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EXPOSURE DRAFT – ED 167 PROPOSED REVISION OF THE STANDARD OF GRAP 
ON FINANCIAL INSTRUMENTS 

This Exposure Draft outlines 
proposed amendments to Financial 

Instruments 
 

Overview 
This Executive Summary outlines the proposed amendments to the Standard of GRAP 

on Financial Instruments. The proposed revisions are needed to better align the 

Standards of GRAP with recent international developments. The proposed 

amendments will result in better information available to make decisions about financial 

assets and their recoverability, and more transparent information on financial liabilities.   

Consultation process 
The amendments to the Standard have been published for comment. The comment 
deadline is 7 December 2018.  

Supporting material 
Given the complexity of the topic, the Secretariat has developed a series of “Fact 

Sheets” which outline the proposed accounting for those financial assets and financial 

liabilities that occur most frequently in the public sector. These should be read in 

conjunction with the Exposure Draft as only the most common instruments and fact 

patterns are illustrated. The Invitation to Comment (ITC) includes a summary of the key 

differences between the existing requirements in GRAP 104 and the proposed 

revisions.  

These materials can be accessed on the ASB’s website.   

Next steps 
The comments on ED 167 will be analysed in the first quarter of 2019 and potential 

amendments identified.  
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Why did the Board revise GRAP 104? 

Developments in IFRS
®
 

Standards introduced new 

principles and concepts 

Following the global financial crisis, a number of concerns were raised about the accounting for financial instruments. 

This included that (a) information on credit losses and defaults on financial assets was received too late to enable proper 

decision-making, (b) using fair value in certain instances was inappropriate, and (c) some of the existing accounting 

requirements were seen as too rules based. As a result, the International Accounting Standards Board
®
 amended its 

existing Standards to deal with these issues.  

The IASB issued IFRS
®
 Standard on Financial Instruments (IFRS 9) in 2009 to address many of the concerns raised. 

Revisions were also made to IAS
®
 on Financial Instruments: Presentation and the IFRS Standard

®
 on Financial 

Instruments: Disclosures.  

The IPSASB issued revised International Public Sector Accounting Standards in June 2018 so as to align them with the 

equivalent IFRS Standards.  

Feedback from our 

stakeholders indicated that a 

review is necessary 

When GRAP 104 was developed, it was based on the IFRS Standards in issue at the time, which have become outdated. 

During the Board’s work programme consultation for 2017-2020, stakeholders expressed a need for the Board to 

consider whether GRAP 104 should be revised to align it with the most recent thinking internationally. Stakeholders 

indicated that the following three key areas should be reviewed:  

 Classification of financial assets.  

 Impairment of financial assets 

 Hedge accounting.   

Is this a “convergence” 

project? 

Given the extent of the areas reviewed and the potential changes, the Board agreed that it should align with IFRS 9 as 

far possible, but that consideration should be given to areas where departure from the requirements of the IFRS 

Standards may be appropriate. These include departing because of (a) public sector specific issues, e.g. non-exchange 

transactions, (b) local issues, e.g. specific legislation or practice either requires or prohibits certain activities, and (c) the 

need to simplify the requirements of the Standards where appropriate.      
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Scope 

What are financial 

instruments? 

A financial instrument is any contract that gives rise to a financial asset of one entity and a financial liability or residual 

interest in another entity.  

A financial asset is (a) cash; (b) a residual interest of another entity; or (c) a contractual right to receive cash or another 

financial asset from another entity or exchange financial assets or financial liabilities with another entity under conditions 

that are potentially favourable to the entity.  

A financial liability is any liability that is a contractual obligation to (a) deliver cash or another financial asset to another 

entity; or (b) exchange financial assets or financial liabilities with another entity under conditions that are potentially 

unfavourable to the entity.  

Financial instruments must (a) arise from a contract and not legislation or similar means, and (b) the transaction must be 

settled in cash or another financial instrument rather than supplying goods and services.  

What financial instruments are 

in the scope of GRAP 104? 

There are many transactions that meet the definition of financial instruments, but not all of them are accounted for using 

GRAP 104 because their accounting may already be dealt with in other Standards of GRAP.  

This Standard does not apply, in whole or in part, to the following instruments:  

(a) Employers’ rights and obligations under employee benefit plans – apply the Standard of GRAP on Employee 

Benefits.  

(b) Reimbursement rights to settle a as a provision – apply the Standard of GRAP on Provisions, Contingent Liabilities 

and Contingent Assets.  

(c) The recognition and measurement of financial instruments acquired in a transfer of functions between entities under 

common control – apply the Standards of GRAP on Transfer of Functions Between Entities Under Common Control 

or Mergers. 

(d) Forward contracts between an acquirer and a seller to buy or sell an acquiree that will result in a transfer of 

functions between entities not under common control at a future acquisition date.   



EXECUTIVE SUMMARY         

ED 167 PROPOSED REVISION OF THE STANDARD OF GRAP ON FINANCIAL INSTRUMENTS 

This Executive Summary has been prepared by the Secretariat of the ASB for information purposes only. It has not been reviewed, approved or otherwise acted on by the 
Board. 

Scope 

What financial instruments are 

in the scope of GRAP 104? 

(e) Except if permitted or required by another Standard of GRAP, investments in the residual interests of entities where 

control, joint control or significant influence exists – apply the Standards of GRAP on Consolidated and Separate 

Financial Statements (GRAP 6), Investments in Associates (GRAP 7) or Interests in Joint Ventures (GRAP 8).   

(f) Rights and obligations under leases – apply the Standard of GRAP on Leases except:  

(i) Lessor: lease receivables are subject to the impairment, derecognition, presentation and disclosure provisions 

of GRAP 104.  

(ii)  Lessee: finance lease payables are subject to the derecognition, presentation and disclosure provisions of 

GRAP 104  

(iii)  Lessors and lessees: derivatives that are embedded in leases are subject to the embedded derivatives 

provisions of GRAP 104. Where an embedded derivative is separated from a lease, the presentation and 

disclosure requirements of GRAP 104 are applied.  

(g) Rights and obligations from insurance contracts – apply the IFRS Standards on insurance except:  

(i)     Financial guarantee contracts. See Fact Sheet 5 

(ii) Derivatives embedded in insurance contracts if GRAP 104 requires the entity to account for them separately.  

(iii) Insurance contracts with discretionary participation features are subject to the presentation and disclosure 

requirements of GRAP 104.  

(iv) Investment components are subject to the disclosure requirements of GRAP 104 if they are required to be 

separated from insurance contracts.  
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Scope 

What financial instruments are 

in the scope of GRAP 104? 

(h) Loan commitments, except:  

(i) Those that are designated at fair value through surplus or deficit.  

(ii) Commitments settled net in cash or by issuing or delivering another financial instrument.  

(iii) Commitments to provide a loan on below market terms. 

(iv) Issuers of loan commitments apply the impairment requirements and derecognition requirements of GRAP 104. 

See Fact Sheet # 6 

(i) Contractual rights and obligations arising from non-exchange revenue transactions - the Standard of GRAP on 

Revenue from Non-exchange Transactions (Taxes and Transfers)(GRAP 23) is applied. Contractual receivables 

and payables arising from non-exchange revenue transactions are subject to the subsequent measurement, 

derecognition, presentation and disclosure requirements of GRAP 104.  

See Fact Sheet #1 

There are no specific recognition and measurement requirements for residual interests issued by an entity. GRAP 104 

only prescribes how these transactions should be presented and disclosed. 
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Initial recognition 

When are financial instruments 

recognised? 

Financial instruments are recognised when an entity becomes party to the contractual provisions of an instrument. For 

example, if a municipality supplies water and electricity to consumers on credit, a financial asset is recognised when the 

water and electricity is supplied and credit  extended to consumers.  

Regular way purchases and sales of financial assets, typically those traded on exchanges or similar, are recognised 

using trade date accounting.  

What instruments should be 

recognised?  

An entity decides whether it should recognise the instrument (or components thereof) as a financial asset, financial 

liability or a residual interest. This decision is based on (a) the substance of the contract and not its legal form, and (b) by 

applying the definitions of financial assets, financial liabilities and residual interests.  

The key distinction between a financial liability and a residual interest is an obligation to deliver cash or exchange 

financial instruments under potentially unfavourable conditions in the case of a financial liability. Some financial 

instruments take the legal form of a residual interest but are in whole, or in part, financial liabilities, e.g. a preference 

share which the issuer is required to redeem the instrument at any time when requested by the holder.  

A financial instrument may require an entity to deliver cash or another financial asset, or settle it another way such that it 

is a financial liability, only on the occurrence of non-occurrence of uncertain future events which are outside the control of 

the issuer and holder of an instrument, e.g. a change in CPI or interest rate. These are called contingent settlement 

provisions. The issuer of these instruments does not have an unconditional right to avoid delivering a financial asset, 

unless the settlement provision is not genuine, or the issuer is only obliged to settle the obligation on its liquidation.  

On initial recognition, an entity classifies financial instruments for subsequent measurement purposes based on certain 

criteria. This is discussed in the next section.  
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Classification of financial instruments 

How are financial assets 

classified?  

Classification as an instrument at amortised cost or fair value through surplus or deficit will depend on:  

(a) The management model for managing financial assets.  

(b) The characteristics of the contractual cash flows of the financial assets.  

ED 167 proposes specific requirements for the classification of embedded derivatives and hybrid contracts.  

Amortised cost 

Management model indicates that the entity holds the financial asset (a) to collect the contractual cash flows, and the 

cash flows of the loan are solely payments of principal and interest (SPPI).  

Principal = the fair value of the asset at initial recognition.  

Interest = consideration for the time value of money, credit risk associated with the principal outstanding and other basic 

lending risks. An interest free instrument will not in itself fail the SPPI requirements, because on initial recognition an 

entity uses a market rate to discount the principal to fair value.  

In assessing whether a financial asset meets the SPPI criteria, an entity should consider the existence of any contingent 

repayment features, e.g. repayment of the loan (and or interest) is only required when certain profitability indices are 

met, certain level of income demonstrated, an individual finding employment, an entity acquiring certain contracts etc. 

These features are not consistent with a basic lending arrangement and may require measurement at fair value.  

Fair value through surplus or deficit 

Fair value through surplus or deficit - The management model is not to realise the cash flows by holding the instrument, 

and/or the cash flows are not solely payments of principal and interest. Instruments that are both held to collect cash 

flows and for sale are measured at fair value.  

Investments in residual interests meet the criteria to be measured at fair value through surplus or deficit. As a practical 

expedient, an entity may measure such an investment at cost less impairment if a reliable measure of fair value cannot 

be determined.  
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Classification of financial instruments 

How are financial liabilities 

classified?  

All financial liabilities are subsequently measured at amortised cost, except for: 

(a) Financial liabilities that are measured at fair value through surplus or deficit. These include derivatives that are 

liabilities, as well as those liabilities that are held for trading, or are designated by the entity as at fair value through 

surplus or deficit on initial recognition.  

(b) Financial liabilities that arise when a transfer of a financial asset does not qualify for derecognition.  

(c) Financial guarantee contracts. After initial recognition, these are measured at the higher of: 

(i) the amount of the loss allowance; and 

(ii) the fair value initially recognised (if relevant) less the cumulative amount of revenue recognised in accordance 

with the Standard of GRAP on Revenue from Exchange Transactions (GRAP 9). 

(d) Commitments to provide a loan at a below-market interest rate. After initial recognition, such a commitment is 

measured at the higher of: 

(i) the amount of the loss allowance plus, for concessionary loans, any social benefit provided; and 

(ii) the fair value initially recognised (if relevant) less, the cumulative amount of revenue recognised using GRAP 9. 

(e) Contingent consideration recognised by an acquirer in a transfer of functions between entities not under common 

control to which the Standard of GRAP on Transfers of Functions Between Entities Not Under Common Control 

applies. Such contingent consideration shall subsequently be measured at fair value with changes recognised in 

surplus or deficit. 

ED 167 proposes specific requirements for the classification of embedded derivatives and hybrid contracts.  

 

 

http://eifrs.ifrs.org/eifrs/ViewContent?collection=2017_Red_Book&fn=IFRS09o_2014-07-01_en-4.html&scrollTo=F32570588
http://eifrs.ifrs.org/eifrs/ViewContent?collection=2017_Red_Book&fn=IFRS09o_2014-07-01_en-4.html&scrollTo=F32570638
http://eifrs.ifrs.org/eifrs/ViewContent?collection=2017_Red_Book&fn=IFRS09o_2014-07-01_en-4.html&scrollTo=F32570634
http://eifrs.ifrs.org/eifrs/ViewContent?collection=2017_Red_Book&fn=IFRS09o_2014-07-01_en-4.html&scrollTo=F32570671
http://eifrs.ifrs.org/eifrs/ViewContent?collection=2017_Red_Book&fn=IFRS09o_2014-07-01_en-4.html&scrollTo=F32570727
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Classification of financial instruments 

Can an entity designate 

instruments to be measured 

specifically at fair value 

through surplus or deficit? 

Financial assets 

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 (‘accounting mismatch’) 

that would otherwise arise from measuring assets or liabilities or recognising the gains and losses on different bases. 

Financial liabilities 

An entity may, at initial recognition, irrevocably designate a financial liability as measured at fair value through surplus or 

deficit when (a) it is a hybrid contract and the host is not a financial instrument, or (b) when doing so results in more 

relevant information, because either: 

(i) it eliminates or significantly reduces a measurement or recognition inconsistency that would otherwise arise from 

measuring assets or liabilities or recognising the gains and losses on them on different bases; or 

(ii) 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 management (as defined in the Standard of GRAP 

on Related Party Disclosures (GRAP 24). 

Can the classification of 

financial assets and liabilities 

be changed after initial 

recognition?  

Financial assets 

The classification of financial assets can be changed if there is change in management model. Where fair value can be 

reliably measured for investments in residual interests, or a reliable measure of fair value is no longer determinable, the 

classification may change between fair value and cost.  

Financial liabilities 

No changes in classification permitted.  
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Initial measurement of financial instruments 

How are financial instruments 

measured? 

Financial instruments are measured initially at fair value. This requirement does not apply to some receivables or 

payables. Receivables and payables are initially measured at their transaction price if they do not include a material 

financing transaction.  

Transaction costs are included in the initial measurement of a financial instrument depending on whether the instrument 

is subsequently measured at amortised cost or fair value. Only instruments measured at amortised cost include 

transactions costs on initial measurement.  

If there is a difference between 

fair value and the transaction 

price on initial recognition, 

how is this treated? 

General principles 

The best evidence of the fair value of a financial instrument at initial recognition is normally the transaction price (i.e. the 

fair value of the consideration given or received). If the fair value at initial recognition is different to the transaction price, 

the entity accounts for the difference as follows: 

(a) Fair value is evidenced by a quoted price in an active market for an identical asset or liability (i.e. a Level 1 input) or 

based on a valuation technique that uses only data from observable markets - gain or loss in surplus or deficit. 

(b) Fair value is determined using other methods - deferred on the statement of financial position. After initial 

recognition, the entity recognises that deferred difference as a gain or loss only to the extent that it arises from a 

change in a factor (including time) that market participants would take into account when pricing the asset or 

liability. 

Concessionary loans and investments 

Concessionary loans are loans granted or received on below market terms, usually to achieve public policy objectives. 

Specific principles for the initial measurement of these loans and investments are discussed in Fact Sheets 3 & 4.   

Financial guarantee contracts and loan commitments 

There are specific requirements for the initial measurement of financial guarantee contracts and loan commitments. See 

Fact Sheets 5 & 6.  
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Subsequent measurement of financial instruments 

How are financial assets 

subsequently measured?  

Fair value through surplus or deficit 

Financial assets that meet the criteria to be measured at fair value are measured at fair value at each reporting date. The 

best evidence of fair value is a quoted price in an active market. If the market is not active, an entity determines fair value 

using a valuation technique. The purpose of using a valuation technique is to establish what fair value would have been 

on the measurement date in an arm’s length exchange, motivated by normal operating considerations.  

If fair value cannot be reliably determined for an investment in a residual interest, it is measured at cost less impairment. 

Amortised cost 

Amortised cost is calculated as: 

                          Amount initially recognised (fair value) 

minus                 Principal repayments  

plus or minus      Cumulative amortisation* 

adjusted for         Loss allowance (impairment) 

*Difference between the initial amount and the maturity amount amortised using the (a) effective interest rate, or (b) credit 

adjusted effective interest rate (for purchased or originated credit impaired loans). Note: The requirements for purchased 

or originated credit impaired financial assets do not apply to receivables. See Fact Sheet #1. 
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Subsequent measurement of financial instruments 

How is the impairment of 

financial assets determined?  

The revised impairment model is based on expected rather than incurred credit losses. A credit loss is the present value 

of the difference between the contractual cash flows due in terms of the contractual arrangement and the cash flows an 

entity expects to receive.  

Step 1: Use lifetime or 12-month expected credit losses 

Determine if there has been a significant change in credit risk, i.e. change in risk of default occurring, since initial 

recognition (individual and collective assessment). This indicates whether lifetime or 12 month credit losses should be 

used.  

Significant change in credit risk, including those that are credit impaired on origination, use lifetime expected credit 

losses. 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.  

No significant change in credit risk, use 12 month expected credit losses.  

As a practical expedient, lifetime losses are used for receivables and lease receivables. 

Rebuttable presumptions (unless reasonable and supportable information to indicate otherwise): 

 Credit risk has increased significantly when contractual payments more than 30 days past due.  

 Default does not occur later than when a financial asset is 90 days past due.  

Step 2: Measure expected credit losses 

The expected cash flows are based on the lifetime or 12 month expected credit losses. The contractual period is the 

maximum period allowed. 
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Subsequent measurement of financial instruments 

How is the impairment of 

financial assets determined? 

Expected credit losses are measured so that the following is reflected:  

 An unbiased and probability-weighted amount is determined by evaluating a range of possible outcomes. An entity 

must consider the possibility that a credit loss occurs, as well as the possibility that no credit loss occurs. An entity 

considers reasonable and supportable information about past events, current conditions and forecasts of future 

economic conditions, that is available without undue cost or effort. 

 Time value of money. This is the effective interest rate determined at initial recognition. 

As a practical expedient, a provision matrix may be used for receivables.  

Do the same impairment 

principles apply to 

investments in residual 

interests measured at cost? 

Impairment losses are recognised based on whether there is objective evidence that a loss has been incurred. The 

definition of a ‘credit impaired financial asset’ is applied to assess if a loss has been occurred.  

A loss may have been incurred if the following circumstances exist: 

(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, have 

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 reorganisation; 

(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. 

Impairment losses are measured as the difference between the carrying amount of the financial asset and the present 

value of the estimated future cash flows discounted at the current market rate of return for a similar financial asset.  

Any impairment losses recognised cannot be reversed. 
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Subsequent measurement of financial instruments 

How are modifications to 

financial instruments treated? 

Financial assets 

When the contractual cash flows of a financial asset are renegotiated or otherwise modified and the renegotiation or 

modification does not result in the derecognition of that financial asset, an entity recalculates the gross carrying amount 

of the financial asset and recognises a modification gain or loss in surplus or deficit. The gross carrying amount of the 

financial asset is recalculated as the present value of the renegotiated or modified contractual cash flows that are 

discounted at the financial asset’s original effective interest rate (or credit-adjusted effective interest rate for purchased or 

originated credit-impaired financial assets). Any costs or fees incurred adjust the carrying amount of the modified 

financial asset and are amortised over the remaining term of the modified financial asset. 

Financial liabilities 

Where the terms of a financial liability (or part thereof) are substantially modified, the existing financial liability is 

derecognised and a new financial liability recognised. A substantial modification is when the discounted present value of 

the cash flows under the new terms, discounted using the effective interest rate, is at least 10% different from the 

discounted present value of the of the remaining cash flows of the original financial liability. Note: there is no specific 

threshold specified for assets.  

How are write-offs of financial 

assets treated?  

An entity reduces the gross carrying amount of a financial asset when the entity has no reasonable expectations of 

recovering a financial asset in its entirety or a portion thereof. A write-off is a derecognition event. An entity can either 

recognise all write offs first in the loss allowance and then in surplus or deficit, or alternatively remove the amount 

currently in the loss allowance and recognise this in surplus or deficit along with any additional write-offs.  

http://eifrs.ifrs.org/eifrs/ViewContent?collection=2017_Red_Book&fn=IFRS09o_2014-07-01_en-4.html&scrollTo=F32570634
http://eifrs.ifrs.org/eifrs/ViewContent?collection=2017_Red_Book&fn=IFRS09o_2014-07-01_en-4.html&scrollTo=F32570733
http://eifrs.ifrs.org/eifrs/ViewContent?collection=2017_Red_Book&fn=IFRS09o_2014-07-01_en-4.html&scrollTo=F32570626
http://eifrs.ifrs.org/eifrs/ViewContent?collection=2017_Red_Book&fn=IFRS09o_2014-07-01_en-4.html&scrollTo=F32570748
http://eifrs.ifrs.org/eifrs/ViewContent?collection=2017_Red_Book&fn=IFRS09o_2014-07-01_en-4.html&scrollTo=F32570748
http://eifrs.ifrs.org/eifrs/ViewContent?collection=2017_Red_Book&fn=IFRS09o_2014-07-01_en-4.html&scrollTo=F32570695
http://eifrs.ifrs.org/eifrs/ViewContent?collection=2017_Red_Book&fn=IFRS09o_2014-07-01_en-4.html&scrollTo=F32570634
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Subsequent measurement of financial instruments 

How is interest revenue and 

expense calculated for 

instruments measured at 

amortised cost? 

Interest revenue 

Financial asset – not credit impaired 

Interest revenue = Gross carrying amount of financial asset X effective interest rate.  

Financial asset – becomes credit impaired after recognition  

Interest revenue = Amortised cost* of financial asset X effective interest rate 

*includes loss allowance.  

Financial asset – credit impaired on origination or purchase  

Interest revenue = Amortised cost* of financial asset X credit adjusted effective interest rate.  

*includes loss allowance. 

Note: the purchased or originated credit impaired requirements do not apply to receivables.  

Interest expense 

Gross carrying amount of financial liability X effective interest rate.  

How are gains and losses on 

instruments recognised?  

Instruments at fair value 

Gains and losses are recognised in surplus or deficit, unless the gain or loss relates to an entity’s own credit risk for an 

instrument designated at fair value through surplus or deficit. These gains and losses are recognised in the statement of 

changes in net assets unless doing so creates or enlarges an accounting mismatch.  

Instruments at amortised cost 

A gain or loss on a financial asset is recognised in surplus or deficit when the financial asset is derecognised, 

reclassified, when it is amortised, or to recognise impairment gains or losses. A gain or loss on a financial liability is 

recognised in surplus or deficit when the financial liability is derecognised and when it is amortised.  
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Derecognition of financial instruments 

When are financial assets 

derecognised? 

Derecognition should be considered for a financial asset or a part of a financial asset.  

Some financial assets, particularly those traded on an exchange, are derecognised using trade date accounting. 

An entity derecognises a financial asset only when: 

(a)  the contractual rights to the cash flows from the financial asset expire, are settled or waived; 

(b)  the entity transfers to another party substantially all of the risks and rewards of ownership of the financial asset; or 

(c) the entity, despite having retained some significant risks and rewards of ownership of the financial asset, has 

transferred control of the asset to another party and the other party 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. In this case, the entity derecognises the asset and separately recognises any 

rights and obligations created or retained in the transfer. 

The carrying amounts of the transferred asset are allocated between the rights or obligations retained and those 

transferred on the basis of their relative fair values at the transfer date. Newly created rights and obligations are 

measured at their fair values at that date. Any difference between the consideration received and the amounts 

recognised and derecognised are recognised in surplus or deficit in the period of the transfer. 

When are financial liabilities 
derecognised?  

An entity derecognises a financial liability (or a part of a financial liability) when it is extinguished — i.e. when the 

obligation specified in the contract is discharged, cancelled, expires or waived in a non-exchange contract. Exchanges of 

financial liabilities where the terms are substantially different, or when the terms of an existing financial liability are 

substantially modified result in derecognition of the original and the recognition of a new financial liability.  
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Presentation and disclosure of financial instruments 

Can financial assets and 

financial liabilities be offset in 

the statement of financial 

position?  

A financial asset and a financial liability are offset and the net amount presented in the statement of financial position 

when an entity: 

(a) currently has a legally enforceable right to set off the recognised amounts; and 

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

When a transfer of a financial asset does not qualify for derecognition, the entity does not offset the transferred asset and 

the associated liability. 

What does the information 
disclosed in the financial 
statements on financial 

instruments aim to achieve?  

As entities in the public sector have different activities, the nature, extent and significance of financial instruments is l ikely 

to vary from entity to entity. As the disclosure requirements in ED 167 deal with a wide range of instruments, some of 

which are complex in nature, an entity applies materiality in deciding what information should be disclosed about its 

financial instruments in the financial statements.  

The principle, the information disclosed in the financial statements should enable users to evaluate: 

(a) the significance of financial instruments for the entity’s financial position and performance; and 

(b) the nature and extent of risks arising from financial instruments to which the entity is exposed during the period and at 

the end of the reporting period, and how the entity manages those risks. 
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How to access information 

Access information ED 167 

Visit our website on www.asb.co.za  

Access the following:  

 Exposure Draft as well as a marked-up version of GRAP 104.  

 Invitation to Comment, which includes a summary of key differences between the revised and original GRAP 104.  

 Fact Sheets on receivables, payables, concessionary loans issued, concessionary loans received, financial 

guarantee contracts, loan commitments, investments in residual interests, and loan issued and investments.  
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