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Brief facts of the enquiry: 
 
The Accounting Standards Board (the Board) received an enquiry, wherein, the Board’s guidance 
had been sought on the accounting of the Temporary Economic Refinance Facility (TERF) scheme 
introduced by the State Bank of Pakistan (SBP), under the IFRS Standards. 
 
The Accounting Standards Board comments and conclusion: 
 
1. The Board based on the submitted fact pattern, discussed the following matters: 

 

 whether loan obtained under SBP introduced TERF scheme is at below-market interest, 

in accordance with IFRS 9 Financial Instruments; and  

 

 whether below-market interest (if any) is a grant requiring accounting under IAS 20 

Accounting for Government Grants and Disclosure of Government Assistance. 

 

2. The Board noted that TERF scheme is a ‘temporary’ relief measure taken by the SBP in 

context of COVID-19 related economic situation and with the objective to provide stimulus 

to the economy by supporting new investment and BMR of the existing projects. 

 

A key feature of the TERF scheme is that a borrower can obtain loan from a Participating 

Financial Institutions (PFI) for acquisition of plant and machinery at maximum mark-up 

rate of 5% per annum. While, SBP is providing refinance to PFIs at the service charge of 1% 

per annum. 

 
3. The Board noted that the determination of whether mark-up rate is below-market (i.e. 

off-market) is judgmental and depends on specific facts, circumstances and terms of the 

arrangement. The off-market markup rate would be based on the comparison to a loan 

having similar characteristics (i.e. similar amount, purpose, currency, maturity, type of 

interest and collateral etc.). 

 

In view of the KIBOR and data available about the lending rates, the TERF scheme mark-

up rate of 5% (maximum) seems to be below the market rate. Based on this, together with 

the SBP’s underlying nature and objective of the TERF scheme, the Board noted that a 

transfer of resources from the government to a borrower is taking place under the TERF 

scheme. This transfer of resources is reflected by below-market mark-up rate on the loan 

obtained under the TERF scheme, since the borrower does not need to pay mark-up to a 

PFI at market rate and SBP by funding at service charge rates of 1% per annum is foregoing 

interest income at prevailing market rate. 

 

4. The Board noted that, in accordance with paragraph B5.1.1 of IFRS 9, the loan obtained 

under the TERF scheme from a PFI should be recognised at the fair value of loan. The fair 

value of the loan would be the present value of loan receipts discounted using prevailing 

market rates of interest for a similar instrument. In subsequent periods, the loan amount 

would be recognised using the effective interest method. Further, in accordance with 

paragraph 3.1.1 of IFRS 9 the loan would be derecognized when it is extinguished. 

 

5. The Board also observed that IAS 20 applies to the accounting for, and the disclosure of, 

government grants and to the disclosure of other forms of government assistance.  
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Paragraph 3 of IAS 20 defines ‘government grants’ as assistance by government in the form 

of transfers of resources to an entity in return for past or future compliance with certain 

conditions relating to the operating activities of the entity. Government assistance is 

explained in IAS 20 as an action by government designed to provide an economic benefit 

specific to an entity or range of entities qualifying under certain criteria.  

 

Government grants are recognized when there is reasonable assurance that: (1) the 

recipient will comply with the relevant conditions and (2) the grant will be received. When 

assessing whether ‘reasonable assurance’ exists, it is important to consider all facts and 

circumstances. 

 
The Board observed that a loan obtained by a borrower under the TERF scheme contains a 

government grant under the requirements of IAS 20 due to the following: 

 
 The TERF scheme, in substance involves transfer of resources from the government to 

the borrower since the objective is to provide cheaper finance to borrower. 

Accordingly, a borrower does not need to pay mark-up at market rate. The government 

is in substance foregoing interest income at prevailing market rate; 

 
 A borrower availing the loan would also need to comply with certain conditions such 

as purchasing of imported/ locally manufactured new plant and machinery either for 

new or BMR of existing projects; and 

 
 The above condition relates to the operating activities of a business. 

 

6. Paragraph 10A of IAS 20 explains that the benefit of a government loan at a below-market 

rate of interest is treated as a government grant. The loan shall be recognised and 

measured in accordance with IFRS 9 Financial Instruments. The benefit of the below-

market rate of interest shall be measured as the difference between the initial carrying 

value of the loan determined in accordance with IFRS 9 and the proceeds received. The 

benefit is generally accounted for and presented as deferred grant in accordance with IAS 

20. 

 
In context of loan obtained by a borrower under TERF scheme, the difference between the 

loan proceeds and fair value of the loan shall be recorded as ‘deferred grant’, in 

accordance with paragraph 10A of IAS 20. 

 

The Board also noted that the recognition of government grant in profit or loss should be 
on a systematic basis over the periods in which the expenses for which the grants are 
intended to compensate. Under paragraph 29 of IAS 20, grants related to income should 
be presented either as a credit in the statement of profit or loss, either separately or under 
a general heading such as ‘other income’, or as a deduction of related expense. 
  

7. The Board also noted that TERF scheme is not identical with the Export Refinance (ERF) as 

the latter is not a ‘temporary’ scheme. Rather, ERF scheme is an established 

scheme/product under which loans are provided at particular rate(s), importantly this 

mark- up rate is the market rate for obtaining funds under this particular product/scheme. 

There is no incremental resource provided specifically to one exporter, as compared to 

other exporter. Therefore, being a particular type of financing facility available to all 

businesses for export purposes, the mark-up rate is not below the market rate (rather it is 

the market rate) and hence does not contain an element of government grant. 
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8. Therefore, the Board concluded that the loan obtained under the TERF scheme by a 

borrower from a PFI should be: 

a) Initially recognised at its fair value in accordance with IFRS 9. The fair value of the 

loan would be the present value of loan proceeds received, discounted using 

prevailing market rate of mark-up for a similar instrument.  

 

The benefit of below-market mark-up (i.e. differential between the loan proceeds 

and fair value of the loan) should be accounted for as deferred grant in accordance 

with IAS 20.  

 
b) In subsequent periods, the loan amount would be accreted using the effective 

interest rate method. The accreditation would increase the carrying value of the 

loan with a corresponding effect on the interest expense for the year in the 

statement of profit or loss. As per IFRS 9, the loan liability and related mark-up shall 

be derecognized when it is extinguished i.e., these amounts are paid-off. 

 

While, the grant should be recognised in statement of profit or loss, in line with the 

recognition of interest expense that the grant is compensating, in accordance with 

IAS 20. 

 
(Issued in November 2020) 

 


