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AMENDMENTS TO IPSAS 29, FINANCIAL INSTRUMENTS:
RECOGNITION AND MEASUREMENT

This Amendments to IPSAS 29 document was prepared for informational purposes only. It is not a Standard
or pronouncement of the IPSASB. It has not been reviewed, approved or otherwise acted upon by the
IPSASB.

Objective of the Amendments to IPSAS 29 Document

The objective of this document is to aid constituents in their implementation of IPSAS 41, Financial
Instruments.

Included as Appendix D to IPSAS 41 are Amendments to Other IPASAS. Amendments proposed to IPSAS
29, Financial Instruments: Recognition and Measurement, are extensive. While it is IPSASB’s policy to
provide details of all additions and deletions from existing text, the IPSASB concluded providing this level
of detail as it relates to IPSAS 29 was not suitable to include in IPSAS 41 due to the length associated with
the IPSAS 29 deletions.

The IPSASB concluded a summarized version of the amendments to IPSAS 29 shall be included in IPSAS
41, with the complete set of amendments provided in this document. While IPSAS 41 references all
paragraphs deleted in IPSAS 29, this document includes the full text, which is blacklined for respondents.



Amendments to IPSAS 29, Financial Instruments: Recognition and Measurement

Paragraphs 2, 9, 10, 80, 98, 99, 100, 101, 102, 107, 108, 112, AG128, AG157 and AG161 are amended,
paragraphs 1, 3, 4, 5, 6, 11-79, 88, AG1-AG126 and AG129 are deleted and paragraphs 125D and AG156A
are added.

Objective

2. This Standard shall be applied by all entities to all types—ef financial instruments within
the scope of IPSAS XX, Financial Instruments: Recognition and Measurement if, and to

the extent that-except:
(@ IPSAS XX permlts the hedqe accountlnq requwements of this Standard to be applied;

) The financial instrument is part of a hedging relationship that qualifies for hedge

accountlnq in_accordance with thls Standard Rights—and-ebligationsunderleases







Definitions

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

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

o Derivative;

o Effective interest method:;

o Effective interest rate;

. Equity instrument;

) Financial asset;

. Financial instrument;



. Financial liability;
. Firm commitment;
) Forecast transaction;

and provides guidance on applying those definitions.

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







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

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

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

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








































Hedging

80. If an entity applies IPSAS XX and has not chosen as its accounting policy to continue to
apply the hedge accounting requirements of this Standard (see paragraph 171 of IPSAS
XX), it shall apply the hedge accounting requirements in paragraphs 105-148 of IPSAS XX.
However, for a fair value hedge of the interest rate exposure of a portion of a portfolio of
financial assets or financial liabilities, an entity may, in accordance with paragraph 107 of
IPSAS XX, apply the hedge accounting requirements in this Standard instead of those in
IPSAS XX. In that case the entity must also apply the specific requirements for fair value
hedge accounting for a portfoho hedqe of mterest rate r|sk (see paraqraphs 91, 100 and
AG157—AG175)




98.

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

(@)

(b)

(©)

(d)

(€)

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

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

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

The effectiveness of the hedge can be reliably measured, i.e., the fair value or cash
flows of the hedged item that are attributable to the hedged risk and the fair value of
the hedging instrument can be reliably measured (see paragraphs 50 and 51 and
Appendix A paragraphs AG139-AG151 for guidance on determining fair value).

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

Fair Value Hedges

99.

101.

102.

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

(@)

(b)

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

The gain or loss on the hedged item attributable to the hedged risk shall adjust the
carrying amount of the hedged item and be recognized in surplus or deficit. This
applies if the hedged item is otherwise measured at cost. Recognition of the gain or
loss attributable to the hedged risk in surplus or deficit applies if the hedged item is
a an—avatable-for-sale—financial asset measured at fair value through net
assets/equity in accordance with paragraph 37 of IPSAS XX.

If only particular risks attributable to a hedged item are hedged, recognized changes in the fair
value of the hedged item unrelated to the hedged risk are recognized as set out in paragraph 93
of IPSAS XX 64.

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

if:
(@)

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




107.

(b)
(©)

()

as_a conseqguence of laws or regulations or the introduction of laws or

(i)

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

other changes, if any, to the hedging instrument are limited to those that are

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

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

The entity revokes the designation.

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

(@)

(b)

(©)

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

(i)

(ii)

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

The cumulative change in fair value (present value) of the expected future cash flows
on the hedged item from inception of the hedge;

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

If an entity’s documented risk management strategy for a particular hedging relationship
excludes from the assessment of hedge effectiveness a specific component of the gain or
loss or related cash flows on the hedging instrument (see paragraphs 83, 84, and 98(a)),
that excluded component of gain or loss is recognized in accordance with paragraph 93 of
IPSAS XX 64.

Cash Flow Hedges

108.

If a hedge of a forecast transaction subsequently results in the recognition of a financial asset or
a financial liability, the associated gains or losses that were recognized directly in net
assets/equity in accordance with paragraph 106 shall be reclassified into surplus or deficit in the
same period or periods during which the hedged forecast cash flows affects surplus or deficit
(such as in the periods that interest revenue or interest expense is recognized). However, if an
entity expects that all or a portion of a loss recognized directly in net assets/equity will nhot be
recovered in one or more future periods, it shall reclassify into surplus or deficit as a

reclassification adjustment the amount that is not expected to be recovered.



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

(@)

(b)

(©)

(d)

The hedging instrument expires or is sold, terminated or exercised

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

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

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

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

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

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



Effective Date

125D. Paragraphs 2, 9, 10, 80, 98, 99, 100, 101, 102, 107, 108, 112, AG128, AG157 and AG161 were
amended, paragraph AG156A was added and paragraphs 1, 3, 4, 5, 6, 11-79, 88, AG1-AG126
and AG129 were deleted by IPSAS 41, issued in August 2018. An entity shall apply this
amendment for annual financial statements covering periods beginning on or after January 1,
2022. Earlier application is encouraged. If an entity applies the amendment for a period beginning
before January 1, 2022 it shall disclose that fact and apply IPSAS 41 at the same time.

Application Guidance

This Appendix is an integral part of IPSAS 29.










1 In this Standard, monetary amounts are denominated in “currency units” (CU).






2 In this Standard, monetary amounts are denominated in “currency units” (CU).





















Consolidate all controlled entities [paragraph
17]

!

Determine whether the derecognition principles

below are applied to a part or all of an asset (or

laanl

Have the rights to the cash flows
from the asset expired or been
waived? [paragraph 19(a)]

Has the entity transferred its
rights to receive the cash flows

from the asset? [paragraph 20(a)

v No

as the entity assumed an obligatio
to pay the cash flows from the asset

Yes that meets the conditions in paragraph

Has the entity transferred

substantially all risks and rewards?
[paragraph 22(a)]

Has the entity retained
substantially all risks and rewards?
[paragraph 22(b)]

JV No

Has the entity retained
control of the asset?

Continue to recognize the asset to the extent

of the entity’s continuing involvement.

Yes

Yes

Yes

Derecognize the
asset

Continue to recognize

the asset

Derecognize the asset

Continue to recognize
the asset

Derecognize the asset
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AG128. A financial asset measured held-te-maturity—investment—carried at amortized cost may be

designated as a hedging instrument in a hedge of foreign currency risk.

Hedging (paragraphs 80-113)

Assessing Hedge Effectiveness

AG156A. For the avoidance of doubt, the effects of replacing the original counterparty with a clearing
counterparty and making the associated changes as described in paragraphs 102(a)(ii) and
112(a)(ii) shall be reflected in the measurement of the hedging instrument and therefore in the
assessment of hedge effectiveness and the measurement of hedge effectiveness.

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

AG157. For afair value hedge of interest rate risk associated with a portfolio of financial assets or financial
liabilities, an entity would meet the requirements of this Standard if it complies with the procedures
set out in (a)—(i) and paragraphs AG158-AG175 below.

(@ As part of its risk management process the entity identifies a portfolio of items whose
interest rate risk it wishes to hedge. The portfolio may comprise only assets, only liabilities
or both assets and liabilities. The entity may identify two or more portfolios {e-g--the-entity
may-group-its-available-for-sale-assets-into-a-separate-portfolie), in which case it applies

the guidance below to each portfolio separately.

(b)  The entity analyses the portfolio into repricing time periods based on expected, rather than
contractual, repricing dates. The analysis into repricing time periods may be performed in
various ways including scheduling cash flows into the periods in which they are expected
to occur, or scheduling notional principal amounts into all periods until repricing is expected
to occur.

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

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

() The entity designates one or more hedging instruments for each repricing time period.
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AG161.

(f)

@)

(h)

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

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

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

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

As an example of the designation set out in paragraph AG157(c), if in a particular repricing time
period an entity estimates that it has fixed rate assets of CU100 and fixed rate liabilities of CU80
and decides to hedge all of the net position of CU20, it designates as the hedged item assets in

the amount of Cu20 (a portlon of the assets ts—deagaated—as—theétanda#d—pe#mtts—an—enﬂty—te

ameunte#theassets—between&;@end—@ld&@@) The de5|gnat|on is expressed as an “amount of
a currency” (e.g., an amount of dollars, euro, pounds or rand) rather than as individual assets. It
follows that all of the assets (or liabilities) from which the hedged amount is drawn —i.e., all of the
CU100 of assets in the above example — must be:

(a)

(b)

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

Items that could have qualified for fair value hedge accounting if they had been designated as hedged
individually. In particular, because IPSAS XX paragraph-52-of the-Standard specifies that the fair
value of a financial liability with a demand feature (such as demand deposits and some types of time
deposits) is not less than the amount payable on demand, discounted from the first date that the
amount could be required to be paid, such an item cannot qualify for fair value hedge accounting for
any time period beyond the shortest period in which the holder can demand payment. In the above
example, the hedged position is an amount of assets. Hence, such liabilities are not a part of the
designated hedged item, but are used by the entity to determine the amount of the asset that is
designated as being hedged. If the position the entity wished to hedge was an amount of liabilities,
the amount representing the designated hedged item must be drawn from fixed rate liabilities other
than liabilities that the entity can be required to repay in an earlier time period, and the percentage
measure used for assessing hedge effectiveness in accordance with paragraph AG169(b) would be
calculated as a percentage of these other liabilities. For example, assume that an entity estimates
that in a particular repricing time period it has fixed rate liabilities of CU100, comprising CU40 of
demand deposits and CU60 of liabilities with no demand feature, and CU70 of fixed rate assets. If
the entity decides to hedge all of the net position of CU30, it designates as the hedged item liabilities
of CU30 or 50 percent (CU30/ (CU100 - CU40) = 50 percent) of the liabilities with no demand feature.

Appendix B is removed. Guidance is included in paragraphs AG109 and AG110 if IPSAS XX.

57



Appendix B: Reassessment of Embedded Derivatives
B1-B7. [Deleted]

'I'r'nplementation Guidance

This guidance accompanies, but is not part of, IPSAS 29.
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Net-exposure-afterpre-existing 2:165 2,442 1629 1,662 1557 Xk

Unhedged-cash-flow-and 165 442 829 662 BB7  xpowx

133



134



(@) intex ¥ 1 Pt potinter ¥ rou r pUFp p

135



136



137



138




139



140



141



Ilustrative Examples

These examples accompany, but are not part of, IPSAS 29.
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