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The Bottom Line

• The amendments provide relief to first-time adopters of IFRSs by amending
IFRS 1 to allow prospective application of IAS 39 or IFRS 9 and paragraph 10A
of IAS 20 to government loans outstanding at the date of transition to IFRSs.

• The amendments are effective for annual periods beginning on or after
1 January 2013, with early application permitted. 
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The amendments
On 13 March 2012, the International Accounting Standards Board (‘IASB’ or ‘the
Board’) issued Government Loans (Amendments to IFRS 1) (‘the amendments’),
providing relief to first-time adopters of IFRSs by amending IFRS 1 First-time Adoption
of International Financial Reporting Standards to permit prospective application of
IAS 39 Financial Instruments: Recognition and Measurement or, when applied,
IFRS 9 Financial Instruments and paragraph 10A of IAS 20 Accounting for Government
Grants and Disclosure of Government Assistance to government loans outstanding at
the date of transition to IFRSs.

Paragraph 10A of IAS 20 requires the benefit of government loans advanced either
interest free or at a below-market rate of interest to be treated as a government
grant, measured as the difference between the initial carrying amount of the loan
determined in accordance with IAS 39 or IFRS 9 and the proceeds received. When this
requirement was introduced as part of the Annual Improvements issued in May 2008,
the IASB decided on prospective application to avoid entities measuring the fair value
of loans at an earlier date. However, no corresponding amendment was made to IFRS
1, which has a general requirement of retrospective application at the date of
transition to IFRSs.

The amendments correct this oversight by permitting first-time adopters of IFRSs to
apply the requirements in paragraph 10A of IAS 20 only to new loans entered into
after the date of transition to IFRSs. The first-time adopter is required to apply IAS 32
Financial Instruments: Presentation to classify the loan as a financial liability or an
equity instrument at the transition date. However, if it did not, under its previous
GAAP, recognise and measure a government loan at a below-market rate of interest
on a basis consistent with IFRS requirements, it would be permitted to apply the
previous GAAP carrying amount of the loan at the date of transition as the carrying
amount of the loan in the opening IFRS statement of financial position. An entity
would then apply IAS 39 or IFRS 9 in measuring the loan after the transition date.

The amendments

Effective date
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The amendments give first-time adopters the option, on a loan by loan basis, of applying the requirements of IAS 39
or IFRS 9 and paragraph 10A of IAS 20 retrospectively provided that the necessary information to apply the
requirements to a particular government loan was obtained at the time of initially accounting for that loan.

The amendments include the following example to illustrate the accounting for a government loan at a below-market
rate of interest at the date of transition to IFRSs when an entity takes advantage of the relief offered by the
amendments:

To encourage entities to expand their operations in a specified development zone where it is difficult for entities to
obtain financing for their projects, the government provides loans at a below-market rate of interest to fund the
purchase of manufacturing equipment. 

Entity S’s date of transition is 1 January 20X2. 

In accordance with the development scheme, in 20X0 Entity S receives a loan at a below-market rate of interest
from the government for CU100,000. Under its previous GAAP, Entity S accounted for the loan as equity and the
carrying amount under previous GAAP was CU100,000 at the date of transition to IFRSs. The amount repayable will
be CU103,030 on 1 January 20X5. 

No other payment is required under the terms of the loan and there are no further performance conditions attached
to the loan. The information needed to measure the fair value of the loan was not obtained at the time of initially
accounting for the loan. 

The loan meets the definition of a financial liability in accordance with IAS 32. Entity S therefore reclassifies the
government loan as a liability. It also uses the previous GAAP carrying amount of the loan at the date of transition
to IFRSs as the carrying amount of the loan in the opening IFRS statement of financial position. Entity S therefore
reclassifies the amount of CU100,000 from equity to liability in the opening IFRS statement of financial position. In
order to measure the loan after the date of transition to IFRSs, the effective interest rate starting 1 January 20X2 is
calculated as below:

= (103,030 / 100,000)(1/3) – 1

= 1 per cent

The carrying amounts of the loan are as follows:

Effective date 
Entities are required to apply the amendments for annual periods beginning on or after 1 January 2013. Earlier
application is permitted. 

Date Carrying amount (CU) Interest expense (CU) Interest payable (CU)

1 January 20X2 100,000 – –

31 December 20X2 101,000 1,000 1,000

31 December 20X3 102,010 1,010 2,010

31 December 20X4 103,030 1,020 3,030
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