with expressing an intention to hold the financial asset until maturity.
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For most firancial assets, fair value is a more appropriate measure than amortized cost.

The heldto-maturity classification is an exception, but only if the entity has a positive
intention and the ability to hold the 1inv
cast doubt on its intention and ability to hold such investments to maturity, paragraph

10 precludes the use of the exception for a reasonable period of time.

A disaster scenario that is only remotely possible, such as a run on a bank or a similar
situation affecting an insurer, is not something that is assessed by an entity in deciding
whether it has the positive intention and ability to hold an investment to maturity.

Sales before maturity could satisfy the condition in paragraph dfd theréore not
raise a question about the entityadasf inten
they are attributable to any of the following:

@ A significant deterioration in the i ssi
following a downgrade in a edit rating by an external rating agency would not
necessarily raise a question about the

to maturity if the downgrade provides evidence of a significant deterioration in the

i ssuer 0s cr edi t wefarende it thes sreditj ratidgy & dnitiab y
recognition. Similarly, if an entity uses internal ratings for assessing exposures,
changes in those internal ratings may help to identify issuers for which there has
been a significant deterioration in creditworth e s s, provi ded t he e
to assigning internal ratings and changes in those ratings give a consistent, reliable

and objective measure of the credit quality of the issuers. If there is evidence that

a financial asset is impaired (see paragraphsand 68), the deterioration in
creditworthiness is often regarded as significant.

(b) A change in tax law that eliminates or significantly reduces thexarpt status
of interest on the heltb-maturity investment (but not a change in tax law that
reviseshe marginal tax rates applicable to interest revenue).

(c) A major entity combination or major disposition (such as a sale of a segment that
necessitates the sale or transfer of ftelthaturity investments to maintain the
entityds exi skpositign orncrediteisk palicly (alth@ughehe entitg
combination is an event within the enti
portfolio to maintain an interest rate risk position or credit risk policy may be
consequential rather than anticipgted

(d) A change in statutory or regulatory requirements significantly modifying either what
constitutes a permissible investment or the maximum level of particular types of
investments, thereby causing an entity to dispose of edratdturity investment.

() Asignificant increase in the industryos
the entity to downsize by selling helo-maturity investments.

() A significant increase in the risk weights of hétdmaturity investments used for
regulatory riskbased caifal purposes.

An entity does not have a demonstrated ability to hold to maturity an investment in a
financial asset with a fixed maturity if:
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(@) It does not have the financial resources available to continue to finance the
investment until maturityor

(b) Itis subject to an existing legal or other constraint that could frustrate its intention
to hold the financi al asset to maturity
necessarily frustrate an entittwydseinten
paragraph AG31).

AG37. Circumstances other than those described in paragraphs AG36 can indicate that an
entity does not have a positive intention or the ability to hold an investment to maturity.

AG38. An entity assesses its intention and iadbito hold its heldto-maturity investments to
maturity not only when those financial assets are initially recognized, but also at the end
of each subsequent reporting period.

Loans and Receivables

AG39. Any nonderivative financial asset with fixed oe@rminable payments (including loan
assets, receivables, investments in debt instruments and deposits held in banks) could
potentially meet the definition of loans and receivables. However, a financial asset that
is quoted in an active market (such asuatgd debt instrument, see paragraph AG103)
does not qualify for classification as a loan or receivable. Financial assets that do not
meet the definition of loans and receivables may be classified agohmlaturity
investments if they meet the conditiofes that classification (see paragraphs 10 and
AG29 AG38). On initial recognition of a financial asset that would otherwise be
classified as a loan or receivable, an entity may designate it as a financial asset at fair
value through surplus or deficit, available for sale.

Embedded Derivatives (paragraphs 1i13)

AG40. If a host contract has no stated or predetermined maturity and represents a residual interest
in the net assets of an entity, then its economic characteristics and risks are those of an
equity instrument, and an embedded derivative would need to possess characteristics of the
net assets/equity related to the same entity to be regarded as closely related. If the host
contract is not an equity instrument and meets the definition of a fiharstrament, then
its economic characteristics and risks are those of a debt instrument.

AG41. An embedded nopption derivative (such as an embedded forward or swap) is
separated from its host contract on the basis of its stated or implied substamtsyeste
as to result in it having a fair value of zero at initial recognition. An embedded -option
based derivative (such as an embedded put, call, cap, floor, or swaption) is separated
from its host contract on the basis of the stated terms of the opaturé. The initial
carrying amount of the host instrument is the residual amount after separating the
embedded derivative.

AG42. Generally, multiple embedded derivatives in a single instrument are treated as a single
compound embedded derivative. However, embedded derivatives that are classified as
equity instruments (see IPSAS 28) are accounted for separately from those classified
assets or liabilities. In addition, if an instrument has more than one embedded derivative
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and those derivatives relate to different risk exposures and are readily separable and
independent of each other, they are accounted for separately from each othe

The economic characteristics and risks of an embedded derivative are not closely related to
the host contract (paragraph 12(a)) in the following examples. In these examples, assuming
the conditions in paragraph 12(b) and (c) are met, an entibuiscfor the embedded
derivative separately from the host contract.

(&) A put option embedded in an instrument that enables the holder to require the
issuer to reacquire the instrument for an amount of cash or other assets that varies
on the basis of the chge in an equity or commaodity price or index is not closely
related to a host debt instrument.

(b) A call option embedded in an equity instrument that enables the issuer to reacquire
that equity instrument at a specified price is not closely related to theduast
instrument from the perspective of the
option is an equity instrument provided it meets the conditions for that classification
under IPSAS 28, in which case it is excluded from the scope of thisa8tand

(c) An option or automatic provision to extend the remaining term to maturity of a
debt instrument is not closely related to the host debt instrument unless there is a
concurrent adjustment to the approximate current market rate of interest at the
time d the extension. If an entity issues a debt instrument and the holder of that
debt instrument writes a call option on the debt instrument to a third party, the
issuer regards the call option as extending the term to maturity of the debt
instrument providedhe issuer can be required to participate in or facilitate the
remarketing of the debt instrument as a result of the call option being exercised.

(d) Equity-indexed interest or principal payments embedded in a host debt instrument
or insurance contraét by which the amount of interest or principal is indexed to
the value of equity instrumenisare not closely related to the host instrument
because the risks inherent in the host and the embedded derivative are dissimilar.

(e) Commodityindexed interest or pringh payments embedded in a host debt
instrument or insurance contrdctoy which the amount of interest or principal is
indexed to the price of a commodity (such ag @te not closely related to the host
instrument because the risks inherent in the andtthe embedded derivative are
dissimilar.

() An equity conversion feature embedded in a convertible debt instrument is not
closely related to the host debt instrument from the perspective of the holder of the
i nstrument (from t hequity cevessiondaptionpie ans pe c t
equity instrument and excluded from the scope of this Standard provided it meets
the conditions for that classification under IPSAS 28).

(@) A call, put, or prepayment option embedded in a host debt contract or host
insurance comta c t i's not closely related to tfF
exercise price is approximately equal on each exercise date to the amortized cost
of the host debt instrument or the carrying amount of the host insurance contract.

From the perspectivefahe issuer of a convertible debt instrument with an
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embedded call or put option feature, the assessment of whether the call or put
option is closely related to the host debt contract is made before separating the
element of net assets/equity under IPS&8S

(h) Credit derivatives that are embedded in a host debt instrument and allow one party
(the Abeneficiaryo) to transfer the cre
it may not own, to another party (the i
host debt instrument. Such credit derivatives allow the guarantor to assume the
credit risk associated with the reference asset without directly owning it.

AG44. An example of a hybrid instrument is a financial instrument that gives the holder a right
to put the financial instrument back to the issuer in exchange for an amount of cash or
other financial assets that varies on the basis of the change in an equity or commodity
index that may i ncrease of decrease (a i
initial recognition designates the puttable instrument as a financial liability at fair value
through surplus or deficit, it is required to separate an embedded derivative (i.e., the
indexed principal payment) under paragraph 12 because the host cantsaciebt
instrument under paragraph AG40 and the indexed principal payment is not closely
related to a host debt instrument under paragraph AG43(a). Because the principal
payment can increase and decrease, the embedded derivative isioorerivatie
whose value is indexed to the underlying variable.

AG45. In the case of a puttable instrument that can be put back at any time for cash equal to a
proportionate share of the net asset value of an entity (such as units of eandpdn
mutual fund or somaunit-linked investment products), the effect of separating an
embedded derivative and accounting for each component is to measure the combined
instrument at the redemption amount that is payable at the end of the reporting period if
the holder exercisedsiright to put the instrument back to the issuer.

AG46. The economic characteristics and risks of an embedded derivative are closely related to
the economic characteristics and risks of the host contract in the following examples. In
these examples, antéy does not account for the embedded derivative separately from
the host contract.

(& An embedded derivative in which the underlying is an interest rate or interest rate
index that can change the amount of interest that would otherwise be paid or received
on an interesbearing host debt contract or insurance contract is closely related to the
host contract unless the combined instrument can be settled in such a way that the
holder would not recover substantially all of its recognized investment or the
embedl ed derivative could at | east doubl e
contract and could result in a rate of return that is at least twice what the market return
would be for a contract with the same terms as the host contract.

(b) An embeddedldor or cap on the interest rate on a debt contract or insurance
contract is closely related to the host contract, provided the cap is at or above the
market rate of interest and the floor is at or below the market rate of interest when
the contract is isged, and the cap or floor is not leveraged in relation to the host
contract. Similarly, provisions included in a contract to purchase or sell an asset
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(e.g., a commodity) that establish a cap and a floor on the price to be paid or
received for the assetearclosely related to the host contract if both the cap and
floor were out of the money at inception and are not leveraged.

An embedded foreign currency derivative that provides a stream of principal or
interest payments that are denominated in a foreigermcy and is embedded in a

host debt instrument (e.g., a dual currency bond) is closely related to the host debt
instrument. Such a derivative is not separated from the host instrument because
IPSAS 4 requires foreign currency gains and losses on mon&taryg to be
recognized in surplus or deficit.

An embedded foreign currency derivative in a host contract that is an insurance
contract or not a financial instrument (such as a contract for the purchase or sale of a
nonfinancial item where the price is m@minated in a foreign currency) is closely
related to the host contract provided it is not leveraged, does not contain an option
feature, and requires payments denominated in one of the following currencies:

()  The functional currency of any substantial paa that contract;

(i)  The currency in which the price of the related good or service that is acquired or
delivered is routinely denominated in commercial transactions around the world
(such as the US dollar for crude oil transactions); or

(iii) A currency that isommonly used in contracts to purchase or sell non financial
items in the economic environment in which the transaction takes place (e.g., a
relatively stable and liquid currency that is commonly used in local transactions
or external trade).

An embeddedrepayment option in an interestonly or principalonly strip is
closely related to the host contract provided the host contract (i) initially resulted
from separating the right to receive contractual cash flows of a financial
instrument that, in and afself, did not contain an embedded derivative, and (ii)
does not contain any terms not present in the original host debt contract.

An embedded derivative in a host lease contract is closely related to the host
contract if the embedded derivative is (i) aflation-related index such as an
index of lease payments to a consumer price index (provided that the lease is not

| everaged and the I ndex relates to [
environment), (i) contingent rentals based on related sale§ii)ocontingent
rentals based on variable interest rates.

A unit-linking feature embedded in a host financial instrument or host insurance
contract is closely related to the host instrument or host contract if the unit
denominated payments are measuredusrent unit values that reflect the fair
values of the assets of the fund. A timking feature is a contractual term that
requires payments denominated in units of an internal or external investment fund.

A derivative embedded in an insurance contract is closely related to the host
insurance contract if the embedded derivative and host insurance contract are so
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interdependent that an entity cannot measure the embedded derivative separately
(i.e., without caxsidering the host contract).

Instruments Containing Embedded Derivatives

AG47.

AG48.

When an entity becomes a party to a hybrid (combined) instrument that contains one or
more embedded derivatives, paragraph 12 requires the entity to identify any such
embeddd derivative, assess whether it is required to be separated from the host contract
and, for those that are required to be separated, measure the derivatives at fair value at
initial recognition and subsequently. These requirements can be more compésyltor r

in less reliable measures, than measuring the entire instrument at fair value through
surplus or deficit. For that reason this Standard permits the entire instrument to be
designated as at fair value through surplus or deficit.

Such designatiomay be used whether paragraph 12 requires the embedded derivatives
to be separated from the host contract or prohibits such separation. However,
paragrapi3 would not justify designating the hybrid (combined) instrument as at fair
value through surplusraleficit in the cases set out in paragraph 12(a) and (b) because
doing so would not reduce complexity or increase reliability.

Recognition and Derecognition (paragraphs 1i6i4)

Initial Recognition (paragraph 16)

AG49.

AGS50.
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As a consequence of the principle paragraph 16, an entity recognizes all of its
contractual rights and obligations under derivatives in its statement of financial position
as assets and liabilities, respectively, except for derivatives that prevent a transfer of
financial assets from beirgccounted for as a sale (see paragraph AG64). If a transfer
of a financial asset does not qualify for derecognition, the transferee does not recognize
the transferred asset as its asset (see paragraph AG65).

The following are examples of applyitige principle in paragraph 16:

(&) Unconditional receivables and payables are recognized as assets or liabilities
when the entity becomes a party to the contract and, as a consequence, has a legal
right to receive or a legal obligation to pay cash.

(b) Assets to b acquired and liabilities to be incurred as a result of a firm commitment to
purchase or sell goods or services are generally not recognized until at least one of the
parties has performed under the agreement. For example, an entity that receives a firm
order does not generally recognize an asset (and the entity that places the order does
not recognize a liability) at the time of the commitment but, rather, delays recognition
until the ordered goods or services have been shipped, delivered or rendefiech If
commitment to buy or sell neimancial items is within the scope of this Standard
under paragraphg 8, its net fair value is recognized as an asset or liability on the
commitment date (see (c) below). In addition, if a previously unrecognized firm
commitment is designated as a hedged item in a fair value hedge, any change in the
net fair value attributable to the hedged risk is recognized as an asset or liability after
the inception of the hedge (see paragraphs 104 and 105).
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(c) A forward contract thaits within the scope of this Standard (see paragrapéy 2
is recognized as an asset or a liability on the commitment date, rather than on the
date on which settlement takes place. When an entity becomes a party to a
forward contract, the fair values ofethight and obligation are often equal, so that
the net fair value of the forward is zero. If the net fair value of the right and
obligation is not zero, the contract is recognized as an asset or liability.

(d) Option contracts that are within the scope of tBtandard (see paragraph$y
are recognized as assets or liabilities when the holder or writer becomes a party to
the contract.

(e) Planned future transactions, no matter how likely, are not assets and liabilities
because the entity has not become a paréydontract.

Derecognition of a Financial Asset (paragraphs 39)

AG51. The following flow chart illustrates the evaluation of whether and to what extent a
financial asset is derecognized.
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Consolidate all controlled entities, (including
any SpeciaPurpose Entities) [paragrapfi]1

A 4

Determine whether the derecognition principl
beow are applied to a part or all of an asset (|
group of similar assets) [paragrapj 1

Have the rights to the cash flow:

from the asset expireat been

waived? [paragraph @(a)]

Derecogrue the asset

No

Has the entity transferred its right;
to receive the cash flows from th
asset? [paragraf(a)]

No

Has the entity assumed an

obligation to pay the cash flows
from the asset that meets the

conditions in paragraph1?

Continue tarecognize
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No

Has the entity transferred
substantially all risks and

rewards? [paragra?(a)]
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rewards? [paragrag??(b)]

Continue tarecognize
the asset
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the asset? [paragragi (c)]

Derecogrue the asset
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Continue to recognise the asset to the exten
the entityds continu
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Arrangements Under Which an Entity Retains the Contractual Rights to Receive
the Cash Flows of &inancial Asset, but Assumes a Contractual Obligation to Pay
the Cash Flows to One or More Recipients (paragraph 20(b))

The situation described in paragraph 20(b) (when an entity retains the contractual rights
to receive the cash flows of tifi@ancial asset, but assumes a contractual obligation to
pay the cash flows to one or more recipients) occurs, for example, if the entity is a
special purpose entity (SPE) or trust, and issues to investors beneficial interests in the
underlying financial ssets that it owns and provides servicing of those financial assets.
In that case, the financial assets qualify for derecognition if the conditions in
paragraph2l1 and 22 are met.

In applying paragraph 21, the entity could be, for example, thenatai of the
financial asset, or it could be a group that includes a consolidated SPE that has acquired
the financial asset and passes on cash flows to unrelated third party investors.

Evaluation of the Transfer of Risks and Rewards of Ownership (paragrapl22)

Examples of when an entity has transferred substantially all the risks and rewards of
ownership are:

(&) An unconditional sale of a financial asset;

(b) A sale of a financial asset together with an option to repurchase the financial asset
at its fair \alue at the time of repurchase; and

(c) A sale of a financial asset together with a put or call option that is deeply out of
the money (i.e., an option that is so far out of the money it is highly unlikely to go
into the money before expiry).

Examples & when an entity has retained substantially all the risks and rewards of
ownership are:

(a) A sale and repurchase transaction where the repurchase price is a fixed price or
the sale price plus a |l enderdés return;

(b) A securities lending agreement;

(c) A sale of a finacial asset together with a total return swap that transfers the
market risk exposure back to the entity;

(d) A sale of a financial asset together with a deethé&money put or call option
(i.e., an option that is so far in the money that it is highly uhlit@ go out of the
money before expiry); and

(e) A sale of shorterm receivables in which the entity guarantees to compensate the
transferee for credit losses that are likely to occur.

If an entity determines that as a result of the transfer, itrhasferred substantially all

the risks and rewards of ownership of the transferred asset, it does not recognize the
transferred asset again in a future period, unless it reacquires the transferred asset in a
new transaction.
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Evaluation of the Transfer of Control

An entity has not retained control of a transferred asset if the transferee has the practical
ability to sell the transferred asset. An entity has retained control of a transferred asset if
the transferee doesot have the practical ability to sell the transferred asset. A
transferee has the practical ability to sell the transferred asset if it is traded in an active
market because the transferee could repurchase the transferred asset in the market if it
needs @ return the asset to the entity. For example, a transferee may have the practical
ability to sell a transferred asset if the transferred asset is subject to an option that
allows the entity to repurchase it, but the transferee can readily obtain tHertexhs

asset in the market if the option is exercised. A transferee does not have the practical
ability to sell the transferred asset if the entity retains such an option and the transferee
cannot readily obtain the transferred asset in the market ihthg exercises its option.

The transferee has the practical ability to sell the transferred asset only if the transferee
can sell the transferred asset in its entirety to an unrelated third party and is able to
exercise that ability unilaterally andithout imposing additional restrictions on the
transfer. The critical question is what the transferee is able to do in practice, not what
contractual rights the transferee has concerning what it can do with the transferred asset
or what contractual probitions exist. In particular:

(&) A contractual right to dispose of the transferred asset has little practical effect if
there is no market for the transferred asset; and

(b) An ability to dispose of the transferred asset has little practical effect if it cannot
be exercised freely. For that reason:

i) The transfereeos ability t o di spose

independent of the actions of others (i.e., it must be a unilateral ability); and

(i) The transferee must be able to dispose of the transferred assetitwith
needing to attach restrictive condi
conditions about how a loan asset is serviced or an option giving the
transferee the right to repurchase the asset).

That the transferee is unlikely to sell the tramsfd asset does not, of itself, mean that the
transferor has retained control of the transferred asset. However, if a put option or guarantee
constrains the transferee from selling the transferred asset, then the transferor has retained
control of the tragferred asset. For example, if a put option or guarantee is sufficiently
valuable it constrains the transferee from selling the transferred asset because the transferee
would, in practice, not sell the transferred asset to a third party without attachindga

option or other restrictive conditions. Instead, the transferee would hold the transferred asset
S0 as to obtain payments under the guarantee or put option. Under these circumstances the
transferor has retained control of the transferred asset.

Transfers that Qualify for Derecognition

An entity may retain the right to a part of the interest payments on transferred assets as
compensation for servicing those assets. The part of the interest payments that the entity
would give up upon terminatioor transfer of the servicing contract is allocated to the
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servicing asset or servicing liability. The part of the interest payments that the entity would
not give up is an interesnly strip receivable. For example, if the entity would not give up

any nterest upon termination or transfer of the servicing contract, the entire interest spread
is an interesonly strip receivable. For the purposes of applying paragraph 29, the fair
values of the servicing asset and intecgdy strip receivable are used allocate the
carrying amount of the receivable between the part of the asset that is derecognized and the
part that continues to be recognized. If there is no servicing fee specified or the fee to be
received is not expected to compensate the entityuatkdy for performing the servicing, a
liability for the servicing obligation is recognized at fair value.

AGG61. In estimating the fair values of the part that continues to be recognized and the part that
is derecognized for the purposes of applying pa@yr29, an entity applies the fair
value measurement requirements in paragraph§Zand AG101AG115 in addition
to paragraph 30.

Transfers that do not Qualify for Derecognition

AG62. The following is an application of the principle outlined in paragi@phif a guarantee
provided by the entity for default losses on the transferred asset prevents a transferred
asset from being derecognized because the entity has retained substantially all the risks
and rewards of ownership of the transferred asset, dneférred asset continues to be
recognized in its entirety and the consideration received is recognized as a liability.

Continuing Involvement in Transferred Assets

AG63. The following are examples of how an entity measures a transferred asset and the
asseiated liability under paragraph 32.

All assets

(a) If a guarantee provided by an entity to pay for default losses on a transferred asset
prevents the transferred asset from being derecognized to the extent of the
continuing involvement, the transferred asse¢tthe date of the transfer is
measured at the lower of (i) the carrying amount of the asset and (ii) the maximum
amount of the consideration received in the transfer that the entity could be
required to repay (fAthe gudiyasnnitiaye amourt
measured at the guarantee amount plus the fair value of the guarantee (which is
normally the consideration received for the guarantee). Subsequently, the initial
fair value of the guarantee is recognized in surplus or deficit on a topenion
basis (see IPSAS 9) and the carrying value of the asset is reduced by any
impairment losses.

Assets measured at amortized cost

(b) If a put option obligation written by an entity or call option right held by an entity
prevents a transferred asset froeing derecognized and the entity measures the
transferred asset at amortized cost, the associated liability is measured at its cost
(i.e., the consideration received) adjusted for the amortization of any difference
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between that cost and the amortizedt @fghe transferred asset at the expiration
date of the option. For example, assume that the amortized cost and carrying
amount of the asset on the date of the transfer is CU98 and that the consideration
received is CU95. The amortized cost of the asse¢he option exercise date will

be CU100. The initial carrying amount of the associated liability is CU95 and the
difference between CU95 and CU100 is recognized in surplus or deficit using the
effective interest method. If the option is exercised, anferdihce between the
carrying amount of the associated liability and the exercise price is recognized in
surplus or deficit.

Assets measured at fair value

(c) If a call option right retained by an entity prevents a transferred asset from being
derecognized anthe entity measures the transferred asset at fair value, the asset
continues to be measured at its fair value. The associated liability is measured at
(i) the option exercise price less the time value of the option if the option is in or
at the money, oiiif the fair value of the transferred asset less the time value of the
option if the option is out of the money. The adjustment to the measurement of the
associated liability ensures that the net carrying amount of the asset and the
associated liability ishe fair value of the call option right. For example, if the fair
value of the underlying asset is CU80, the option exercise price is CU95 and the
time value of the option is CU5, the carrying amount of the associated liability is
CU75 (CU80i1 CU5) and tle carrying amount of the transferred asset is CU80
(i.e., its fair value).

(d) If a put option written by an entity prevents a transferred asset from being
derecognized and the entity measures the transferred asset at fair value, the
associated liability is n@sured at the option exercise price plus the time value of
the option. The measurement of the asset at fair value is limited to the lower of the
fair value and the option exercise price because the entity has no right to increases
in the fair value of thdransferred asset above the exercise price of the option.
This ensures that the net carrying amount of the asset and the associated liability is
the fair value of the put option obligation. For example, if the fair value of the
underlying asset is CU12(he option exercise price is CU100 and the time value
of the option is CU5, the carrying amount of the associated liability is CU105
(CU100 + CU5) and the carrying amount of the asset is CU100 (in this case the
option exercise price).

If a collar, in the fom of a purchased call and written put, prevents a transferred asset from
being derecognized and the entity measures the asset at fair value, it continues to measure
the asset at fair value. The associated liability is measured at (i) the sum of tkercalee

price and fair value of the put option less the time value of the call option, if the call option

is in or at the money, or (ii) the sum of the fair value of the asset and the fair value of the put
option less the time value of the call optionhétcall option is out of the money. The
adjustment to the associated liability ensures that the net carrying amount of the asset and
the associated liability is the fair value of the options held and written by the entity. For
example, assume an entityrtséers a financial asset that is measured at fair value while
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simultaneously purchasing a call with an exercise price of CU120 and writing a put with an
exercise price of CU80. Assume also that the fair value of the asset is CU100 at the date of
the transér. The time value of the put and call are CU1 and CUS5 respectively. In this case,
the entity recognizes an asset of CU100 (the fair value of the asset) and a liability of CU96
[(CU100 + CUL)i CUS5]. This gives a net asset value of CU4, which is the direvof the

options held and written by the entity.

All Transfers

AG64. To the extent that a transfer of a financial asset does not qualify for derecognition, the
transferorés contractual rights or obligat
separately as derivatives if recognizing both the derivative and either the transferred
asset or the liability arising from the transfer would result in recognizing the same rights
or obligations twice. For example, a call option retained by the transfep prevent a
transfer of financial assets from being accounted for as a sale. In that case, the call
option is not separately recognized as a derivative asset.

AG65. To the extent that a transfer of a financial asset does not qualify for derecoghgion,
transferee does not recognize the transferred asset as its asset. The transferee
derecognizes the cash or other consideration paid and recognizes a receivable from the
transferor. If the transferor has both a right and an obligation to reacquirel cbritre
entire transferred asset for a fixed amount (such as under a repurchase agreement), the
transferee may account for its receivable as a loan or receivable.

Examples

AG66. The following examples illustrate the application of the derecognitioniplascof this
Standard.

(@) Repurchase agreements and securities lendiaginancial asset is sold under an
agreement to repurchase it at a fixed p
or if it is loaned under an agreement to return it to tlaasfieror, it is not
derecognized because the transferor retains substantially all the risks and rewards
of ownership. If the transferee obtains the right to sell or pledge the asset, the
transferor reclassifies the asset in its statement of financialgmpdibr example,
as a loaned asset or repurchase receivable.

(b) Repurchase agreements and securities leddasgets that are substantially the
same.If a financial asset is sold under an agreement to repurchase the same or
substantially the same asset aiaxfed pri ce or at the sal
return or if a financial asset is borrowed or loaned under an agreement to return
the same or substantially the same asset to the transferor, it is not derecognized
because the transferor retains substaptallthe risks and rewards of ownership.

(c) Repurchase agreements and securities leddimgit of substitution.If a
repurchase agreement at a fixed repurchase price or a price equal to the sale price
plus a | ender 6s r et ur n,ransactionaproddesnthel ar S
transferee with a right to substitute assets that are similar and of equal fair value to
the transferred asset at the repurchase date, the asset sold or lent under a
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repurchase or securities lending transaction is not derecogbizealise the
transferor retains substantially all the risks and rewards of ownership.

Repurchase right of first refusal at fair valtfean entity sells a financial asset and
retains only a right of first refusal to repurchase the transferred asset\atldiair

if the transferee subsequently sells it, the entity derecognizes the asset because it
has transferred substantially all the risks and rewards of ownership.

Wash sale transactiomhe repurchase of a financial asset shortly after it has been

sold issometimes referred to as a wash sale. Such a repurchase does not preclude
derecognition provided that the original transaction met the derecognition
requirements. However, if an agreement to sell a financial asset is entered into
concurrently with an agregent to repurchase the same asset at a fixed price or the
sale price plus a |l enderds return, then

Put options and call options that are deeply in the mdheaytransferred financial

asset can be called back by the transfemad the call option is deeply in the
money, the transfer does not qualify for derecognition because the transferor has
retained substantially all the risks and rewards of ownership. Similarly, if the
financial asset can be put back by the transfere¢henput option is deeply in the
money, the transfer does not qualify for derecognition because the transferor has
retained substantially all the risks and rewards of ownership.

Put options and call options that are deeply out of the ménfayancial asset that is
transferred subject only to a deep-ofithemoney put option held by the transferee
or a deep oudf-themoney call option held by the transferor is derecognized. This is
because the transferor has transferred substantially all the ridksewards of
ownership.

Readily obtainable assets subject to a call option that is neither deeply in the money
nor deeply out of the monelf an entity holds a call option on an asset that is readily
obtainable in the market and the option is neitherlgeephe money nor deeply out

of the money, the asset is derecognized. This is because the entity (i) has neither
retained nor transferred substantially all the risks and rewards of ownership, and (ii)
has not retained control. However, if the asset igaaily obtainable in the market,
derecognition is precluded to the extent of the amount of the asset that is subject to the
call option because the entity has retained control of the asset.

A not readily obtainable asset subject to a put option wriitean entity that is

neither deeply in the money nor deeply out of the moHean entity transfers a

financial asset that is not readily obtainable in the market, and writes a put option

that is not deeply out of the money, the entity neither retainstraosfers
substantially all the risks and rewards of ownership because of the written put
option. The entity retains control of the asset if the put option is sufficiently
valuable to prevent the transferee from selling the asset, in which case the asset
continues to be recognized to the exten:
(see paragraph AG64). The entity transfers control of the asset if the put option is
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not sufficiently valuable to prevent the transferee from selling the asset, in which
case the asset is derecognized.

Assets subject to a fair value put or call option or a forward repurchase agreement.
A transfer of a financial asset that is subject only to a put or call option or a
forward repurchase agreement that has an exercispurchase price equal to the

fair value of the financial asset at the time of repurchase results in derecognition
because of the transfer of substantially all the risks and rewards of ownership.

Cash settled call or put optionsn entity evaluates theansfer of a financial asset

that is subject to a put or call option or a forward repurchase agreement that will be
settled net in cash to determine whether it has retained or transferred substantially all
the risks and rewards of ownership. If the entdg hot retained substantially all the
risks and rewards of ownership of the transferred asset, it determines whether it has
retained control of the transferred asset. That the put or the call or the forward
repurchase agreement is settled net in cashnbesitomatically mean that the entity

has transferred control (see paragraphs AG59 and (g), (h) and (i) above).

Removal of accounts provisionA removal of accounts provision is an
unconditional repurchase (call) option that gives an entity the rightdaim

assets transferred subject to some restrictions. Provided that such an option results
in the entity neither retaining nor transferring substantially all the risks and
rewards of ownership, it precludes derecognition only to the extent of the amount
subject to repurchase (assuming that the transferee cannot sell the assets). For
example, if the carrying amount and proceeds from the transfer of loan assets are
CU100,000 and any individual loan could be called back but the aggregate
amount of loans thatould be repurchased could not exceed CU10,000, CU90,000

of the loans would qualify for derecognition.

Clearrup calls.An entity, which may be a transferor, that services transferred
assets may hold a cleamp call to purchase remaining transferred assben the
amount of outstanding assets falls to a specified level at which the cost of
servicing those assets becomes burdensome in relation to the benefits of servicing.
Provided that such a cleap call results in the entity neither retaining nor
transerring substantially all the risks and rewards of ownership and the transferee
cannot sell the assets, it precludes derecognition only to the extent of the amount
of the assets that is subject to the call option.

Subordinated retained interests and crgdaranteesAn entity may provide the
transferee with credit enhancement by subordinating some or all of its interest
retained in the transferred asset. Alternatively, an entity may provide the
transferee with credit enhancement in the form of a crediiagtee that could be
unlimited or limited to a specified amount. If the entity retains substantially all the
risks and rewards of ownership of the transferred asset, the asset continues to be
recognized in its entirety. If the entity retains some, busabstantially all, of the

risks and rewards of ownership and has retained control, derecognition is
precluded to the extent of the amount of cash or other assets that the entity could
be required to pay.
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(o) Total return swapsAn entity may sell a financialsaet to a transferee and enter

(P)

(@

into a total return swap with the transferee, whereby all of the interest payment
cash flows from the underlying asset are remitted to the entity in exchange for a
fixed payment or variable rate payment and any increasesctinek in the fair
value of the underlying asset are absorbed by the entity. In such a case,
derecognition of all of the asset is prohibited.

Interest rate swap&n entity may transfer to a transferee a fixed rate financial asset
and enter into an inteserate swap with the transferee to receive a fixed interest rate
and pay a variable interest rate based on a notional amount that is equal to the
principal amount of the transferred financial asset. The interest rate swap does not
preclude derecognitiorf the transferred asset provided the payments on the swap are
not conditional on payments being made on the transferred asset.

Amortizing interest rate swaps. An entity may transfer to a transferee a fixed rate
financial asset that is paid off over timedaenter into an amortizing interest rate
swap with the transferee to receive a fixed interest rate and pay a variable interest rate
based on a notional amount. If the notional amount of the swap amortizes so that it
equals the principal amount of the s#éared financial asset outstanding at any point

in time, the swap would generally result in the entity retaining substantial prepayment
risk, in which case the entity either continues to recognize all of the transferred asset
or continues to recognize theansferred asset to the extent of its continuing
involvement. Conversely, if the amortization of the notional amount of the swap is
not linked to the principal amount outstanding of the transferred asset, such a swap
would not result in the entity retang prepayment risk on the asset. Hence, it would

not preclude derecognition of the transferred asset provided the payments on the swap
are not conditional on interest payments being made on the transferred asset and the
swap does not result in the entigtaining any other significant risks and rewards of
ownership on the transferred asset.

AG67. This paragraph illustrates the application of the continuing involvement approach when
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the entitydéds continuing involvement i s

Assume an entity has a portfolio of prepayable loans whose coupon and effective interest ra
percent and whose principal amount and amortized cost is CU10,000. It enters into a transg
which, in return for a payment of CU9,115, the transfesb&ains the right to CU9,000 of ar
collections of principal plus interest thereon at 9.5 percent. The entity retains rights to CU1,00(Q
collections of principal plus interest thereon at 10 percent, plus the excess spread of 0.5 perce
remainng CU9,000 of principal. Collections from prepayments are allocated between the entity 4
transferee proportionately in the ratio of 1:9, but any defaults are deducted from this enttest of
CU1,000 until that interest is exhausted. The Yailue of the loans at the date of the transactio
CU10,100 and the estimated fair value of the excess spread of 0.5 percent is CU40.

The entity determines that it has transferred some significant risks and rewards of ownersh
significant prepaymnt risk) but has also retained some significant risks and rewards of own
(because of its subordinated retained interest) and has retained control. It therefore apq
continuing involvement approach.

To apply this Standard, the entity analy$les transaction as (a) a retention of a fully proportior
retained interest of CU1,000, plus (b) the subordination of that retained interest to provide
enhancement to the transferee for credit losses.

n
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The entity calculates that CU9,090 (90 petcerCU10,100) of the consideration received of CU9,!
represents the consideration for a fully proportionate 90 percent share. The remainder
consideration received (CU25) represents consideration received for subordinating its retained ir
provide credit enhancement to the transferee for credit losses. In addition, the excess sprea
percent represents consideration received for the credit enhancement. Accordingly, th
consideration received for the credit enhancement is CU623GUCU40).

The entity calculates the gain or loss on the sale of the 90 percent share of cash flows. Assu
separate fair values of the 90 percent part transferred and the 10 percent part retained are not a
the date of the transfer, thentity allocates the carrying amount of the asset in accordance
paragraph 30 as follows:

Estimated fair value Percentage Allocated carrying amoun
Portion transferred 9,090 90% 9,000
Portion retained 1,010 10% 1,000
Total 10,100 10,000

The entity computes its gain or loss on the sale of the 90 percent share of the cash flows by d
the allocated carrying amount of the portion transferred from the consideration received, i.e.
(CU9,090i CU9,000). The carrying amount of the portietained by the entity is CU1,000.

In addition, the entity recognizes the continuing involvement that results from the subordinatio
retained interest for credit losses. Accordingly, it recognizes an asset of CU1,000 (the maximum
of the casHlows it would not receive under the subordination), and an associated liability of CU
(which is the maximum amount of the cash flows it would not receive under the subordinatig
CU1,000 plus the fair value of the subordination of CU65). Tigyeuses all of the above informatig
to account for the transaction as follows:

Debit Credit
Original asset T 9,000
Asset recognized for subordination or the resid 1,000 T
interest
Asset for the consideration received in the form 40 T
excesspread
Surplus or deficit (gain on transfer) i 90
Liability i 1,065
Cash received 9,115 T
Total 10,155 10,155

Immediately following the transaction, the carrying amount of the asset is CU2,040 comprising C
representing the allocatelo st of the portion retained, an
continuing involvement from the subordination of its retained interest for credit losses (which inclu
excess spread of CU40).

In subsequent periods, the entity recogmnibe consideration received for the credit enhancement (CUG
a time proportion basis, accrues interest on the recognized asset using the effective interest m¢
recognizes any credit impairment on the recognized assets. As an example aérthasfatine that in th
following year there is a credit impairment loss on the underlying loans of CU300. The entity red
recognized asset by CU600 (CU300 relating to its retained interest and CU300 relating to the a
continuing involvementhat arises from the subordination of its retained interest for credit losses
reduces its recognized liability by CU300. The net result is a charge to surplus or deficit for credit img
of CU300.
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Regular Way Purchase or Sale of a Finanéaket (paragraph 40)

AG68. A regular way purchase or sale of financial assets is recognized using either trade date
accounting or settlement date accounting as described in paragraphs AG70 and AG71.
The method used is applied consistently for all purchasdssales of financial assets
that belong to the same category of financial assets defined in paragraph 10. For this
purpose assets that are held for trading form a separate category from assets designated
at fair value through surplus or deficit.

AG69. A contract that requires or permits net settlement of the change in the value of the
contract is not a regular way contract. Instead, such a contract is accounted for as a
derivative in the period between the trade date and the settlement date.

AG70. The trade date is the date that an entity commits itself to purchase or sell an asset. Trade
date accounting refers to (a) the recognition of an asset to be received and the liability to
pay for it on the trade date, and (b) derecognition of an asset thad,isesmgnition of
any gain or loss on disposal and the recognition of a receivable from the buyer for
payment on the trade date. Generally, interest does not start to accrue on the asset and
corresponding liability until the settlement date when title ggss

AG71. The settlement date is the date that an asset is delivered to or by an entity. Settlement
date accounting refers to (a) the recognition of an asset on the day it is received by the
entity, and (b) the derecognition of an asset and recognitianyfgain or loss on
disposal on the day that it is delivered by the entity. When settlement date accounting is
applied an entity accounts for any change in the fair value of the asset to be received
during the period between the trade date and the settlesae in the same way as it
accounts for the acquired asset. In other words, the change in value is not recognized for
assets carried at cost or amortized cost; it is recognized in surplus or deficit for assets
classified as financial assets at fair \athrough surplus or deficit; and it is recognized
in net assets/equity for assets classified as available for sale.

Derecognition of a Financial Liability (paragraphs 444)

AG72. A financial liability (or part of it) is extinguished when the debtoresith

(a) Discharges the liability (or part of it) by paying the creditor, normally with cash,
other financial assets, goods or services; or

(b) Is legally released from primary responsibility for the liability (or part of it) either
by process of law or by the creditor. (If the debtor has given a guarantee this
condition may still be met).

AGT73. If anissuer of a debt instrument repurchasesriktiment, the debt is extinguished even if
the issuer is a market maker in that instrument or intends to resell it in the near term.

AG74. Payment to a third party, -sobsudnog defteas
does not, by itself, radve the debtor of its primary obligation to the creditor, in the absence
of legal release.

AG75. If a debtor pays a third party to assume an obligation and notifies its creditor that the
third party has assumed its debt obligation, the debtor does nabgeiz= the debt
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obligation unless the condition in paragraph AG72(b) is met. If the debtor pays a third
party to assume an obligation and obtains a legal release from its creditor, the debtor has
extinguished the debt. However, if the debtor agrees tarpaiments on the debt to

the third party or direct to its original creditor, the debtor recognizes a new debt
obligation to the third party.

AG76. If a third party assumes an obligation of an entity, and the entity provides either no or only
nominal congleration to that third party in return, an entity applies the derecognition
requirements of this Standard as well as paragraphs 84 to 87 of BSAS

AG77. Lenders will sometimes waive their right to collect debt owed by a public sector entity,
for exampé, a national government may cancel a loan owed by a local government.
This waiver of debt would constitute a legal release of the debt owing by the borrower
to the I ender. Where an entityo0sexohdndei gat i c
transactio it applies the derecognition requirements of this Standard as well as
paragraphs 84 to 87 of IPSAS 23.

AG78. Although legal release, whether judicially or by the creditor, results in derecognition of
a liability, the entity may recognize a new liabilitfy the derecognition criteria in
paragraphs 189 are not met for the financial assets transferred. If those criteria are not
met, the transferred assets are not derecognized, and the entity recognizes a new
liability relating to the transferred assets.

AG79. For the purpose of paragraph 42, the terms are substantially different if the discounted
present value of the cash flows under the new terms, including any fees paid net of any fees
received and discounted using the original effective interest satd, least 10 percent
different from the discounted present value of the remaining cash flows of the original
financial liability. If an exchange of debt instruments or modification of terms is accounted
for as an extinguishment, any costs or fees incluaredecognized as part of the gain or
loss on the extinguishment. If the exchange or modification is not accounted for as an
extinguishment, any costs or fees incurred adjust the carrying amount of the liability and are
amortized over the remaining terrtioe modified liability.

AG80. In some cases, a creditor releases a debtor from its present obligation to make payments,
but the debtor assumes a guarantee obligation to pay if the party assuming primary
responsibility defaults. In this circumstance tledtdr:

(&) Recognizes a new financial liability based on the fair value of its obligation for the
guarantee; and

(b) Recognizes a gain or loss based on the difference between (i) any proceeds paid
and (ii) the carrying amount of the original financial liabilitgdethe fair value of
the new financial liability.
Measurement (paragraphs 4586)
NonExchange Revenue Transactions

AG81. The initial recognition and measurement of assets and liabilities resulting from non
exchange revenue transactions is dealt withPBAS 23. Assets resulting from ron
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exchange revenue transactions can arise out of both contractual asdnt@ctual
arrangements (see IPSAS 28 paragraphs AG20 and AG21). Where these assets arise out
of contractual arrangements and otherwise meet thataen of a financial instrument,

they are:

(@) Initially recognized in accordance with IPSAS 23;
(b) Initially measured:
(i) At fair value using the principles in IPSAS 23; and

(i) Taking account of transaction costs that are directly attributabléneto
acquisition of the financial asset in accordance with paragraph 45 of this
Standard, where the asset is subsequently measured other than at fair value
through surplus or deficit.

(See paragraphs IE46 to IE50 accompanying this Standard).

Initial Measurement of Financial Assets and Financial Liabilities (paragraph 45)

AG82.

AG83.

The fair value of a financial instrument on initial recognition is normally the transaction
price (i.e., the fair value of the consideration given or received, see also parsgQd).
However, if part of the consideration given or received is for something other than the
financial instrument, the fair value of the financial instrument is estimated, using a valuation
technique (see paragraphs AGIAG112). For example, the fair vauwf a longterm loan

or receivable that carries no interest can be estimated as the present value of all future cash
receipts discounted using the prevailing market rate(s) of interest for a similar instrument
(similar as to currency, term, type of intareate and other factors) with a similar credit
rating. Any additional amount lent is an expense or a reduction of revenue unless it qualifies
for recognition as some other type of asset.

If an entity originates a loan that bears annodirket inteest rate (e.g., 5 percent when the
market rate for similar loans is 8 percent), and receives-&onifee as compensation, the
entity recognizes the loan at its fair value, i.e., net of the fee it receives. The entity accretes
the discount to surplus deficit using the effective interest rate method.

Concessionary Loans

AG84.

AGSS.
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Concessionary loans are granted to or received by an entity at below market terms.
Examples of concessionary loans granted by entities include loans to developing
countries, smalfarms, student loans granted to qualifying students for university or
college education and housing loans granted to low income families. Entities may
receive concessionary loans, for example, from development agencies and other
government entities.

The granting or receiving of a concessionary loan is distinguished from the waiver of
debt owing to or by an entity. This distinction is important because it affects whether
the below market conditions are considered in the imge@bgntion or measument of

the loan rather than as part of the subsequent measurement or derecognition.
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AG90.
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The intention of a concessionary loan at the outset is to provide or receive resources at
below market terms. A waiver of debt results from loans initially graotedceived at
market related terms where the intention of either party to the loan has changed
subsequent to its initial issue or receipt. For example, a government may lend money to
a notfor-profit entity with the intention that the loan be repaid ith &m market terms.
However, the government may subsequently woftepart of the loan. This is not a
concessionary loan as the intention of the loan at the outset was to provide credit to an
entity at market related rates. An entity would treat the syulese¢ writeoff of the loan

as awaiver of debt and apply the derecognition requirements of IPSAS 29.

As concessionary loans are granted or received at below market terms, the transaction
price on initial recognition of the loan may not be its faifue. At initial recognition,

an entity therefore analyzes the substance of the loan granted or received into its
component parts, and accounts for those components using the principles in

paragraph&G88 and AG89 below.

An entity firstly assesseshgther the substance of the concessionary loan is in fact a loan, a
grant, a contribution from owners or a combination thereof, by applying the principles in
IPSAS 28 and paragraphsi%8 of IPSAS 23. If an entity has determined that the
transaction, or paof the transaction, is a loan, it assesses whether the transaction price
represents the fair value of the loan on initial recognition. An entity determines the fair
value of the loan by using the principles in AGIAG115. Where an entity cannot
determne fair value by reference to an active market, it uses a valuation technique. Fair
value using a valuation technique could be determined by discounting all future cash
receipts using a market related rate of interest for a similar loan (see AG82).

Any difference between the fair value of the loan and the transaction price (the loan
proceeds) is treated as follows:

(&) Where the loan is received by an entity, the difference is accounted for in
accordance with IPSAS 23.

(b) Where the loan is granted by antity, the difference is treated as an expense in
surplus or deficit at initial recognition, except where the loan is a transaction with
owners, in their capacity as owners. Where the loan is a transaction with owners in
their capacity as owners, for expl®, where a controlling entity provides a
concessionary loan to a controlled entity, the difference may represent a capital
contribution, i.e., an investment in an entity, rather than an expense.

lllustrative Examples are provided in paragraph 1G54 of APS23 as well as
paragraphs IE40 to IE41 accompanying this Standard.

After initial recognition, an entity subsequently measures concessionary loans using the
categories of financial instruments defined in paragraph 10.

NonExchange Revendeansactions

AGIl.

The initial recognition and measurement of assets and liabilities resulting from non
exchange revenue transactions is dealt with in IPSAS 23. Assets resulting from non
exchange revenue transactions can arise out of both contractualomedntractual
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arrangements (see IPSAS 28 paragraphs AG20 and AG21). Where these assets arise out of
contractual arrangements and otherwise meet the definition of a financial asset, they are:

(@) Initially recognized in accordance with IPSAS 23;
(b) Initially measured:
(i) At fair value using the principles in IPSAS 23; and

(i) Taking account of transaction costs that are directly attributable to the
acquisition of the financial asset in accordance with paragraph 45 of this
Standard, where the asset idbsequently measured other than at fair value
through surplus or deficit

(See lllustrative Example 6).

Valuing Financial Guarantees Issued Through a Nixchange Transaction

AG92.

AG93.

AGY4.
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Only contractual financial guarantees (or guarantees that are in substance, contractual)
are within the scope of this Standard (See AG3 and AG4 of IPSAS 28cdwractual
guarantees are not within the scope of this Standard as they do not meet thendefin

a financial instrument. This Standard prescribes recognition and measurement
requirements only for the issuer of financial guarantee contracts.

I n paragraph 10 a Afinanci al guarantee co
the issler 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
original or modi fied terms of a debt I NS
Standard, financlaguarantee contracts, like other financial assets and financial
liabilities, are required to be initially recognized at fair value. Paragrapts2 58§ this

Standard provide commentary and guidance on determining fair value and this is
complemented by Apigation Guidance in paragraphs AGI@1G115. Subsequent
measurement for financial guarantee contracts is at the higher of the amount determined

in accordance with IPSAS 9 , AProvisions, Contingent L
Asset so and t h eecognipex uless, whiem appropadte| gumulative
amortization in accordance with IPSAS, fiRevenue from Exchange

In the public sector, guarantees are frequently provided by way oExuhange
transactions, i.e., at no or nominal coesidion. This type of guarantee is provided
generally to further the entityods economi
supporting infrastructure projects, supporting corporate entities at times of economic
distress, guaranteeing the bond issoieentities in other tiers of governments and the loans

of employees to finance motor vehicles that are to be used for performance of their duties as
employees. Where there is consideration for a financial guarantee, an entity should
determine whether & consideration arises from an exchange transaction and whether the
consideration represents a fair value. If the consideration does represent a fair value, entities
should recognize the financial guarantee at the amount of the consideration. Subsequent
measurement should be at the higher of the amount determined in accordance with
IPSAS19 and the amount initially recognized, less, when appropriate, cumulative
amortization recognized in accordance with IPSAS 9. Where the entity concludes that the
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consideation is not a fair value, an entity determines the carrying value at initial recognition
in the same way as if no consideration had been paid.

AG95. At initial recognition, where no fee is charged or where the consideration is not fair
value, an entity fistly considers whether there are quoted prices available in an active
market for financial guarantee contracts directly equivalent to that entered into.
Evidence of an active market includes rec
knowledgeable Jling parties, and reference to the current fair value of another
financial guarantee contract that is substantially the same as that provided at nil or
nominal consideration by the issuer. The fact that a financial guarantee contract has
been entered intat no consideration by the debtor to the issuer is not, of itself,
conclusive evidence of the absence of an active market. Guarantees may be available
from commercial issuers, but a public sector entity may agree to enter into a financial
guarantee contca for a number of nogommercial reasons. For example, if a debtor is
unable to afford a commercial fee, and initiation of a project in fulfillment of one of the
entitydéds soci al or policy objectives woul
contract is issued, it may approach a public sector entity or government to issue a
financial guarantee contract

AG96. Where there is no active market for a directly equivalent guarantee contract; the entity
considers whether a valuation technique other thaereéson of an active market is
available and provides a reliable measure of fair value. Such a valuation technique may
rely on mathematical models which consider financial risk. For example, National
Government W guarantees a bond issue of MunicipalitAs{Municipality X has a
government guarantee backing its bond issue, its bonds have a lower coupon than if
they were not secured by a government guarantee. This is because the guarantee lowers
the risk profile of the bonds for investors. The guaranteecdedd be determined by
using the credit spread between what the coupon rate would have been had the issue not
been backed by a government guarantee and the rate with the guarantee in place. Where
a fair value is obtainable either by observation of arvactiarket or through another
valuation technique, the entity recognizes the financial guarantee at that fair value in the
statement of financial position and recognizes an expense of an equivalent amount in
the statement of financial performance. When gisinvaluation technique that is not
based on observation of an active market an entity needs to satisfy itself that the output
of any model is reliable and understandable.

AG97. If no reliable measure of fair value can be determined, either by directatise of an
active market or through another valuation technique, an entity is required to apply the
principles of IPSAS 19 to the financial guarantee contract at initial recognition. The
entity assesses whether a present obligation has arisen ag afraquéist event related
to a financial guarantee contract whether it is probable that such a present obligation
will result in a cash outflow in accordance with the terms of the contract and whether a
reliable estimate can be made of the outflow. Itasgible that a present obligation
related to a financial guarantee contract will arise at initial recognition where, for
example, an entity enters into a financial guarantee contact to guarantee loans to a large
number of small enterprises and, based @t @gperience, is aware that a proportion of
these enterprises will default.
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Subsequent Measurement of Financial Assets (paragraphs 47 and 48)

AG98.

AG99.

AG100.

If a financial instrument that was previously recognized as a financial asset is measured
at fair value ad its fair value falls below zero, it is a financial liability measured in
accordance with paragraph 49.

The following example illustrates the accounting for transaction costs on the initial and
subsequent measurement of an avaHéilesale finanal asset. An asset is acquired for
CU100 plus a purchase commission of CU2. Initially, the asset is recognized at CU102.
The end of the reporting period occurs one day later, when the quoted market price of the
asset is CU100. If the asset were sold, ansmsion of CU3 would be paid. On that date,

the asset is measured at CU100 (without regard to the possible commission on sale) and a
loss of CU2 is recognized in net assets/equity. If the availabiale financial asset has

fixed or determinable paymemntthe transaction costs are amortized to surplus or deficit
using the effective interest method. If the availdbtesale financial asset does not have
fixed or determinable payments, the transaction costs are recognized in surplus or deficit
when the aset is derecognized or becomes impaired.

Instruments that are classified as loans and receivables are measured at amortized cost
without regard to the entityo6s intention t

Fair Value Measurement Considerations (paragraphiss2()

AG101.

AG102.

AG103.
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Underlying the definition of fair value is a presumption that an entity is a going concern
without any intention or need to liquidate, to curtail materially the scale of its operations
or toundertake a transaction on adverse terms. Fair value is not, therefore, the amount
that an entity would receive or pay in a forced transaction, involuntary liquidation or
distress sale. However, fair value reflects the credit quality of the instrument.

This Standard uses the terms Abid pricebo

Acurrent offer priceo) in the cont-askt of
spreado to include only transacvaue(eg.,cost s.
for counterparty credit rdskK)smpmread.od i ncl

Active Market: Quoted Price

A financial instrument is regarded as quoted in an active market if quoted prices are
readily and regularly available from an éange, dealer, broker, industry group, pricing
service or regulatory agency, and those prices represent actual and regularly occurring
mar ket transactions on an armdés | ength ba
agreed by a willing buyer and aiw | i ng sel |l er i n an ar moés
objective of determining fair value for a financial instrument that is traded in an active
market is to arrive at the price at which a transaction would occur at the end of the
reporting period in that ingtment (i.e., without modifying or repackaging the
instrument) in the most advantageous active market to which the entity has immediate
access. However, the entity adjusts the price in the more advantageous market to reflect
any differences in counterpartyedit risk between instruments traded in that market

and the one being valued. The existence of published price quotations in an active
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market is the best evidence of fair value and when they exist they are used to measure
the financial asset or finantigbility.

AG104. The appropriate quoted market price for an asset held or liability to be issued is usually the
current bid price and, for an asset to be acquired or liability held, the asking price. When an
entity has assets and liabilities with oftsej market risks, it may use midarket prices as
a basis for establishing fair values for the offsetting risk positions and apply the bid or
asking price to the net open position as appropriate. When current bid and asking prices are
unavailable, the pre of the most recent transaction provides evidence of the current fair
value as long as there has not been a significant change in economic circumstances since
the time of the transaction. If conditions have changed since the time of the transaction
(e.g, a change in the riskee interest rate following the most recent price quote for a
government bond), the fair value reflects the change in conditions by reference to current
prices or rates for similar financial instruments, as appropriate. Simifatthg entity can
demonstrate that the last transaction price is not fair value (e.g., because it reflected the
amount that an entity would receive or pay in a forced transaction, involuntary liquidation
or distress sale), that price is adjusted. The fduevof a portfolio of financial instruments
is the product of the number of units of the instrument and its quoted market price. If a
published price quotation in an active market does not exist for a financial instrument in its
entirety, but active marke exist for its component parts, fair value is determined on the
basis of the relevant market prices for the component parts.

AG105. If a rate (rather than a price) is quoted in an active market, the entity uses that market
guoted rate as an input intovaluation technique to determine fair value. If the market
qguoted rate does not include credit risk or other factors that market participants would
include in valuing the instrument, the entity adjusts for those factors.

No Active Market: Valuation Technique

AG106. If the market for a financial instrument is not active, an entity establishes fair value by
using a valwuation technique. Valuati on t
market transactions between knowledgeable, willing parties, if alailedference to
the current fair value of another instrument that is substantially the same, discounted
cash flow analysis and option pricing models. If there is a valuation technique
commonly used by market participants to price the instrument andettatique has
been demonstrated to provide reliable estimates of prices obtained in actual market
transactions, the entity uses that technique.

AG107. The objective of using a valuation technique is to establish what the transaction price would
have been ot he measur ement date in an armbés | e
operating considerations. Fair value is estimated on the basis of the results of a valuation
technique that makes maximum use of market inputs, and relies as little as possible on
entity-specific inputs. A valuation technique would be expected to arrive at a realistic
estimate of the fair value if (a) it reasonably reflects how the market could be expected to
price the instrument and (b) the inputs to the valuation technique reasonablyent
market expectations and measures of thereskn factors inherent in the financial
instrument.
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Therefore, a valuation technique (a) incorporates all factors that market participants would
consider in setting a price and (b) is consistatit accepted economic methodologies for
pricing financial instruments. Periodically, an entity calibrates the valuation technique and
tests it for validity using prices from any observable current market transactions in the same
instrument (i.e., withoumnodification or repackaging) or based on any available observable
market data. An entity obtains market data consistently in the same market where the
instrument was originated or purchased. The best evidence of the fair value of a financial
instrument ainitial recognition, in an exchange transaction, is the transaction price (i.e., the
fair value of the consideration given or received) unless the fair value of that instrument is
evidenced by comparison with other observable current market transactitessame
instrument (i.e., without modification or repackaging) or based on a valuation technique
whose variables include only data from observable markets.

The subsequent measurement of the financial asset or financial liability and the
subsequentecognition of gains and losses shall be consistent with the requirements of
this Standard. The application of paragraph AG108 may result in no gain or loss being
recognized on the initial recognition of a financial asset or financial liability. In such a
case, IPSAS 29 requires that a gain or loss shall be recognized after initial recognition
only to the extent that it arises from a change in a factor (including time) that market
participants would consider in setting a price.

The initial acquisition or origination of a financial asset or incurrence of a financial
liability is a market transaction that provides a foundation for estimating the fair value
of the financial instrument. In particular, if the financial instrument is a debt mestru

(such as a loan), its fair value can be determined by reference to the market conditions
that existed at its acquisition or origination date and current market conditions or
interest rates currently charged by the entity or by others for similarirdghiments

(i.e., similar remaining maturity, cash flow pattern, currency, credit risk, collateral and
interest basis). Alternatively, provided there is no change in the credit risk of the debtor
and applicable credit spreads after the origination otl#e instrument, an estimate of

the current market interest rate may be derived by using a benchmark interest rate
reflecting a better credit quality than the underlying debt instrument, holding the credit
spread constant, and adjusting for the changéenbenchmark interest rate from the
origination date. If conditions have changed since the most recent market transaction,
the corresponding change in the fair value of the financial instrument being valued is
determined by reference to current prices ates for similar financial instruments,
adjusted as appropriate, for any differences from the instrument being valued.

The same information may not be available at each measurement date. For example, at
the date that an entity makes a loan or aegua debt instrument that is not actively
traded, the entity has a transaction price that is also a market price. However, no new
transaction information may be available at the next measurement date and, although
the entity can determine the general leMainarket interest rates, it may not know what

level of credit or other risk market participants would consider in pricing the instrument
on that date. An entity may not have information from recent transactions to determine
the appropriate credit spreader the basic interest rate to use in determining a discount
rate for a present value computation. It would be reasonable to assume, in the absence
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of evidence to the contrary, that no changes have taken place in the spread that existed
at the date the &m was made. However, the entity would be expected to make

reasonable efforts to determine whether there is evidence that there has been a change in

such factors. When evidence of a change exists, the entity would consider the effects of
the change in detmining the fair value of the financial instrument.

In applying discounted cash flow analysis, an entity uses one or more discount rates
equal to the prevailing rates of return for financial instruments having substantially the
same terms and chatadstics, including the credit quality of the instrument, the
remaining term over which the contractual interest rate is fixed, the remaining term to
repayment of the principal and the currency in which payments are to be made. Short
term receivables angayables with no stated interest rate may be measured at the
original invoice amount if the effect of discounting is immaterial.

No Active Market: Equity Instruments

The fair value of investments in equity instruments that do not have a quoteet mark
price in an active market and derivatives that are linked to and must be settled by
delivery of such an unquoted equity instrument (see paragraphs 48(c) and 49) is reliably
measurable if (a) the variability in the range of reasonable fair value estimatet
significant for that instrument or (b) the probabilities of the various estimates within the
range can be reasonably assessed and used in estimating fair value.

There are many situations in which the variability in the range of reasom@ablaliie
estimates of investments in equity instruments that do not have a quoted market price
and derivatives that are linked to and must be settled by delivery of such an unquoted
equity instrument (see paragraphs 48(c) and 49) is likely not to b&caghi Normally

it is possible to estimate the fair value of a financial asset that an entity has acquired
from an outside party. However, if the range of reasonable fair value estimates is
significant and the probabilities of the various estimates caimotasonably assessed,

an entity is precluded from measuring the instrument at fair value.

Inputs to Valuation Techniques

An appropriate technique for estimating the fair value of a particular financial instrument
would incorporate observable matkdata about the market conditions and other factors
that are |likely to affect the instrument
will be based on one or more of the following factors (and perhaps others).

(&) The time value of money (i.a@nterest at the basic or rigkee rate) Basic interest
rates can usually be derived from observable government bond prices and are
often quoted in financial publications. These rates typically vary with the expected
dates of the projected cash flowsrajca yield curve of interest rates for different
time horizons. For practical reasons, an entity may use saaedipted and readily
observable general market rate, such as a swap rate, as the benchmark rate. (If the
rate used is not the ridkee interestate, the credit risk adjustment appropriate to
the particular financial instrument is determined on the basis of its credit risk in
relation to the credit risk in this benchmark rate). In some countries, the central
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government 6s b on dcant erediyriskcaad may noaprogde@n i f i
stable benchmark basic interest rate for instruments denominated in that currency.
Some entities in these countries may have a better credit standing and a lower
borrowing rate than the central government. In suclase,cbasic interest rates

may be more appropriately determined by reference to interest rates for the
highest rated corporate bonds issued in the currency of that jurisdiction.

(b) Credit risk.The effect on fair value of credit risk (i.e., the premium dierbasic
interest rate for credit risk) may be derived from observable market prices for
traded instruments of different credit quality or from observable interest rates
charged by lenders for loans of various credit ratings.

(c) Foreign currency exchange qebs. Active currency exchange markets exist for
most major currencies, and prices are quoted daily in financial publications.

(d) Commodity pricesThere are observable market prices for many commodities.

(e) Equity prices.Prices (and indexes of prices) of tradeguity instruments are
readily observable in some markets. Present value based techniques may be used
to estimate the current market price of equity instruments for which there are no
observable prices.

() Volatility (i.e., magnitude of future changes ingariof the financial instrument or
other item).Measures of the volatility of actively traded items can normally be
reasonably estimated on the basis of historical market data or by using volatilities
implied in current market prices.

(g) Prepayment risk and sender risk.Expected prepayment patterns for financial
assets and expected surrender patterns for financial liabilities can be estimated on
the basis of historical data. (The fair value of a financial liability that can be
surrendered by the counterpagnnot be less than the presealue of the
surrender amouritsee paragraph 52).

(h) Servicing costs for a financial asset or a financial liabiftgsts of servicing can
be estimated using comparisons with current fees charged by other market
participants If the costs of servicing a financial asset or financial liability are
significant and other market participants would face comparable costs, the issuer
would consider them in determining the fair value of that financial asset or
financial liability. Itis likely that the fair value at inception of a contractual right
to future fees equals the origination costs paid for them, unless future fees and
related costs are out of line with market comparables.

Gains and Losses (paragraphsi 64)

AG116. An entity applies IPSAS 4 to financial assets and financial liabilities that are monetary
items in accordance with IPSAS 4 and denominated in a foreign currency. Under IPSAS 4,
any foreign exchange gains and losses on monetary assets and monetary liabilities are
recognized in surplus or deficit. An exception is a monetary item that is designated as a
hedging instrument in either a cash flow hedge (see paragraphkl2p6r a hedge of a
net investment (see paragraph 113). For the purpose of recognizing foreigngexghins
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and losses under IPSAS 4, a monetary avatfaplsale financial asset is treated as if it
were carried at amortized cost in the foreign currency. Accordingly, for such a financial
asset, exchange differences resulting from changes in amartsedire recognized in
surplus or deficit and other changes in carrying amount are recognized in accordance with
paragraph 64(b). For availadiar-sale financial assets that are not monetary items under
IPSAS 4 (e.g., equity instruments), the gain os |zt is recognized directly in net
assets/equity under paragraph 64(b) includes any related foreign exchange component. If
there is a hedging relationship between a-ahkemvative monetary asset and a on
derivative monetary liability, changes in thedign currency component of those financial
instruments are recognized in surplus or deficit.

Impairment and Uncollectibility of Financial Assets (paragraphs®j

AG117.

AG118.

AG119.

AG120.

Financial Assets Carried at Amortized Cost (paragraphs 7274)

Impairment of ginancial asset carried at amortized cost is measured using the financial
instrumentdos original effective interest
rate of interest would, in effect, impose fair value measurement on financial assets that
areotherwise measured at amortized cost. If the terms of a loan, receivable-to-held
maturity investment are renegotiated or otherwise modified because of financial
difficulties of the borrower or issuer, impairment is measured using the original
effectiveinterest rate before the modification of terms. Cash flows relating totehort
receivables are not discounted if the effect of discounting is immaterial. If a loan,
receivable or heldo-maturity investment has a variable interest rate, the discount rat

for measuring any impairment loss under paragraph 72 is the current effective interest
rate(s) determined under the contract. As a practical expedient, a creditor may measure
impairment of a financial asset carried at amortized cost on the basis af arvriru me nt 6
fair value using an observable market price. The calculation of the present value of the
estimated future cash flows of a collateralized financial asset reflects the cash flows that
may result from foreclosure less costs for obtaining and getie collateral, whether

or not foreclosure is probable.

The process for estimating impairment considers all credit exposures, not only those of
low credit quality. For example, if an entity uses an internal credit grading system it
considers all edit grades, not only those reflecting a severe credit deterioration.

The process for estimating the amount of an impairment loss may result either in a single
amount or in a range of possible amounts. In the latter case, the entity recognizes an
impairment loss equal to the best estimate within the range taking into account all relevant
information available before the financial statements are issued about conditions existing at
the end of the reporting period (paragraph 47 of IPSAS 19 contautsngai on how to
determine the best estimate in a range of possible outcomes).

For the purpose of a collective evaluation of impairment, financial assets are grouped on
the basis of similar credit risk characteristics that are indicative of the debté a b i | i
pay all amounts due according to the contractual terms (e.g., on the basis of a credit risk
evaluation or grading process that considers asset type, industry, geographical location,
collateral type, pasiue status and other relevant fastpThe characteristics chosen
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are relevant to the estimation of future cash flows for groups of such assets by being
indicative of the debtorsdé ability to pay
terms of the assets being evaluated. However pagsabilities and other loss statistics

differ at a group level between (a) assets that have been individually evaluated for
impairment and found not to be impaired and (b) assets that have not been individually
evaluated for impairment, with the resulatta different amount of impairment may be

required. If an entity does not have a group of assets with similar risk characteristics, it

does not make the additional assessment.

AG121. Impairment losses recognized on a group basis represent an interipestipg the
identification of impairment losses on individual assets in the group of financial assets
that are collectively assessed for impairment. As soon as information is available that
specifically identifies losses on individually impaired asse® gnoup, those assets are
removed from the group.

AG122. Future cash flows in a group of financial assets that are collectively evaluated for
impairment are estimated on the basis of historical loss experience for assets with credit
risk characteristicsimilar to those in the group. Entities that have no espscific
loss experience or insufficient experience, use peer group experience for comparable
groups of financial assets. Historical loss experience is adjusted on the basis of current
observabledata to reflect the effects of current conditions that did not affect the period
on which the historical loss experience is based and to remove the effects of conditions
in the historical period that do not exist currently. Estimates of changes in faglre c
flows reflect and are directionally consistent with changes in related observable data
from period to period (such as changes in unemployment rates, property prices,
commodity prices, payment status or other factors that are indicative of incurresl loss
in the group and their magnitude). The methodology and assumptions used for
estimating future cash flows are reviewed regularly to reduce any differences between
loss estimates and actual loss experience.

AG123. As an example of applying paragraph AG1a8@ entity may determine, on the basis of
historical experience, that one of the main causes of default on loans is the death of the
borrower. The entity may observe that the death rate is unchanged from one year to the
next. Nevertheless, some of theb@wer s i n the entityds grou
in that year, indicating that an impairment loss has occurred on those loans, even if, at
the yearend, the entity is not yet aware which specific borrowers have died. It would be
appropriate for an impaime nt |l oss to be recognized f.
reportedo | osses. However, it would not b
for deaths that are expected to occur in a future period, because the necessary loss event
(the death of the bawwer) has not yet occurred.

AG124. When using historical loss rates in estimating future cash flows, it is important that
information about historical loss rates is applied to groups that are defined in a manner
consistent with the groups for which thetbrscal loss rates were observed. Therefore,
the method used should enable each group to be associated with information about past
loss experience in groups of assets with similar credit risk characteristics and relevant
observable data that reflect currennditions.
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AG125. Formulabased approaches or statistical methods may be used to determine impairment
losses in a group of financial assets (e.g., for smaller balance loans) as long as they are
consistent with the requirements in paragrapisg4zand AQ20' AG124. Any model
used would incorporate the effect of the time value of money, consider the cash flows
for all of the remaining life of an asset (not only the next year), consider the age of the
loans within the portfolio and not give rise to an impant loss on initial recognition
of a financial asset.

Interest Revenue after Impairment Recognition

AG126. Once a financial asset or a group of similar financial assets has been written down as a
result of an impairment loss, interest revenue is thereadt®gnized using the rate of
interest used to discount the future cash flows for the purpose of measuring the
impairment loss.

Hedging (paragraphs 80113)
Hedging Instruments (paragraphsi®b)
Qualifying Instruments (paragraphs 81 and 82)

AG127. The mtential 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 itemfdrbee
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 liabilitgoritrast, 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.

AG128. A heldto-maturity investment carried at amortized cost may be designated as a hedging
instrument in a hedge of foreign currency risk.

AG129. An investment in an unquoted equity instrument that is not carried at fair value because
its fair value cannot be Irably measured or a derivative that is linked to and must be
settled by delivery of such an unquoted equity instrument (see paragraphs 48(c) and 49)
cannot be designated as a hedging instrument.

AG130.An entityds own equi t yasset:nos financianiabilites ofthe e n o
entity and therefore cannot be designated as hedging instruments.

Hedged items (paragraphsi8¥4)
Qualifying items (paragraphs 87 89)

AG131. A firm commitment to acquire an entity or an integrated set of activities ientity
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.
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AG132. An equity method investment caririe a hedged item in a fair value hedge because the
equity method recognizes in surplus or d e
surplus or deficit, rat her than changes |
reason, an investment in a sofidated controlled entity cannot be a hedged item in a
fair value hedge because consolidation recognizes in surplus or deficit the controlled
entitydéds surplus or deficit, rather than ¢
a net investment ia 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.

AG133. 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 transactiorh@nd t
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 econentity 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 iated rexternal
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 purchagsegemtories
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
corstructed 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.

AG134.I1f a hedge of a forecast transaction wwitlthe 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 in the
same period or periods during which the foreagirrency risk of the hedged transaction
affects consolidated surplus or deficit.

AG135 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 variaie $aded
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 desigrateariability 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 eBskndo include the
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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 @derate 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 allhef tash 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 liabijitwhose 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.ifyhe ent
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 originaes iaatiex
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 asdetieased 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 thdfethiigeeyield,

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 maturgy GU100).

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:

(&) All of the cash flows of a financial instrument may be designated for casloflo
fair value changes attributable to some (but not all) risks; or

(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
Aporti ono flawg of thé Bnanciah imdtrument 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 instrumewlt,changes in the cash
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flows or fair value of the entire financial instrument arising from changes in the
designated risks and portions must be reliably measurable. For example:

(@) For a fixed rate financial instrument hedged for changes in fair attiiieutable to
changes in a riskee or benchmark interest rate, the Hfige or benchmark rate is
normally regarded as both a separately identifiable component of the financial
instrument and reliably measurable.

(b) Inflation is not separately identifiabland 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 therg 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 NonFinancial Iltems as Hedged lems (paragraph 92)

Changes in the price of an ingredient or component of afinancial asset or nen
financial liability generally do not have a predictable, separately measurable effect on
the price of the item that is comparable to the effecs@y, a change in market interest
rates on the price of a bond. Thus, a-fioancial asset or nefinancial 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 instrunaamd 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 providalll 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 thedgeng 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).tHere is a valid statistical relationship between

the two variables (i.e., between the unit prices of Brent Crude oil and Light Sweet
Crude oil), the slope of the regression line can be used to establish the hedge ratio that
will maximize expected effeateness. 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 inefféceness 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 andatieed
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 ynaisg as the
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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 Husatesignation 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 commitmettt 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 theerfipurchase commitment of CU100.

Hedge Accounting (paragraphsi9blL3)

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
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 inést 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 vaboerdingly, 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
A hedge is regarded aghiy 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 in fair value or cash flows
attributable to the hedgedski 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 pasacges 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 otlagr ahe 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 rangeidZ®percent. For example,
if actual results are such that the loss on the hedging instrument is @od 20e
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 hjhly effective.
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Effectiveness is assessed, at a minimum, at the time an entity prepares itdirzamzial
statements.

This Standard does not specify a single method for assessing hedge effectiveness. The
method an entity adopts fassessing hedge effectiveness depends on its risk management
strategy. For example, if the entityods ris
hedging instrument periodically to reflect changes in the hedged position, the entity needs

to demomstrate 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
met hods for different types of ihgetdategys . An
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
instrumentds time value is excluded.

If an entity hedges less thd 00 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 degated 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 habaity, 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 into and afterwaodsexample, 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 hedgitrgment 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:

(@) The forward contract is for the purchase of the same quantity of the same
commodity atlhe 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 recogmzedrplus 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 wold 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

thefarvd ue of the derivative is attributable
To qualify for hedge accounting, the hedge must relate to a specific identified and

designated risk, and not merely to tyhe ent
affect the entityébés surplus or deficit. A



AG152.

AG153.

AG154.

AG155.

AG156.

AG157.

FINANCIAL INSTRUMENTS: RECOGNITION AND MEASUREMENT

or the risk of legislative changes relating to the rehabilitation of damage to the environment
is not eligible for hedge accounting; effectiveness cannatdssured 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 opon 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 onaided risk of a forecast transaction, if the principal terms of the forecast
transction 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. Thids because the premium paid for the option includes time value and, as stated
in paragraph AG135, a designated -sied risk does not include the time value of an
option. Therefore, in this situation, there will be no offset between the cash flowsyredati

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 tigeretst 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 effectrgsns 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 dgisated as a fair value hedge. Nor does the variable interest
rate on an interediearing asset or liability need to be the same as the variable interest
rate on a swap designated as a cash flow
settlements. fie 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 amhich 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 bedothe event or change in circumstances occurred, the entity
discontinues hedge accounting from the date of the event or change in circumstances.

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

For a fair value hedge of intesterate 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 iri (B)and paragraphs AG1b8G175 below.

(@) 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 moréjpost
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(e.g., the entity may group its availalbbe-sale assets into a separate portfolio), in
which case it applies the guidance below to each portfolio separately.

The entity analyses the portfolio into repricing time periods based on expected,
rather han 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 uhtiepricing 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 theount 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 coud be
portion of the interest rate risk in each of the items in the hedged position, such as
a benchmark interest rate (egswap rate).

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

Using the designations made ini(@) 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 héslge(@s
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 usegnthei t y 6 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 paragd@pi e

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 redieto 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 associatdédanportfolio of financial assets
or financial liabilities.

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 Ltsed 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.
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AG160. In applying paragraph AG157(b), the entity determines the expected repricing date of
an item aghe 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 nespatifjc
experience or insufficient experience use peer group experience for comparable
financial nstruments. 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 toratasket
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 accordantdgewith
entityds risk management procedures and otk

AG161. 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 & CU80 and decides to hedge all of the net position of CUZ20, 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
gualifying assets roliabilities, i.e., in this example any amount of the assets between
CUO and CU100) . The designation i s expres
amount of dollars, euro, pounds or rand) rather than as individual assets. It follows that
all of theassets (or liabilities) from which the hedged amount is diawe, all of the
CU100 of assets in the above exaniptaust be:

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

(b) Items that could have qualifiedrféair value hedge accounting if they had been
designated as hedged individually. In particular, because paragraph 52 of the
Standard specifies that the fair value of a financial liability with a demand feature
(such as demand deposits and some typesnaf tieposits) 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 item cannot qualify for fair value hedge accounting
for any time period beyond the shortest period in whichhibider 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
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these other liabilities. For example, assume that an entity estimates that in a
particular repricing tira period it has fixed rate liabilities of CU100, comprising
CU40 of demand deposits and CUG60 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 hedgei liabilities of CU30 or 50 percent (CU30 /
(CU100- CU40) = 50 percendf 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 lged of interest rate risk, this designation and
documentation specifies the entityds polic
the amount that is hedged and how effectiveness is measured, including the following:

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

(b) How the entity estimates repricing dates, including what interest rate assumptions
underlie estimates of prepayment rades 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.

(c) The number and duration of regirig time periods.

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

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

(H When the entity tests effectiveness using the method described in paragraph
AG169(b), whether the entity will test effectivenessdach repricing time period
individually, for all time periods in aggregate, or by using some combination of
the two.

The policies specified in designating and documenting the hedging relationship shall be

in accordance with t prozcedass tind bbyeétiges. Chaggks inma n a ¢
policies shall not be made arbitrarily. They shall be justified on the basis of changes in
mar ket conditions and other factors and b
risk management procedures and objestive

AG163. 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 derivativgscoraain
offsetting risk positions. However, it may not include written options or net written
options, because paragraph 86 of the Staraladdparagraph AG127 do not permit such
options to be designated as hedging instruments (except when a written ispti
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

92



AG164.

AG165.

AG166.

AG167.

FINANCIAL INSTRUMENTS: RECOGNITION AND MEASUREMENT

allocated to all of the time periods that it hedges. However, the whole bktgng
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 8asls 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 ,itpravided 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 basise{pected, 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 t 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 datéisat (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.,
charges 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 tolglee nhisk. If

there is uncertainty about the factor 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, tf@nge 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
attributale 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 repricingenoe 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 withintiesilThese 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
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change in the fair value of the hedging derivative. Such a difference may arise for a
number of reasons, including:

(@)

(b)
(€)

(d)

Actual repricing dates being different from those expeate@xpected repricing
dates being revised,;

Items in the hedged portfolio becoming impaired or being derecognized;

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

Other causes (e.g., when a few of the hedged itemgriteast 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 miaiey considerations in other IPSASS)
shall be identified and recognized in surplus or deficit.

Generally, the effectiveness of the hedge will be improved:

(@)

(b)

(€)

(d)

If the entity schedules items with different prepayment characteristics in a way
thattakes account of the differences in prepayment behavior.

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

When the repricing time periods used are narrower (emgrith as opposed te 3
month repricing time periods). Narrower repricing tiperiods 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
adjused 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 andxthét s@all calculate the
amount of effectiveness either:

94

(@)

(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 changeasthe 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:

() 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.
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(i)  Applies this percentage to its revised estimate of theuatrio 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 setasut 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)).

AG170. When measuring effectiveness, thetity 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 (otherh&n 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)(ii)) and hence when measurirfieetiveness. Once ineffectiveness has been
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 lagtsted 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.

AG171. Items that were originallycheduled into a repricing time period may be derecognized
because of earlier than expected prepayment or-affitsecaused by impairment or sale.
When this occurs, the amount of change in fair value included in the separate line item
referred to in paragpl 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)nto 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 cabe 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 containinghe derecognized item on a systematic and rational basis if the item
was sold or became impaired.

AG172.In addition, any amount relating to a particular time period that has not been
derecognized when the time period expires is recognized in surpludi@t aethat
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 waasaat 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,i€darecognized from
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the statement of financial position and recognized in surplus or deficit. CU8 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 aabsariparagraph AG157(Q).

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 CUiIfi0 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 papgAG157(g) that relates to the

first time period is removed from 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 thedehssets

(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 ap@ach set out in paragraphs AG13G174 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 )12ftt 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 AGA&YL74 prospectively to subsequent
accounting periods.
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Appendix B

Reassessment of Embedded Derivatives
This appendix is an integral part of IPSAS 29.
Introduction

BlL. | PSAS 29 paragraph 11 describes an embedde
(combined) instrument that also includes a-derivative host contragtwith the effect that
some of the cash flows of the combined instrument vary in a way similar to sakiaad
derivative. o0

B2. IPSAS 29 paragraph 12 requires an embedded derivative to be separated from the host
contract and accounted for as a derivatiyanid only if:

(@) The economic characteristics and risks of the embedded derivative are not closely
related to the economic characteristics and risks of the host contract;

(b) A separate instrument with the same terms as the embedded derivative would meet
the ddinition of a derivative; and

(c) The hybrid (combined) instrument is not measured at fair value with changes in fair
value recognized in surplus or deficit (i.e., a derivative that is embedded in a financial
asset or financial liability at fair value throughrplus or deficit is not separated).

B3. IPSAS 29 requires an entity, when it first becomes a party to a contract, to assess whether any
embedded derivatives contained in the contract are required to be separated from the host
contract and accounted fas derivatives under the Standard. This appendix addresses whether:

(@) IPSAS 29 requires such an assessment to be made only when the entity first becomes
a party to the contract, ortiie assessment should be reconsidered throughout the life
of the contact.

(b) A first-time adopter makes its assessment on the basis of the conditions that existed
when the entity first became a party to the contract, or those prevailing when the
entity adopts this Standard for the first time.

B4. This appendix applies @l embedded derivatives within the scope of IPSAS 29 except the
acquisition of contracts with embedded derivatives in an entity combination or their
possible reassessment at the date of acquisition.

Application of IPSAS 29 to the Reassessment of EmbedtiBerivatives

B5. An entity shall assess whether an embedded derivative is required to be separated from the
host contract and accounted for as a derivative when the entity first becomes a party to the
contract. Subsequent reassessment is prohibited uhkgsis either (a) a change in the
terms of the contract that significantly modifies the cash flows that otherwise would be
required under the contract or (b) reclassification of a financial asset out of fair value
through surplus or deficit category, which cases an assessment is required. An entity
determines whether a modification to cash flows is significant by considering the extent to
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which the expected future cash flows associated with the embedded derivative, the host
contract or both have chased) and whether the change is significant relative to the
previously expected cash flows on the contract.

The assessment whether an embedded derivative is required to be separated from the host
contract and accounted for as a derivative on reclassificat a financial asset out of the fair

value through surplus or deficit category in accordance with paragraph B5 shall be made on the
basis of the circumstances that existed when the entity first became a party to the contract.

On first time adoptin of IPSAS 29, an entity shall assess whether an embedded derivative
is required to be separated from the host contract and accounted for as a derivative on the
basis of the conditions that existed at the later of the date it first became a party to the
contract and the date a reassessment is required by paragraph B5.
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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

C1l. Many reporting entities have investmeirtsforeign operations (as defined in IPSAS 4,

C2.

C3.

C4.

C5S.

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 asehcurrency 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

asseés/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 statemats. This will be the case for consolidated financial statements, financial

statements in which investments are accounted for using the equity method, and financial

statements in which venturersod interests

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 requies the designation of an eligible hedged item and eligible hedging

instruments in a hedge accounting relationship. If there is a desighated hedging
relationship, in the case of a net investment hedge, the gain or loss on the hedging

instrument that is detmined 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 appentk 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 acgount

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 tendéity that has a net
investment in a foreign operation that is a joint venture, an associate or a branch.

This appendix provides guidance on:

(@)

Identifying the foreign currency risks that qualify as a hedged risk in the hedge of a net

investment in adreign 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 arisinfom a difference between the functional
currencies of the controlling entity and its foreign operation, or whether it may
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also designate as the hedged risk the foreign exchange differences arising from
the difference between the presentation currency 6fe contr ol I i ng
consolidated financial statements and the functional currency of the foreign
operation; and

(i) If the controlling entity holds the foreign operation indirectly, whether the hedged
risk may include only the foreign exchange differeranesing 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 operatioramaynd
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).

(b) Where in an economientity the hedging instrument can be held. It specifically
addresses:

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

(i) This appendix also addresses where, withim 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 estadited 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.

(c) How an entity should determine what amounths gain or loss recognized in net
assets/equity should be recognized directly in 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 reladitgth 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 recognimesttly 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 entityés foreign caldgngency t
instrument and of that foreign operation should be recognized in surplus or deficit
in the controlling entityd6s consolidate

(i)  Whether the method of consolidation affects the determination of the amounts
to be recognized irusplus or deficit.
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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. Hedge accounting may be applied only to the fpreixchange differences arising between the
functional currency of the foreign operation

C7. In a hedge of the foreign currency risks arising from a net investment in a foreign
operation, the hedged iterarcbe 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 foreigatiopend that
accounting has been mai nt ai ned i n t he co
statements.

C8. The hedged risk may be designated as the foreign currency exposure arising between the
functional currency of the foreign operation and thecfional 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 econanrisk arising from the foreign currency exposure to the
ultimate controlling entity.

C9. 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 finanetdngtnts.
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 ifédr 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 cbimigoentity. However, if it is not
maintained by the higher level controlling entity, the hedge accounting applied by the
|l ower | evel controlling entity must be reve
hedge accounting is recognized.

Wherethe Hedging Instrument can be Held

C10. A derivative or a notterivative 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 hedgimgrument(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 toetinvestment hedge are satisfied. In particular, the
hedging strategy of the economic entgigould be clearly documented because of the
possibility of different designations at different levels of the economic entity.
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C11. For the purpose of assessinggefiveness, 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 assessmeffeativeness 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 indkd 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 instrumtra &mount that
IPSAS 29 paragraph 113 requires to be identified. That amount is the cumulative gain or
loss on the hedging instrument that was determined to be an effective hedge.

C13.The amount recognized in surplus or deficit upon transfer from dreigh 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
t he amount i ncl uded i nigntcdiranty translationrresérde iinn g e r
respect of that foreign operation. I n the
statements, the aggregate net amount recognized in the foreign currency translation reserve
in respect of all foreign operatis is not affected by the consolidation method. However,
whether the ultimate controlling entity uses the direct or the-lstegtep method of
consolidation, this may affect the amount included in its foreign currency translation
reserve in respect of amdividual foreign operation.

C14.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 stepy-step methods 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 contiting entity (or the presentation currency if different).

C15. The use of the stelpy-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 maybe 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
shouldbe followed consistently for all net investments.
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Example

C16. The following example illustrates the application of the preceding paragraphs using the
entity structure illustrated below. In all cases the hedging relationshspsibd 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 eur& RE Each of the controlled
entities i.e., 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 tH&9E million equivalent of
Controlled Entity B6és US$300 million net i
currency US dollars (USD)) . I n other words,
investment in Controlled Entity C are £341 million.

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)
A\ 4

Controlled Entity C
Functional currency USD

Nature of Hedged Risk for which a Hedging Relationship may be Designated (pardg8afiss

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 functmmaéncies (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 consolidatedafmcial 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 foregxchange 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.
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Amount of Hedged item for which a Hedging Relationship mBebignated (paragraphS6i C9)

C18. 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 BnA at the start of the reporting period
are ¥400,000 million including the proceeds of the external borrowing of US$300 million.

C19.The hedged item can be an amount of net assets equal to or less than the carrying amount
of Contr ol | i nnyestlBent in CowptrollBdOENtity lCe(WS$I00 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/USDpst 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/USDforeign exchange difference on the US$300 million net investment in
Controlled Entity C are included in the foreign currency translation reserve in Controlling
Entity D6s consolidated financial statement

C20. 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 Db6s consolidated financi

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

. 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 dsignate 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 millim external borrowing in Entity A would instead be recognized in
Controlled Entity DO6s consolidated financi a

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

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

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

C21.Controlling Entity D cannot designate the US$300 million external borrowing in
ControlledEntity 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 aply 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 (pgiag@10 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 directlyngt assets/equity (EUR/JPY spot risk)
in Controlling Entity D6 s consolidated fi|
accounting. Both amounts are included for the purpose of assessing the effectiveness of the
hedge designated in paragraph C19 becdlnsechange 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 docurnagion. The method of consolidation (i.e., direct method
or stepby-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 (para@aphs
and C13)

C23. When Controlled Entity C is disposed of, the amounts are recognized in surplus or deficit
in Controlling Entity DO6s consolidated fi né
currency translation reserve (FCTR) are:

(@) In respect of the US$300 million extal 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 entityds consolidation
direct method, its FCTR in respect of Controlled Entity C will be determined directly
by the BJR/USD foreign exchange rate. If Controlling Entity D uses the-lsyegtep
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,
translatedto Contol | i ng Entity D6és functional cur
exchange rate. Cont r o lbly-step methBchof donsglidadd s u s €
in prior periods does not require it to or preclude it from determining the amount of
FCTR to be recognéd 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.

Hedging More Than One Foreign Operation (paragraphs C7, C9, angl C11

C24.The following examples Iillustrate 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 BCaridlo matter
how the hedges are designated, the maximum amounts that can be effective hedges to be
included in the foreign currency transl atic
financial statements when both foreign operations are hedged S$800 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 1in
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deficit. Of course, it would be possible for Controlling BntD 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 wishio 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 sterlgnthat 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:

(@ US$300 milliom 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 hedgingnstrument 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 desigrihties 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 heddg&00 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 Contr ol | lechEntityECnigai t y DG
di fferent risk from the EUR/GBP risk from
Controlled Entity B. However, in the case described in paragraph C25(a), by its designation

of the USD hedging instrument it holds, Controlling Entity 3 biready 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 invesnt, representing the GBP equivalent

of its USD net investment in Controlled Entity C, would be hedged twice for GBP/EUR
risk in Controlling Entity D6s consolidated

In the case described in paragraph C25(b), if Controlling EBtitlesignates 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 Entity6 3 foreign cur
translation reserve relating to Controlled Entity C. The remainder of the change (equivalent
to the GBP/EUR <change on A159 million) i
consolidated surplus or deficit, as in paragraph C20. Becausedetignation 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 exdeexposure (GBP/EUR)

between Controlling Entity D and Controlled Entity B.
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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 By an interentity loan denominated in

pounds sterling. Because both its assets and liabilities increased by £159 million,
Controlled Entity BOoSsS net assets are wuncha
external debt as a hedge of the GBP/USD wisits net investment in Controlled Entity C

in its consolidated financial statements. Controlling Entity D could maintain Controlled
Entity BO0s designation of that hedging 1ins
investment in Controlled Entity Gor 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 besas essed by reference to Contr
currency (pounds sterling) and the second hedge, designated by Controlling Entity D,
would be assessed by reference to Controllli

case,onlythe GBP/U5 ri sk from Controlling Entity D¢
Entity C has been hedged in Controlling En
the USD hedging instrument, not the entire EUR/USD risk. Therefore, the entire EUR/GBP

risk fromControl i ng Entity D6s A500 million net in
be hedged in the consolidated financial statements of Controlling Entity D.

However, the accounting for Controlled Ent.i
Entty Bmustal so be considered. I f Controlling En

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 trgrislatin
would be included in Controlling Entity DO
million | oan payable to Controlled Entity B
investment, that net investment would be only £341 million and treuairControlling

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 Entiy 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 comp
functional currency (euro). Consequently, both the USD/GBP change in value of the
externd borrowing held by Controlled Entity B and the GBP/EUR change in value of
Controlling Entity D6s | oan payable to Con
total) would be included in the foreign currency translation reserve in Controlling Entity

D 6 sonsdlidated 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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Amendments toOther IPSASs

Appendix D

The references to Arelevant international or
recognition and measur ement of financi al I N
AFi nanci al Il nstrumdedsur Rmemtgdiitn otnhanfdo!l | owi
(@) | PSAS 1, APresentation of Financi al Statem
(b) | PSAS 4, ARnThe Effects of Changes in Foreig
and 61(a)
(©) | PSAS 6, AConsolidated aent sSe pmarad er &dpmanz
and 1G8
(d) | PSAS 7, Al nvestments in Associateso parag
(e) | PSAS 8, Al nterests in Joint Ventureso par
() | PSAS 9, AfnRevenue from Exchange Transactio
(9) IPSAS2 1, Al mpai rCagvbenef aNomg AssetsoO paragra
(h) | PSAS 26, Al mp&enmeat i o Basktso paragraph
IPSAS4 | AThe Effects of Changes in Foreign Exch
Paragraph 5is amended as follows:
5. This Standard doesot apply to hedge accounting for foreign currency items, including

the hedglng of a net mvestment in a forelgn operaﬂ@%erelmgly—e%ﬂes—may—apply

IPSA829 nFlnanC|aI Instruments: Recoqnltlon
accounting.
| PSAS 6, AConsolidated and Separate Financi al
Paragraph 5(c)is amended as follows:
58.
(c) As financial instrumentsi n accor dance wi tlhinstiuRegt&xS 2 9,
Recognition and Measurement. 0
| PSAS 9, ARevenue from Exchange Transactionso
Paragraph 10 of the appendix is amended as follows:
Appendix
10.  Financial service fees

The recognition of revenue for financial service fees depends on the purposes for which
the fees are assessed and the basis of accounting for any associated financial instrument.
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The description of fees for financial services may not be indicative of aheenand
substance of the services provided. Therefore, it is necessary to distinguish between fees
that are an integral part of the effective interest rate of a financial instrument, fees that are
earned as services are provided, and fees that are @artieel execution of a significant

act.

(a) Fees that are an integral part of the effectigeld-interest rateof a financial
instrument

Such fees are generally treated as an adjustment to the efigetérenterest rate
However, when the financial instrumestte-bemeasured at fair valustbseguent
to—its—initialrecoghitionwith the change in fair value recognized in surplus or
deficit, the fees are recognized as revenue when the instrument is initially
recognized.

(i) Origination fees received by the entity relating to the creation or acquisition
of a financial asset other than one that under IPSAS 29 is classified as a
financial asset dat fair valwue through

Such fees may include compensation &ativities such as evaluating the
borrower6s financi al conditi on, eval uce
and other security arrangements, negotiating the terms of the instrument,
preparing and processing documents and closing the transactioe. fEkes

are an integral part of generating an involvement with the resulting financial
instrument_and, together with the related transaction costs (as defined in
IPSAS 29), are deferred and recognized as an adjustment to the effective
interest rate.

(i)  Commitment fees received by the entity to originate a loan when the loan
commitment is outside the scope of IPSAS 29

If it is probable that the entity will enter into a specific lending arrangement
and the loan commitment is not within the scope of |IP88Sthe
commitment fee received is regarded as compensation for an ongoing
involvement with the acquisition of a financial instrument and, together with
the related transaction costs (as defined in IPSAS 29), is deferred and
recognized as an adjustment te thffective interest rate. If the commitment
expires without the entity making the loan, the fee is recognized as revenue on
expiry. Loan commitments that are within the scope of IPSAS 29 are
accounted for as derivatives and measured at fair value.

(iii) Origination fees received on issuing financial liabilites measured at
amortized cost

These fees are an integral part of generating an involvement with a financial
liability. When a financi al liability
surplus or deficit, o0 the origination f
transaction csts (as defined in IPSAS 29) incurred, in the initial carrying

amount of the financial liability and recognized as an adjustment to the
effective interest rate. An entity distinguishes fees and costs that are an
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integral part of the effective interest rafier the financial liability from
origination fees and transaction costs relating to the right to provide services,
such as investment management services.

(b) Fees earned as services are provided
(i) Fees charged for servicing a loan
Fees charged by amtiy for servicing a loan are recognized as revenue as the

services are providetkthe-entity-sells-a-loan-butretains-the-servicing-of that
lean—at—a#ee—whreh—ns—lem%han—a—nenma#ee#epsueh—semees—pan of the

ing is

ppevided.

(i) Commitment fees to originatepurechasea loanwhen the loan commitment

is outside the scope of IPSAS 29

If it is unlikely that a specific lending arrangement will be enteredantbthe

loan commitment is outside the scope of IPSAStB8,commitment fee is
recognized as revenue on a time proportion basis over the commitment period.
Loan commitments that are within the scope of IPSAS 29 are accounted for as
derivatives and measuredfair value.

(i) Investment management fees

Fees charged for managing investments are recognized as revenue as the
services are provided.

Incremental costs that are directly attributable to securing an investment
management contract are recognized asasset if they can be identified
separately and measured reliably and if it is probable that they will be
recovered. As in IPSAS 29, an incremental cost is one that would not have

been incurred if the entity had not secured the investment management
contrad . The asset represents the entity
providing investment management services, and is amortized as the entity
recognizes the related revenue. If the entity has a portfolio of investment
management contracts, it may assheg recoverability on a portfolio basis.

Some financial services contracts involve both the origination of one or more
financial instruments and the provision of investment management services.
An example is a lonterm monthly saving contract linked tilee management

of a pool of equity securities. The provider of the contract distinguishes the
transaction costs relating to the origination of the financial instrument from

the costs of securing the right to provide investment management services.

(c) Feesthat are earned on the execution of a significant-adtich—is—much-meore
significant-than-any-otheract

The fees are recognized as revenue when the significant act has been co@pleted
in the examples below.

110



FINANCIAL INSTRUMENTS: RECOGNITION AND MEASUREMENT

() Commission on the allotment of shates client

The commission is recognized as revenue when the shares have been allotted.

(i) Placement fees for arranging a loan between a borrower and an investor

The fee is recognized as revenue when the loan has been arranged.

(ii) Loan syndicatiorfees

A syndication fee received by an entity that arranges a loan and retains no part of
the loan package for itself (or retains a part at the same effective interest rate for
comparable risk as other participants) is compensation for the service of

syndcation. Such a fee is recognized as revenue when the syndication has been

completed.
| PSAS 12, Alnventorieso
Paragraph 2(b) is amended as follows:
2.

(b) Financial instrument¢ see | PSAS 28, AFinanci al l nst
IPSAS29fi Fi nanci al Il nstruments: Recognition

| PSAS 21, Al mpGashGemertr adfi nlomsset so
Paragraph 2(c) is amended as follows:
2.

(c) Financial assets that are included in the scope B SAS—1+5-—#AF+nRranci al
Disclosute—ad—P+reselnRSBAS 02 9, AFinanci al Il nstru

Measur ement . O

Paragraph 8 is amended as follows:

8. This Standard does not apply to financial assets that are included in the s#eS&Sf
15-IPSAS 28 Impairment of these assetsl-be—dealtwith—in—anyHRSAS-that-the

+PSASBdevelops—oen——the—basis—oF+—F+AS 39,
dealt with in IPSAS 29, fiaFnidn aNheca|sauIr el nmesnt tr. udm
| PSAS 23, 0 RevExncuhea nfgreom rNeonnsacti ons (Taxes and
Paragraph 4 is amended as follows:
4, This Standard addresses revenue arising fromemohange transactions. Revenue
arising from exchange transactions is addesse n | PSAS 9, ARevenue
Transactions. o While revenues received by

nonrexchange transactions, the majority of revenue of governments and other public
sector entities is typically derived from nerchange transactions such as:
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