
On 20 October 2011, the International Accounting Standards Board (IASB) issued Exposure 
Draft 2011/05 Government Loans – Proposed amendments to IFRS 1 (the ED).

Annual improvements 2008 added paragraph 10A to IAS 20 Accounting for Government Grants 
and Disclosure of Government Assistance that requires an entity to account for a government loan 
at a below-market rate of interest as a government grant.  The benefit received is measured at 
the difference between the proceeds received and the fair value of the loan at initial recognition, 
determined in accordance with IAS 39 Financial Instruments: Recognition and Measurement. The 
annual improvement was required to be adopted prospectively to government loans received in 
periods beginning on or after 1 January 2009.  

Under the existing requirements of IFRS 1 First-time Adoption of International Financial Reporting 
Standards, a first time adopter has to apply the accounting for government loans at a below-market 
rate of interest retrospectively. This is inconsistent with the transitional guidance for existing users 
of IFRS, and could lead to an entity applying hindsight if it is required to derive a fair value that needs 
significant unobservable inputs. 

The ED therefore proposes an amendment to IFRS 1 that would allow first time adopters to apply the 
above requirement prospectively. This would provide the same relief to first-time adopters as was 
granted to existing preparers of IFRS financial statements when IAS 20 was amended. For example, 
if a first-time adopter did not, under its previous GAAP, recognise and measure a government loan 
at a below-market rate of interest at fair value, it would not be required to adjust its previous GAAP 
carrying amount at the date of transition for the loan.

However, if an entity had already had obtained fair value information as a result of a past transaction 
at the time of initially accounting for that loan, it could still choose to apply accounting for a 
government loan below-market rate retrospectively and hence adjust the amount recognised under 
its previous GAAP. This is consistent with the amendment to IAS 20, which permits application from a 
date earlier than its mandatory effective date.

The ED proposes an effective date for the amendment to IFRS 1 for periods beginning on or after 
1 January 2013 with earlier application permitted. Constituents are invited to respond to the ED by 
5 January 2012.
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This publication has been carefully prepared, but it has been written in general terms and should be seen as broad guidance only. The publication cannot be relied upon to cover 
specific situations and you should not act, or refrain from acting, upon the information contained therein without obtaining specific professional advice. Please contact your 
respective BDO member firm to discuss these matters in the context of your particular circumstances. Neither BDO IFR Advisory Limited, Brussels Worldwide Services BVBA, 
BDO International Limited and/or BDO member firms, nor their respective partners, employees and/or agents accept or assume any liability or duty of care for any loss arising 
from any action taken or not taken by anyone in reliance on the information in this publication or for any decision based on it.

Service provision within the international BDO network of independent member firms (‘the BDO network’) in connection with IFRS (comprising International Financial Reporting 
Standards, International Accounting Standards, and Interpretations developed by the IFRS Interpretations Committee and the former Standing Interpretations Committee), and 
other documents, as issued by the International Accounting Standards Board, is provided by BDO IFR Advisory Limited, a UK registered company limited by guarantee. Service 
provision within the BDO network is coordinated by Brussels Worldwide Services BVBA, a limited liability company incorporated in Belgium with its statutory seat in Brussels.

Each of BDO International Limited (the governing entity of the BDO network), Brussels Worldwide Services BVBA, BDO IFR Advisory Limited and the member firms is a separate 
legal entity and has no liability for another such entity’s acts or omissions. Nothing in the arrangements or rules of the BDO network shall constitute or imply an agency relationship 
or a partnership between BDO International Limited, Brussels Worldwide Services BVBA, BDO IFR Advisory Limited and/or the member firms of the BDO network. 
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