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History of IPSAS
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1.

Scope
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The objective of this Standard is to establish principles for the financial
reporting of financial assets and financial liabilities that will present relevant
and useful information to users of financial statements for their assessment of
the amounts, timing and uncertainty of an entity’s future cash flows.

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

(a)

(b)

(©)

(d)

Those interests in controlled entities, associates and joint ventures
that are accounted for in accordance with IPSAS 34, Separate
Financial Statements, IPSAS 35, Consolidated Financial Statements,
or IPSAS 36, Investments in Associates and Joint Ventures. However,
in some cases, IPSAS 34, IPSAS 35 or IPSAS 36 require or permit
an entity to account for an interest in a controlled entity, associate or
joint venture in accordance with some or all of the requirements of
this Standard. Entities shall also 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, Financial Instruments: Presentation.

Rights and obligations under leases to which IPSAS 13, Leases
applies. However:

(1) Finance lease receivables (i.e., net investments in finance
leases) and operating lease receivables recognized by a
lessor are subject to the derecognition and impairment
requirements of this Standard;

(ii)) Lease liabilities recognized by a lessee are subject to
the derecognition requirements in paragraph 35 of this
Standard; and

(iii) Derivatives that are embedded in leases are subject to the
embedded derivatives requirements of this Standard.

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

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 paragraphs 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).
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(e)

®

(@

(h)

(M)

FINANCIAL INSTRUMENTS

Rights and obligations arising under:

(i)  An insurance contract, other than an issuer’s rights and
obligations arising under an insurance contract that
meets the definition of a financial guarantee contract in
paragraph 9; or

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

This Standard applies to a derivative that is embedded in a
contract if the derivative is not itself an insurance contract (see
paragraphs 47-53 and Appendix A paragraphs AG99-AG110
of this Standard). An entity applies this Standard to financial
guarantee contracts, but shall apply the relevant international or
national accounting standard dealing with insurance contracts
if the issuer elects to apply that standard in recognizing and
measuring them. Notwithstanding (i) above, an entity may apply
this Standard to other insurance contracts which involve the
transfer of financial risk.

Any forward contract between an acquirer and a selling
shareholder to buy or sell an acquired operation that will result
in a public sector combination to which IPSAS 40 applies at a
future acquisition date. The term of the forward contract should
not exceed a reasonable period normally necessary to obtain any
required approvals and to complete the transaction.

Loan commitments other than those loan commitments described
in paragraph 4. However, an issuer of loan commitments shall apply
the impairment requirements of this Standard to loan commitments
that are not otherwise within the scope of this Standard. Also, all
loan commitments are subject to the derecognition requirements
of this Standard.

Financial instruments, contracts and obligations under share-
based payment transactions to which the relevant international or
national accounting standard dealing with share based payment
applies, except for contracts within the scope of paragraphs 5-8 of
this Standard to which this Standard applies.

Rights to payments to reimburse the entity for expenditure that
it is required to make to settle a liability that it recognizes as a
provision in accordance with IPSAS 19 Provisions, Contingent
Liabilities and Contingent Assets, or for which, in an earlier period,
it recognized a provision in accordance with IPSAS 19.
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()  The initial recognition and initial measurement of rights and
obligations arising from non-exchange revenue transactions to
which IPSAS 23, Revenue from Non-Exchange Transactions (Taxes
and Transfers) applies; except as described in paragraph AG6.

(k) Rights and obligations under service concession arrangements
to which IPSAS 32, Service Concession Arrangements: Grantor
applies. However, financial liabilities recognized by a grantor
under the financial liability model are subject to the derecognition
provisions of this Standard (see paragraphs 35-38 and Appendix
A paragraphs AG39-AG47).

The impairment requirements of this Standard shall be applied to those
rights arising from IPSAS 9, Revenue from Exchange Transactions and
IPSAS 23 transactions which give rise to financial instruments for the
purposes of recognizing impairment gains or losses.

The following loan commitments are within the scope of this Standard:

(a) Loan commitments that the entity designates as financial liabilities
at fair value through surplus or deficit (see paragraph 46). 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.

(b) 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 regarded as settled net
merely because the loan is paid out in installments (for example, 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 below-market interest rate
(see paragraph 45(d)).

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

A contract to buy or sell a non-financial item that can be settled net in cash
or another financial instrument, or by exchanging financial instruments,
as if the contract was a financial instrument, may be irrevocably
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designated as measured at fair value through surplus or deficit even if
it was entered into for the purpose of the receipt or delivery of a non-
financial item in accordance with the entity’s expected purchase, sale or
usage requirements. This designation is available only at inception of the
contract and only if it eliminates or significantly reduces a recognition
inconsistency (sometimes referred to as an ‘accounting mismatch’) that
would otherwise arise from not recognizing that contract because it is
excluded from the scope of this Standard (see paragraph 5).

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

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

(b)  When the ability to settle net in cash or another financial instrument,
or by exchanging financial instruments, is not explicit in the terms of
the contract, but the entity has a practice of settling similar contracts
net in cash or another financial instrument or by exchanging financial
instruments (whether with the counterparty, by entering into offsetting
contracts or by selling the contract before its exercise or lapse);

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

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

A contract to which (b) or (¢) applies is not entered into for the purpose of the
receipt or delivery of the non-financial item in accordance with the entity’s
expected purchase, sale or usage requirements and, accordingly, is within
the scope of this Standard. Other contracts to which paragraph 5 applies are
evaluated to determine whether they were entered into and continue to be
held for the purpose of the receipt or delivery of the non-financial item in
accordance with the entity’s expected purchase, sale or usage requirements
and, accordingly, whether they are within the scope of this Standard.

A written option to buy or sell a non-financial item that can be settled net in
cash or another financial instrument, or by exchanging financial instruments,
in accordance with paragraph 7(a) or 7(d) is within the scope of this Standard.
Such a contract cannot be entered into for the purpose of the receipt or
delivery of the non-financial item in accordance with the entity’s expected
purchase, sale or usage requirements.

1983 IPSAS 41



FINANCIAL INSTRUMENTS

Definitions

9.

IPSAS 41

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

12-month expected credit losses are the portion of lifetime expected
credit losses that represent the expected credit losses that result from
default events on a financial instrument that are possible within the 12
months after the reporting date.

The_amortized cost of a financial asset or financial liability is the
amount at which the financial asset or financial liability is measured

at initial recognition minus the principal repayments, plus or minus
the cumulative amortization using the effective interest method of any
difference between that initial amount and the maturity amount and, for
financial assets, adjusted for any loss allowance.

A credit-impaired financial asset is a financial asset that is credit-
impaired when one or more events that have a detrimental impact on
the estimated future cash flows of that financial asset have occurred.
Evidence that a financial asset is credit-impaired include observable data
about the following events:

(a) Significant financial difficulty of the issuer or the borrower;
(b) A breach of contract, such as a default or past due event;

(c) The lender(s) of the borrower, for economic or contractual reasons
relating to the borrower’s financial difficulty, having granted to the
borrower a concession(s) that the lender(s) would not otherwise
consider;

(d) It is becoming probable that the borrower will enter bankruptcy
or other financial reorganization;

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

(f)  The purchase or origination of a financial asset at a deep discount
that reflects the incurred credit losses.

It may not be possible to identify a single discrete event—instead, the
combined effect of several events may have caused financial assets to
become credit-impaired.

Credit loss is the difference between all contractual cash flows that are
due to an entity in accordance with the contract and all the cash flows
that the entity expects to receive (i.e., all cash shortfalls), discounted at
the original effective interest rate (or credit-adjusted effective interest
rate for purchased or originated credit-impaired financial assets). An
entity shall estimate cash flows by considering all contractual terms of
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the financial instrument (for example, prepayment, extension, call and
similar options) through the expected life of that financial instrument.
The cash flows that are considered shall include cash flows from the sale
of collateral held or other credit enhancements that are integral to the
contractual terms. There is a presumption that the expected life of a
financial instrument can be estimated reliably. However, in those rare
cases when it is not possible to reliably estimate the expected life of a
financial instrument, the entity shall use the remaining contractual term
of the financial instrument.

Credit-adjusted effective interest rate is the rate that exactly discounts
the estimated future cash payments or receipts through the expected life
of the financial asset to the amortized cost of a financial asset that is a
purchased or originated credit-impaired financial asset. When calculating
the credit-adjusted effective interest rate, an entity shall estimate the
expected cash flows by considering all contractual terms of the financial
asset (for example, prepayment, extension, call and similar options) and
expected credit losses. The calculation includes all fees and points paid
or received between parties to the contract that are an integral part of
the effective interest rate (see paragraphs AG156-AG158), transaction
costs, and all other premiums or discounts. There is a presumption
that 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 reliably estimate the cash flows or the remaining life
of a financial instrument (or group 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
financial liability from an entity’s statement of financial position.

A derivative is a financial instrument or other contract within the scope
of this Standard with all three of the following characteristics.

(a) 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 ‘underlying’).

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

(c) Itis settled at a future date.
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Dividends or similar distributions are distributions to holders of equity

instruments in proportion to their holdings of a particular class of
capital.

The effective interest method is the method that is used in the calculation
of the amortized cost of a financial asset or a financial liability and in the
allocation and recognition of the interest revenue or interest expense in
surplus or deficit 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
asset or financial liability to the gross carrying amount of a financial
asset or to the amortized cost of a financial liability. When calculating
the effective interest rate, an entity shall estimate the expected cash flows
by considering all the contractual terms of the financial instrument (for
example, prepayment, extension, call and similar options) but shall not
consider the expected credit losses. The calculation includes all fees
and points paid or received between parties to the contract that are
an integral part of the effective interest rate (see paragraphs AG156—
AG158), transaction costs, and all other premiums or discounts. There
is a presumption that 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 reliably estimate the cash
flows or the expected life of a financial instrument (or group 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).

An expected credit loss is the weighted average of credit losses with the
respective risks of a default occurring as the weights.

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

A financial liability at fair value through surplus or deficit is a financial
liability that meets one of the following conditions:

(a) It meets the definition of held for trading.

(b) Upon initial recognition it is designated by the entity as at fair
value through surplus or deficit in accordance with paragraph 46
or S1.

() It is designated either upon initial recognition or subsequently
as at fair value through surplus or deficit in accordance with
paragraph 152.
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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 transaction is an uncommitted but anticipated future
transaction.

The gross carryving amount of a financial asset is the amortized cost of a
financial asset, before adjusting for any loss allowance.

The hedge ratio is the relationship between the quantity of the hedging
instrument and the quantity of the hedged item in terms of their relative
weighting.

A held for trading financial instrument is a financial asset or financial
liability that:

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

(b)  On initial recognition is part of a portfolio of identified financial
instruments that are managed together and for which there is
evidence of a recent actual pattern of short-term profit-taking; or

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

An impairment gain or loss is recognized in surplus or deficit in
accordance with paragraph 80 and arises from applying the impairment
requirements in paragraphs 73-93.

Lifetime expected credit losses are the expected credit losses that result
from all possible default events over the expected life of a financial
instrument.

A loss allowance is the allowance for expected credit losses on financial
assets measured in accordance with paragraph 40, lease receivables,
the accumulated impairment amount for financial assets measured in
accordance with paragraph 41 and the provision for expected credit
losses on loan commitments and financial guarantee contracts.

A modification gain or loss is the amount arising from adjusting the
gross carrying amount of a financial asset to reflect the renegotiated or
modified contractual cash flows. The entity recalculates the gross carrying
amount of a financial asset as the present value of the estimated future
cash payments or receipts through the expected life of the renegotiated
or modified financial asset that are discounted at the financial asset’s
original effective interest rate (or the original credit-adjusted effective
interest rate for purchased or originated credit-impaired financial
assets) or, when applicable, the revised effective interest rate calculated
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in accordance with paragraph 139. When estimating the expected cash
flows of a financial asset, an entity shall consider all contractual terms
of the financial asset (for example, prepayment, call and similar options)
but shall not consider the expected credit losses, unless the financial asset
is a purchased or originated credit-impaired financial asset, in which
case an entity shall also consider the initial expected credit losses that
were considered when calculating the original credit-adjusted effective
interest rate.

A financial asset is past due when a counterparty has failed to make a
payment when that payment was contractually due.

A purchased or originated credit-impaired financial asset is credit-
impaired on initial recognition.

The reclassification date is the first day of the first reporting period
following the change in management model that results in an entity
reclassifying financial assets.

A regular way purchase or sale is 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 directly attributable to
the acquisition, issue or disposal of a financial asset or financial liability
(see paragraph AG163). An incremental cost is one that would not have
been incurred if the entity had not acquired, issued or disposed of the
financial instrument.

Terms defined in other IPSAS are used in this Standard with the same
meaning as in those Standards, and are reproduced in the Glossary of
Defined Terms published separately. The following terms are defined
in either IPSAS 28 or IPSAS 30, Financial Instruments: Disclosures:
credit risk', currency risk, liquidity risk, market risk, equity instrument,
financial asset, financial instrument, financial liability and puttable
instrument.

Recognition and Derecognition

Initial Recognition

10. An entity shall recognize a financial asset or a financial liability in
its statement of financial position when, and only when, the entity
becomes party to the contractual provisions of the instrument (see
paragraphs AG1S5 and AG16). When an entity first recognizes a financial

! This term (as defined in IPSAS 30) is used in the requirements for presenting the effects of changes in

credit risk on liabilities designated as at fair value through surplus or deficit (see paragraph 108).
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asset, it shall classify it in accordance with paragraphs 39-44 and
measure it in accordance with paragraphs 57 and 59. When an entity
first recognizes a financial liability, it shall classify it in accordance with
paragraphs 45 and 46 and measure it in accordance with paragraph 57.

Regular Way Purchase or Sale of Financial Assets

11.

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 paragraphs AG17-AG20).

Derecognition of Financial Assets

12.

13.

In consolidated financial statements, paragraphs 13-20, AG15, AG16 and
AG21-AG38 are applied at a consolidated level. Hence, an entity first
consolidates all controlled entities in accordance with IPSAS 35 and then
applies those paragraphs to the resulting economic entity.

Before evaluating whether, and to what extent, derecognition is
appropriate under paragraphs 14-20, 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 14-20 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 identified cash flows
from a financial asset (or a group of similar financial
assets). For example, when an entity 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 debt instrument, paragraphs 14-20 are applied to the
interest cash flows.

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 enters
into an arrangement whereby the counterparty obtains
the rights to a 90 percent share of all cash flows of a debt
instrument, paragraphs 14-20 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.
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(iii) The part comprises only a fully proportionate (pro rata)
share of specifically identified cash flows from a financial
asset (or a group 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 14-20
are applied to 90 percent of those interest 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 14-20 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 receivables, paragraphs 14-20
are applied to the financial asset (or a group of similar financial
assets) in its entirety.

In paragraphs 14-23, the term ‘financial asset’ refers to either a part
of a financial asset (or a part of a group of similar financial assets) as
identified 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 asset
expire or are waived, or

(b) It transfers the financial asset as set out in paragraphs 15 and 16
and the transfer qualifies for derecognition in accordance with
paragraph 17.

(See paragraph 11 for regular way sales of financial assets.)
An entity transfers a financial asset if, and only if, it either:

(a) Transfers the contractual rights to receive the cash flows of the
financial asset, or

(b) Retains the contractual rights to receive the cash flows of the
financial asset, but assumes a contractual obligation to pay the
cash flows to one or more recipients in an arrangement that meets
the conditions in paragraph 16.
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When an entity retains the contractual rights to receive the cash flows of a
financial asset (the ‘original asset’), but assumes a contractual obligation
to pay those cash flows to one or more entities (the ‘eventual recipients’),
the entity treats the transaction as a transfer of a financial asset if, and
only if, all of the following three conditions are met.

(2)

(b)

(©)

The entity has no obligation to pay amounts to the eventual
recipients unless it collects equivalent amounts from the original
asset. Short-term 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.

The entity 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.

The entity has an obligation to remit any cash flows it collects
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,
Cash Flow Statements) during the short settlement period 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 15), it shall
evaluate the extent to which it retains the risks and rewards of ownership
of the financial asset. In this case:

(a)

(b)

(©)

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

If the entity retains substantially all the risks and rewards of
ownership of the financial asset, the entity shall continue to
recognize the financial asset.

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.
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(i) If the entity has retained control, it shall continue to
recognize the financial asset to the extent of its continuing
involvement in the financial asset (see paragraph 27).

The transfer of risks and rewards (see paragraph 17) is evaluated by comparing
the entity’s exposure, before and after the transfer, with the variability in the
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 flows from 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 or the sale price plus a lender’s
return). An entity has transferred 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 financial asset (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 arrangement, such as a loan sub-
participation, that meets the conditions in paragraph 16).

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 computations. In other cases, it will be necessary to compute
and compare the entity’s exposure to the variability in the present value
of the future net cash flows before and after the transfer. The computation
and comparison are made using as the discount rate an appropriate 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.

Whether the entity has retained control (see paragraph 17(c)) of the transferred
asset depends on the transferee’s ability to sell the asset. If the transferee has
the practical ability to sell the asset in its entirety to an unrelated third party
and is able to exercise that ability unilaterally and without needing 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

21.

IPSAS 41

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
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compensation for the 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 24.

If, as a result of a transfer, a financial 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.

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

(@) The carrying amount (measured at the date of derecognition); and

(b)  The consideration received (including any new asset obtained less
any new liability assumed)

shall be recognized in surplus or deficit.

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 13(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, on the basis of 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 between:

(@) The carrying amount (measured at the date of derecognition)
allocated to the part derecognized; and

(b) The consideration received for the part derecognized (including
any new asset obtained less any new liability assumed)

shall be recognized in surplus or deficit.

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, the fair value of the part that continues to be recognized needs
to be measured. 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 actual transactions 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, the best
estimate of the fair value is the difference 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.
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Transfers that do not Qualify for Derecognition

26.

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 liability 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

27.

28.

IPSAS 41

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 continues to recognize the transferred asset
to the extent of its continuing involvement. The extent of the entity’s
continuing involvement in the transferred asset is the extent to which it
is exposed to changes in the value of the transferred asset. For example:

(@) When the entity’s continuing involvement takes the form of
guaranteeing the transferred asset, the extent of the entity’s
continuing involvement is the lower of (i) the amount of the asset
and (ii) the maximum amount of the consideration received that
the entity could be required to repay (‘the guarantee amount’).

(b)  When the entity’s continuing involvement takes the form of a
written or purchased option (or both) on the transferred asset, the
extent of the entity’s continuing involvement is the amount of the
transferred asset that the entity may repurchase. However, in the
case of a written put option on an asset that is measured at fair
value, the extent of the entity’s continuing involvement is limited
to the lower of the fair value of the transferred asset and the option
exercise price (see paragraph AG34).

(c) When the entity’s continuing involvement takes the form of a
cash-settled option or similar provision on the transferred asset,
the extent of the entity’s continuing involvement is measured in
the same way as that which results from non-cash 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 liability 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:
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(@) The amortized cost of 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 stand-alone basis, if the transferred
asset is measured 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 of subsequent 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 101, and
shall not be offset.

If an entity’s continuing involvement is in only a part of a financial asset
(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 and the 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 relative fair values of those parts on the date of the transfer. For
this purpose, the requirements of paragraph 25 apply. The difference
between:

(@) The carrying amount (measured at the date of derecognition)
allocated to the part that is no longer recognized; and

(b)  The consideration received for the part no longer recognized
shall be recognized in surplus or deficit.

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

All Transfers

33.

34.

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 paragraph 47 of IPSAS 28).

If a transferor provides non-cash collateral (such as debt or equity
instruments) 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
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defaulted. The transferor and transferee shall account for the collateral
as follows:

(a) 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,
pledged 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 collateral.

(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, if 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.

Derecognition of Financial Liabilities

35.

36.

37.

38.

IPSAS 41

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 extinguished—i.e., when the obligation specified in the contract is
discharged, waived, canceled or expires.

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 transferred 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 non-exchange transaction, an entity applies IPSAS 23.

If an entity repurchases a part of a financial 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
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relative fair values of those parts on the date of the repurchase. The difference
between (a) the carrying amount allocated to the part derecognized and (b)
the consideration paid, including any non-cash assets transferred or liabilities
assumed, for the part derecognized shall be recognized in surplus or deficit.

Classification

Classification of Financial Assets

39.

40.

41.

42.

Unless paragraph 44 applies, an entity shall classify financial assets as
subsequently measured at amortized cost, fair value through net assets/
equity or fair value through surplus or deficit on the basis of both:

(a) The entity’s management model for financial assets and
(b)  The contractual cash flow characteristics of the financial asset.

A financial asset shall be measured at amortized cost if both of the
following conditions are met:

(@) The financial asset is held within a management model whose
objective is to hold financial assets in order to collect contractual
cash flows and

(b) The contractual terms of the financial asset give rise on specified
dates to cash flows that are solely payments of principal and
interest on the principal amount outstanding.

Paragraphs AG48-AG88 provide guidance on how to apply these
conditions.

A financial asset shall be measured at fair value through net assets/equity
if both of the following conditions are met:

(@) The financial asset is held within a management model whose
objective is achieved by both collecting contractual cash flows and
selling financial assets and

(b) The contractual terms of the financial asset give rise on specified
dates to cash flows that are solely payments of principal and
interest on the principal amount outstanding.

Paragraphs AG48-AG88 provide guidance on how to apply these
conditions.

For the purpose of applying paragraphs 40(b)and 41(b):

(a) Principalis the fair value of the financial asset at initial recognition.
Paragraph AG64 provides additional guidance on the meaning of
principal.

(b) Interest consists of consideration for the time value of money, for
the credit risk associated with the principal amount outstanding
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during a particular period of time and for other basic lending
risks and costs, as well as a profit margin. Paragraphs AG63 and
AG67-AG71 provide additional guidance on the meaning of
interest, including the meaning of the time value of money.

A financial asset shall be measured at fair value through surplus or
deficit unless it is measured at amortized cost in accordance with
paragraph 40 or at fair value through net assets/equity in accordance
with paragraph 41. However an entity may make an irrevocable election
at initial recognition for particular investments in equity instruments
that would otherwise be measured at fair value through surplus or
deficit to present subsequent changes in fair value in net assets/equity
(see paragraphs 106-107).

Option to Designate a Financial Asset at Fair Value through Surplus or Deficit

44,

Despite paragraphs 39-43, an entity may, at initial recognition,
irrevocably designate a financial asset as measured at fair value
through surplus or deficit if doing so eliminates or significantly reduces
a measurement or recognition inconsistency (sometimes referred to as
an ‘accounting mismatch’) that would otherwise arise from measuring
assets or liabilities or recognizing the gains and losses on them on
different bases (see paragraphs AG91-AGY4).

Classification of Financial Liabilities

45.

IPSAS 41

An entity shall classify all financial liabilities as subsequently measured
at amortized cost, except for:

(a) Financial liabilities at fair value through surplus or deficit.
Such liabilities, including derivatives that are liabilities, shall be
subsequently measured at fair value.

(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 26 and 28 apply to the
measurement of such financial liabilities.

(c) Financial guarantee contracts. After initial recognition, an issuer
of such a contract shall (unless paragraph 45(a) or (b) applies)
subsequently measure it at the higher of:

(1) The amount of the loss allowance determined in accordance
with paragraphs 73-93; and

(i) The amount initially recognized (see paragraph 57) less,
when appropriate, the cumulative amount of amortization
recognized in accordance with the principles of IPSAS 9.
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(d) Commitments to provide a loan at a below-market interest rate.
An issuer of such a commitment shall (unless paragraph 45(a)
applies) subsequently measure it at the higher of:

(1) The amount of the loss allowance determined in accordance
with paragraphs 73-93; and

(i) The amount initially recognized (see paragraph 57) less,
when appropriate, the cumulative amount of amortization
recognized in accordance with the principles of IPSAS 9.

(e) Contingent consideration recognized by an acquirer in a public
sector combination to which IPSAS 40 applies. Such contingent
consideration shall subsequently be measured at fair value with
changes recognized in surplus or deficit.

Option to Designate a Financial Liability at Fair Value through Surplus or Deficit

46.

An entity may, at initial recognition, irrevocably designate a financial
liability as measured at fair value through surplus or deficit when
permitted by paragraph 51, or when doing so results in more relevant
information, because either:

(a) Iteliminates or significantly reduces a measurement or recognition
inconsistency (sometimes referred to as ‘an accounting mismatch’)
that would otherwise arise from measuring assets or liabilities or
recognizing the gains and losses on them on different bases (see
paragraphs AG91-AG94); or

(b) A group of financial liabilities or financial assets and financial
liabilities is 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 that basis to the entity’s key management
personnel (as defined in IPSAS 20, Related Party Disclosures), for
example, the entity’s governing body and chief executive officer
(see paragraphs AG95-AG98).

Embedded Derivatives

47.

An embedded derivative is a component of a hybrid contract that also
includes a non-derivative host—with the effect that some of the cash flows
of the combined instrument vary in a way similar to a stand-alone derivative.
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 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. A derivative that is attached to a financial instrument
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but is contractually transferable independently of that instrument, or has a
different counterparty, is not an embedded derivative, but a separate financial
instrument.

Hybrid Contracts with Financial Asset Hosts

48.

If a hybrid contract contains a host that is an asset within the scope of
this Standard, an entity shall apply the requirements in paragraphs
39-44 to the entire hybrid contract.

Other Hybrid Contracts

49.

50.

51.

52.

IPSAS 41

If a hybrid contract contains a host that is not an asset within the scope
of this Standard, an embedded derivative shall be separated from the
host and accounted for as a derivative under this Standard if, and only if:

(a) The economic characteristics and risks of the embedded derivative
are not closely related to the economic characteristics and risks of
the host (see paragraphs AG103 and AG106);

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

(¢)  The hybrid contract 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 liability at fair value through surplus or
deficit is not separated).

If an embedded derivative is separated, the host contract shall be
accounted for in accordance with the appropriate Standards. This
Standard does not address whether an embedded derivative shall be
presented separately in the statement of financial position.

Despite paragraphs 49 and 50, if a contract contains one or more
embedded derivatives and the host is not an asset within the scope of this
Standard, an entity may designate the entire hybrid contract as at fair
value through surplus or deficit unless:

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

(b) Itisclear with little or no analysis when a similar hybrid instrument
is first considered that separation of the embedded derivative(s)
is prohibited, 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, but is unable to measure the embedded
derivative separately either at acquisition or at the end of a subsequent
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financial reporting period, it shall designate the entire hybrid contract as
at fair value through surplus or deficit.

If an entity is unable to measure reliably the fair value of an embedded
derivative on the basis of its terms and conditions, the fair value of the
embedded derivative is the difference between the fair value of the hybrid
contract and the fair value of the host. If the entity is unable to measure
the fair value of the embedded derivative using this method, paragraph 52
applies and the hybrid contract is designated as at fair value through surplus
or deficit.

Reclassification

54.

55.
56.

When, and only when, an entity changes its management model for
financial assets it shall reclassify all affected financial assets in accordance
with paragraphs 39-43. See paragraphs 94-100, AG111-AG113 and
AG220-AG221 for additional guidance on reclassifying financial assets.

An entity shall not reclassify any financial liability.

The following changes in circumstances are not reclassifications for the
purposes of paragraphs 54-55:

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

(b)  An item becomes a designated and effective hedging instrument in a
cash flow hedge or net investment hedge; and

(c) Changes in measurement in accordance with paragraphs 152—155.

Measurement

Initial Measurement

57.

58.

59.

Except for short-term receivables and payables within the scope of
paragraph 60, at initial recognition, an entity shall measure a financial
asset or financial liability at its fair value plus or minus, in the case of a
financial asset or financial liability 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.

However, if the fair value of the financial asset or financial liability at
initial recognition differs from the transaction price, an entity shall apply
paragraph AG117.

When an entity uses settlement date accounting for an asset that is subsequently
measured at amortized cost, the asset is recognized initially at its fair value on
the trade date (see paragraphs AG17-AG20).
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Despite the requirement in paragraph 57, at initial recognition, an entity may
measure short-term receivables and payables at the original invoice amount
if the effect of discounting is immaterial.

Subsequent Measurement of Financial Assets

61.

62.

63.

After initial recogniti