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For gas companies the key area of accounting

consideration is the timing for recognition of a

liability for GIDC (with a corresponding asset), in

accordance with the IFRSs. This requires

consideration of their obligation under the GIDC Act

and recognition of any amount to be paid to the

Federal Government, accordingly.

For gas consumers GIDC is a levy i.e. a

statutory/legal obligation, and it involves

significant amounts. In context of recognition,

measurement and presentation of any obligation for

the GIDC, the recent developments highlight key

accounting considerations for management of gas

companies, including need for re-assessment and

modifications to previous judgments and estimates.

These questions would require management

judgments to reach at the appropriate conclusions.

Management judgment would mainly involve

whether company’s obligation for GIDC has attained

certainty in terms of timing and amount; or

company is likely to pay GIDC, however, the

amount or due date(s) is still uncertain. In certain

cases management may contend and conclude

based on the available information that company

has no obligation for GIDC.

The responses would further highlight key areas for

management’s consideration for determining the

amount required or expected to settle the

obligation for GIDC, in accordance with the

applicable IFRSs. The recognition and measurement

of an obligation for GIDC, besides impacting the

statement of financial position may also have

significant impact on the statement of profit or loss

for the current and future periods. Management is

also required to provide clear and transparent

disclosures about the nature of the obligation for

GIDC, along-with the expected timing of any

resulting outflows of economic benefits and related

uncertainties (if any).

The Federal Government levied GIDC on gas consumers (other than domestic sector gas consumers). While gas

companies have been made responsible for billing the GIDC to gas consumers, its collection from such gas

consumers and onward payment of the collected amount to the Federal Government. A late payment surcharge is

also chargeable for any late payment of GIDC by a gas consumer or late payment of collected amount by a gas

company to the Federal Government.

Key recent developments Key accounting consideration for gas consumers

Gas Infrastructure Development Cess (GIDC)

GIDC has been levied under the Gas Infrastructure Development Cess Act, 2015 (the GIDC Act). Three main  entities 

involved under the GIDC Act are:

The matter of GIDC involved legal debates and

courts decisions, including the vires of the GIDC law.

This aspect attained finality when the Honorable

Supreme Court of Pakistan in its order (issued in

August 2020) declared GIDC Act as ‘intra vires’ to

the Constitution. The Supreme Court in its order also

issued following direction:

“As all industrial and commercial entities which

consume gas for their business activities pass on the

burden to their customers / clients therefore all

arrears of ‘Cess’ that have become due up to

31.07.2020 and have not been recovered so far shall

be recovered by the Companies responsible under

the GIDC Act, 2015 to recover from their

consumers. However, as a concession, the same be

recovered in twenty four equal monthly

installments starting from 01.08.2020 without the

component of late payment surcharge. The late

payment surcharge shall only become payable for

the delays that may occur in the payment of any of

the twenty-four installments.”

Subsequently, in November 2020, the Supreme Court

also dismissed all review petitions. In its judgment

on review petitions the Supreme Court noted the

following

“However, before parting with this order, we may

add here that learned Additional Attorney General,

has stated that the government is agreeable to

recover the arrears in 48 installments instead of 24

installments but the government may also be

granted one years’ time instead of six months as

provided in paragraph 46 of the judgment in

review.”

In September 2020, gas companies on the direction

of the Federal Government issued the first bill to gas

consumers for recovery of GIDC arrears. However, as

reported in different news publications various

companies have filed suits in High Courts contending

that they are not liable to pay GIDC. These latest

court proceedings are in progress and the High

Courts have restrained the gas companies from

taking any coercive action against the plaintiffs i.e.

gas companies for non-payment of bill issued to the

plaintiff showing arrears of GIDC.

Key accounting consideration for gas companies

Introduction
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Certain  

Probable

Not probable

Expected outflow tosettle  

the GIDC obligation

GIDCis a levy anda ‘legalobligation’,undertheIFRS.
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Certain outflow for GIDCwould  

be a liability

Probable outflow forGIDC  

would be a provision

Not probable outflow would be a  

contingent liability

For gas companies based on managementassessment and evaluationof latest availableinformation, few possible  

scenarios (exhaustive) could be as under:

How company  

accounted for/  

disclosed at thelast  

reporting date

How company has  

concluded - to  

account for at  

December 31, 2020

What are the key accountingconsiderations

Company had  

accounted for a  

liability for GIDC

Company concludes  

that it has a liability  

for GIDC at December  

31, 2020

The liability for GIDC should be accounted for in  

accordance with IFRS 9.

Company should give due consideration to the changed  

terms in the settlement of GIDC liability (settlement in 24  

or 48 monthly installments, rather than lump sum), as IFRS  

9 outlines that any substantial change in terms would lead  

to the extinguishment of previously recognised liability and  

recognition of a new liability forGIDC.

The new liability based on latest available information  

would be initially recognised at fair value in accordance  

with IFRS 9.

Company had  

accounted for a  

provision forGIDC

Company concludes  

that it has a liability  

for GIDC at December  

31, 2020

The liability for GIDC should be accounted for in  

accordance with IFRS 9. While, provision would have been  

accounted for in accordance with IAS 37.

Company should de-recognise the previously reported  

provision and recognise the liability for GIDC in accordance  

with IFRS 9. The liability for GIDC would be recognised at  

fair value in accordance with IFRS 9.

Company had  

accounted for a  

provision forGIDC

Company concludes  

that it has a provision  

for GIDC at December  

31, 2020

The provision would be accounted for in accordance with  

IAS 37.

Company should give due consideration to the latest  

available information to determine the best estimate of  

the amount required to settle the provision, including  

expected timing(s) of this settlement. (e.g. settlement in  

24 or 48 monthly installments, rather than lump sum). The  

expected timing would require measurement of provision  

at the present value.

Company had  

disclosed a  

contingent liability  

for GIDC

Company concludes  

that at December  

31, 2020 has a:

 liability for  

GIDC; or

 provision for  

GIDC

Company should give due consideration to the latest  

available information to determine the amount required to  

settle the provision, including expected timing(s) of this  

settlement.

Liability for GIDC would be recognised at fair value in  

accordance with IFRS 9.

The provision would be measured at present value in  

accordance with IAS 37.

No specific IFRS deals with levies that are categorized as

liabilities(havingcertainamountandtiming)

Companies should apply IFRS 9, Financial Instruments, that

deals with financial liabilities by drawing an analogy as

required under IAS 8, Accounting Policies, Changes in

AccountingEstimatesandErrors.

IAS 37 deals with levies that involve uncertain timing or

amount

Companies should apply IAS 37, Provisions, Contingent

Liabilities and Contingent Assets, to recognise the amount of

provision for GIDC. In case of a contingent liability for GIDC,

companiesshould followtheguidanceprovidedin IAS37.

IFRSs define liability, provision and contingent liability, and outline  

different accounting and financial reporting requirements

Keyaccounting considerations for gas consumers
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Liability forGIDC Provision for GIDC

Which IFRS primarily  

scopes in legal  

obligations(liabilitiesand  

provisions resulting from  

a legislation)

Companies should apply IFRS 9, Financial

Instruments, that deals with financial liabilities

by drawing an analogy as required under IAS 8,

Accounting Policies, Changes in Accounting

Estimates andErrors.

IAS 37, Provisions, Contingent Liabilities and  

ContingentAssets.

Initial recognition and/or measurement at present value

How measured at  

December31,2020

At fairvalue

Determined by discounting the future cash

payments required to be made (in installments)

to settle the liabilityforGIDC.

At presentvalue

Determined by estimating the amount and

timing of probable settlement, and discounting

this amount to incorporate material impact (if

any) of timevalueofmoney.

Whichdiscountrateto  

be used for  

measurement

Entity specificrate

The prevailing market rate(s) of interest for a

similar instrument (similar as to currency, term,

type of interest rate and other factors) with a

similar creditrating.

Liability (i.e. Provision) specificrate

The prevailing risk-free rate and credit-risk  

specificto entitynot included.

What could be the  

Impact of measurement  

onstatementofprofitor  

loss for December 31,  

2020

The difference between the fair value of GIDC

liability (i.e. present value of amount required to

be paid to settle the GIDC liability; and

transaction price of GIDC liability (i.e.

undiscounted amount of GIDC liability) would be

recognisedas a gain or loss in the finance income

/ financecost (as thecase may be).

The effect of time value of money (arising from

the re-measurement of previously undiscounted

provision at its present value) could be

recognised as ‘finance income’ or as an

adjustment to the relevant expenditure item in

in the statement of profit or loss, as an

accounting policychoice.

Other changes to the amount of provision would

be accounted for in the statement of profit or

loss, withinin therelevantitemof expenditure.

Subsequentmeasurement

How subsequently

measured at each

reportingdate

Measured at amortised cost using effective rate

of interest

Amortised cost would be based on initially

recognised amount and discount rate used to

measure this amount, and payments made to

settle theGIDC liability.

Measuredat presentvalue

Provision for GIDC would be remeasured at each

reporting date using the latest best estimate,

timingand latest discountrate.

Impact ofsubsequent  

measurement(s) on  

statementofprofitor  

loss

The impactof effectiverate of interestwouldbe  

chargedas a financecost.

The unwinding of discount would be recognised

as a financecost.

Other changes to the amount of provision would

be accounted for in the statement of profit or

loss, withintherelevantexpenditureline item.

Presentation

Howpresentedinthe  

financialstatements

ClassifiedasCurrentandNon-current

The amount of GIDC liability payable within 12

months of each reporting date classified as

current liability, whereas, remaining amount

classifiedas non-currentliability.

ClassifiedasCurrentandNon-current

The amount of GIDC provision expected to be

settled within 12 months of the reporting date

classified as current, and remaining amount

classifiedas non-currentliability.

Gas consumer companies are also required to consider the requirements of other IFRSs such as IAS 12, Income Taxes,

when accounting for and presenting a ‘provision’ or a ‘liability’ for GIDC. Gas consumer companies should document key

judgments, the completeness and the accuracy of information used in reaching those judgments (including

contradictory information, if any), and their support for any significant assumptions. In addition, when management

engages a specialist or expert (such as external legal counsel), management retains overall responsibility with respect

to the oversight of the specialist’s or expert’s activities and for the resulting output, including ownership of the

amounts determined by the engaged specialist or expert as well as the design, implementation, and maintenance of

internal control over financial reporting.

A snapshot of recognition, measurement and presentation of ‘Liability for GIDC’ and ‘Provision for GIDC’  

(for gas consumer companies) is as under

Keyaccounting considerations for gas consumers



This section separately discusses various aspects of recognition , measurement and presentation of liability  

for GIDC and provision for GIDC, in accordance with the relevant IFRSs

What are key considerations for management to determine the scope of IFRS under which  

liability for GIDC should be accounted for?

1.The gas consumers (here-in-after referred to as ‘companies’’) , pursuant to the decision of the Honorable

Supreme Court of Pakistan (made in August 2020) and its subsequent judgment on the review petitions (made in

November 2020), would be required to settle their obligation for GIDC levied under the GIDC Act. The settlement of

this obligation could result in an outflow of economic resources (i.e. cash)

From accounting and financial reporting perspective an IAS 37 defines legal obligation as an obligation that derives

obligation for GIDC is a statutory/legal liability. from a contract, legislation,or other operation of law

2.Prior to the Supreme Court’s judgment, in general, companies would be either recognizing a provision for GIDC

or disclosing it as a contingent liability in their financial statements. This could be attributed to the pending

litigation(s) related to constitutionality of the GIDC Act and management’s judgment about probable settlement of

any GIDC obligation (due to uncertainty in the timing or amount of future expenditure required in settlement of

obligation for GIDC, if any).

1.3 However, consequent to the judgment of the Supreme

Court, a company may assess that it is liable to pay the

levy of GIDC and has no realistic alternative to settle this

liability. The amount of GIDC payable would become a

liability (and not a provision).

In IFRSs, IFRIC 21, Levies, discusses the accounting of levies. It

notes that ‘levy is an outflow of resources embodying economic

benefits that is imposed by the governments on entities in

accordance with the legislation (i.e. laws and/or regulations).’

Levies under IFRIC 21 do not include income taxes and fines or

other penalties that are imposed for breaches of legislation.

1.4 As long as the payments are required by law, they are

generally considered to be imposed by the government,

regardless of the mechanism of their collection (For example,

the legislation may require the entity collecting the payment of

levy to act as an agent of a government body and to remit the  

payments collected to the government).

5.The timing of recognition of the liability for GIDC would be based on the ‘obligating event’. IFRIC 21 identifies

the obligating event for the recognition of a liability as the activity that triggers the payment of the levy in

accordance with the relevant legislation. With regards to the GIDC levy and related liability, the obligating event

would be the activity under the GIDC Act that legally obligates the gas consumers to pay the levy.

6.IFRIC 21 only provides guidance about the recognition of a levy, it does not discuss measurement of this liability.

Further, being a liability under the GIDC Act, it is a legal obligation, and therefore not a financial instrument within

the scope of IFRS 9. IAS 37 is also limited to the extent of provisions and contingent liabilities and does not address

the legal liabilities of certain timing and amount.

7.In the absence of an IFRS that specifically applies to the liability for GIDC, companies should apply IAS 8,

Accounting Policies, Changes in Accounting Estimates and Errors, in developing and applying an accounting policy

through analogy to an IFRS dealing with similar and related matters.

8.IAS 8 in paragraphs 10-11 sets out a hierarchy of authoritative guidance that preparers of financial statements

consider in the absence of an IFRS that specifically applies to an item. Management would need to use judgement

in developing and applying an accounting policy that results in information that is relevant to the economic

decision-making needs of users of financial statements and reliable.

Accounting of GIDC

Q 1

Levies having certain 

timing or amount

Levies having uncertain 

timing or amount

IFRIC 21 scopes-in

The scope of IFRIC 21 is therefore broader than IAS

37 and includes both obligations under IAS 37 and

other non-contractual liabilities imposed by

government that are not scoped under IAS 37.

Liability for GIDC would be recognised  

in accordance with IFRIC 21

From the Desk of Technical Services| 4
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1.9 The issues that need to be addressed in developing and applying an accounting policy for the government levy,

such as GIDC, may be similar or related to those that arise for the recognition, measurement, presentation and

disclosure of monetary liabilities.

The IFRIC Committee, in its agenda decision relating to ‘Deposits relating to taxes other than income tax’ (issued

in January 2019), noted that the accounting of deposits relating to taxes (other than income taxes) is not

addressed by IFRSs. The IFRIC Committee in its agenda decision also observed that such assets are similar to

monetary assets, and accounting policy for its recognition and measurement should be developed based on

drawing an analogy and using the guidance of IAS 8. (Emphasis is ours)

1.10 In the IFRSs, IFRS 9 Financial Instruments, mainly setout the requirements for the recognition,  

measurement and presentation of financial instruments, including monetary liabilities.

Conclusion

GIDC is a levy under IFRIC 21. Based on management judgment its settlement may now involve certainty in terms of

timing and amount, therefore requiring its recognition as a liability (rather than a provision). Companies should

develop an accounting policy for the initial recognition and subsequent measurement of liability for GIDC, based on

an analogy from IFRS 9 (and related IFRSs for financial instruments), as no specific IFRS deals with initial

recognition and subsequent measurement of liabilities for levies, having certain timing and amount.

Q 2 How a liability for GIDC should be recognised by drawing analogy from IFRS 9?

2.1 The liability for GIDC originates from the obligating event under the GIDC Act and becomes payable accordingly

(as and when it arises). However, the available information indicates that liability for GIDC would be paid over a

period of time as agreed by the government (the judgment of the Supreme Court noted that government has agreed

to recover the arrears for GIDC in 48 monthly installments).

2.2 In principle, the liability for GIDC should be recognised at its fair value using the effective interest rate  

method. The recognition of GIDC liability at fair value would be based on drawing an analogy from the paragraph

5.1.1 of IFRS 9, which states that a financial liability should be initially measured at its fair value.

2.3 For the determination of fair value of liability for GIDC, IFRS 13, Fair Value Measurement, explains that present  

value technique can be used to ascertain fair value. This principle is set-out in paragraphs 37 and 38(c) of IFRS 13.

2.4 The difference between the fair value of GIDC liability (i.e. present value) of amount required to be paid and

transaction price of GIDC liability (i.e. amount required to be paid) is recognised as a gain or loss (as the case may be) in

the statement of profit or loss. This requirement is outlined in paragraph B.5.1.2A of IFRS 9 and paragraph 60 of IFRS 13.

Conclusion

Companies need to consider the latest available information relating to the settlement of GIDC liability. As noted

above, the judgment of Supreme Court mentions that government has agreed to settle the arrears of GIDC in 48

monthly installments, without any extra cost (interest). Resultantly, the fair value of GIDC liability (i.e. present

value of the payments to settle the GIDC liability) would differ from the transaction price (i.e. amount of GIDC

obligation). In consideration of this information the liability for GIDC should be recognised at its fair value (using

the present value technique), as per paragraph 5.1.1 of IFRS 9. The difference between the fair value of GIDC

liability and transaction price of GIDC liability should be recognised in the statement of profit or loss, in

accordance with paragraph B.5.1.2A of IFRS 9.

Accounting of GIDC

How present value of the liability for GIDC should be determined?

1. The determination of present value of future cash out flows would involve use of an appropriate discount rate.

2.IFRS 9, paragraph B5.1.1 provides guidance on determining the fair value of a financial liability that carries no

interest. Such a liability can be measured as the present value of all future cash payments discounted using the

prevailing market rate(s) of interest for a similar instrument (similar as to currency, term, type of interest rate and

other factors) with a similar credit rating.

Q 3
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3.3 IFRS 13 explains the components of a present value measurement (in paragraph B13), including the elements of

discount rate that should be based on the risk-free interest rate and entity’s own credit risk. The discount rate should be

consistent with the underlying economic factors of the currency in which cash flows are denominated.

Conclusion

The future payments for GIDC liability should be discounted at prevailing market rate(s) of interest for a similar  

instrument (similar as to currency, term, type of interest rate and other factors) with a similar credit rating.

Accounting of GIDC

Should the government’s decision to settle the arrears of GIDC over a period of two or four years,
Q 4 without any interest be considered as governme0nt grant under IAS 20, Accounting for Government  

Grants and Disclosure of Government Assistance?

4.1 In accordance with IAS 20 government grant is the assistance by the government in the form of a transfer of

resources in return for past or future compliance by the entity (or entities). IAS 20 also explains that benefit of a

government loan at a below-market rate of interest is treated as a government grant.

4.2 With regards to GIDC, as noted in the judgment of the Supreme Court, government has agreed to recover the

arrears of GIDC from gas consumers in 48 monthly installments (rather than a lump-sum recovery). Further, no

interest would be charged on the 48 monthly installments. However, late payment surcharge under GIDC Act can be

charged.

Conclusion

The above-noted concession granted by the government (i.e. to recover GIDC arrears is 48 monthly installments), is

noted in the Supreme Court judgment, It is part of the settlement of the legal case involving gas consumers and

government, and in substance it is not a government grant.

Q 5 Could there be a change/ modification in the terms of settlement of GIDC liability, and how such  

modification should be accounted for?

5.1 As explained above, liability for GIDC should be recognised by applying the guidance of IAS 8 and drawing

analogy from IFRS 9. Requirements of IFRS 9 related to ‘change in terms’ require careful consideration, as new

events and conditions may provide information about changes in settlement of GIDC liability.

5.2 IFRS 9 explains that in some circumstances, the renegotiation or modification of the contractual terms of a  

liability can lead to significantly different terms from the earlier terms.

5.3 as per the guidance provided in paragraphs 3.3.2 and B.3.3.6 of IFRS 9, a substantial modification of the terms

of a financial liability shall be accounted for as the extinguishment of the original financial liability and the

recognition of a new financial liability. The new liability (if any) should be measured at fair value in accordance

with paragraph 5.1.1 of IFRS 9. A gain or loss could arise consequent to de-recognition of existing liability and

recognition of new liability, as noted above. This gain / loss would be recognized in statement of profit or loss, as

per paragraph 3.3.3 of IFRS 9.

5.4 The liability of GIDC would be settled in 48 monthly instalments, as noted in the Supreme Court’s judgment on

the review petitions (issued in November 2020). Companies need to consider whether a change in the cash flows or

terms of the settlement of GIDC liability is a substantial modification of such liability when applying guidance of

IFRS 9.

5.5 There could be scenarios where the latest information about settlement of GIDC liability may result in significantly

different terms from the earlier terms. A possible scenario could be where a company has initially recorded its liability for

GIDC under certain terms (e.g. lump sum settlement, or settlement in 24 monthly installments as mentioned in Supreme

Court order of August 2020). The above noted settlement timeline of 48 monthly installments would represent substantially

different terms for such a company, in accordance with IFRS 9.

Conclusion

Companies need to carefully consider the terms under which any liability for GIDC was initially recognised and also

the latest settlement terms. In case of significantly different terms of settlement of GIDC liability (compared to the

earlier terms based on which the liability has been recognised at the last reporting date), IFRS 9 would require

derecognition of the previously reported GIDC liability, and recognition of a new liability for GIDC. A gain or loss

could arise consequent to de-recognition of existing liability and recognition of new liability. Such gain/loss should

be recognized in statement of profit or loss, as per paragraph 3.3.3 of IFRS 9.
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Accounting of GIDC

Q 7 Would there be any finance costs related to GIDC liability and how it should be accounted for?

7.1 The finance costs relating to the liability for GIDC would be calculated at amortised cost using the effective

interest method. The effective interest method is a measurement technique whose purpose is to calculate

amortised cost and allocate interest cost over the relevant time period.

7.2 The finance cost related to a financial liability is charged to statement of profit or loss, as per paragraph

5.4.1 and Appendix A of IFRS 9.

7.3 The present value of GIDC liability would change in each period to reflect the payments (if any) made to  

settle the amount due and passage of time.

Conclusion

Companies should recognise the finance costs (determined on effective interest method) related to GIDC liability  as 

borrowing cost, in the statement of profit or loss.

Q 6 How liability for GIDC should be subsequently re-measured?

6.1 Subsequent measurement of liability for GIDC would be at amortised cost, as per paragraphs 5.3.1 and

4.2.1 of IFRS 9.

6.2 The measurement at amortised cost means that the effective rate of interest would be charged as a finance

cost to the statement of profit or loss. The changes in market rates of interest would be ignored, therefore,

liability would not be revalued at the reporting date.

Conclusion

Companies should subsequently measure the liability for GIDC at amortized cost.

Q 8 How liability for GIDC should be presented in the financial statements?

8.1 The classification of a liability could be either current or non-current. The classification of a liability is  

determined at the reporting date.

8.2 IAS 1, Presentation of Financials Statements, in paragraphs 60 requires distinct/separate presentation of

current and non-current liabilities. While, paragraph 69 outlines the criteria for identification of current and non-

current liabilities.

8.3 In January 2020, International Accounting Standards Board (IASB) issued amendments to IAS 1. The amendments

are intended to clarify the requirements on determining whether a liability is current or non-current so as to

promote consistency in application. The amendments shall be applied for annual reporting periods beginning on or
after 1 January 2023 retrospectively in accordance with IAS 8, and earlier application is permitted.

8.4 IASB in above-noted amendments has clarified that if a liability has been determined to be non-current at the end of

the reporting period, it continues to be classified as non-current even if management intends or expects the entity to

settle the liability within 12 months after the reporting period or even if the entity settles the liability between the end of

the reporting period and the date the financial statements are authorized for issue.

Conclusion

The amount of GIDC liability payable within 12 months of each reporting date would be classified as current

liability, whereas, remaining amount shall be disclosed under non-current liabilities, as per paragraph 69 (c) & (d)

of IAS 1.
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Accounting of GIDC

Q 9 Can a company recognise a provision for GIDC?

9.1 IAS 37 deals with provisions and contingent liabilities. A Probable

provision is a liability of uncertain timing or amount. The provision may Under IAS 37, an outflow of
relate to a legal obligation or a constructive obligation, and it is resources or other event is
recognised if it is probable that an outflow of cash or other economic regarded as probable if the
resources will be required to settle the provision. If an outflow is not event is more likely than not
probable, the item is treated as a contingent liability. to occur i.e. the probability

that the event will occur is
9.2 Contingent  liabilities include obligations that are not recognised greater than the probability
because  their  amount  cannot  be  measured  reliably  or  because that it will not.
settlement is not probable.

The word “probable” is not
9.3 Importantly,  contingent  liabilities  do not  include provisions for intended to require virtual
which it is certain that the entity has a present obligation that is more certainty before an  
likely than not to lead to an outflow of cash or other economic expenditure/loss is accrued.  
resources, even though the amount or timing is uncertain.

4.In general, an adverse legal judgment constitutes significant objective evidence of the probability that a

company has incurred a liability as of the date of the financial statements. Consequently, for a company

that has appealed or intends to appeal the judgment to conclude that no liability has been incurred as of

the date of the financial statements, evidence supporting non-recognition of a liability must be sufficient

to counterbalance the external legal determination (i.e., the adverse legal judgment) and any other

similar evidence.

5.In case a company, after considering the order/judgment of the Supreme Court on the GIDC levy and

other available information considers that there is uncertainty about the amount or timing of settlement

of GIDC, then it can recognise a provision (based on its judgment). In certain cases a company may

conclude that it only requires disclosure of a contingent liability. These matters involve management

judgments based on latest available information.

6.IAS 37 should be applied for the recognition, measurement and presentation of provision for GIDC. Similarly

requirements of IAS 37 should be considered for disclosure/non-disclosure of a contingent liability (if any).

7.In determining whether company has a liability or a provision (or contingent liability) for the GIDC, it

should consider various factors that include, but are not limited to, the following:

 The outcome/decision of the latest issued orders/judgments;

 The opinions or views of legal counsel and other advisors;

 The experience of the company or other entities in similar cases;

 Management’s decision regarding how the entity intends to respond; and

 The company’s basis or intended basis for an appeal.
Conclusion

Companies should carefully consider and evaluate the latest available information as adverse consequences of

litigation could result in the obligation to pay GIDC. If a company based on available information judges

uncertainty about the amount or timing of settlement of GIDC, then it can recognise a provision (based on its

judgment.)

How provision for GIDC should be measured at its present value, at December 31, 2020?

1. As provisions involve uncertainty, therefore judgement should be exercised in measuring provisions.

Judgement is applied in identifying the obligating event, measuring the estimated settlement amount and the

timing of settlement of this amount. Companies should reflect experience from similar transactions and also

consider any evidence of conditions that existed at the reporting date and the subsequent events.

2.The measurement of provision for GIDC would require careful analysis of all available information, and  would 

involve determination/consideration of:

 A best estimate of the amount required to settle the GIDC;

 Timelines of the expected settlement of the GIDC;

 Discount rate to calculate the present value of the provision for GIDC; and

 Expected future events.

Q 10
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Best estimate

3.In accordance with paragraph 36 of IAS 37, company should make a best estimate of the amount required

to settle the present obligation for GIDC.

4.Owing to uncertainties (if any) about the estimated amount and pattern of its outflow, company may be

required to make a reasonable estimate of the provision in a range.

 When one amount within a range appears to be a better estimate than any other amount within the  

range, that amount should be accrued.

 If there is a continuous range of possible outcomes and no one point in the range is considered more  

likely than another point, the mid-point of the range is taken as the best estimate under IAS 37.

Estimated timing of the settlement of GIDC levy

5.As noted in the Supreme Court’s judgment on review petitions, government has agreed to recover the

arrears for GIDC in 48 equal monthly instalments, starting from August 2020. However, management of

company based on the evidence and conditions judge that the timing of the outflow(s) of the estimated

amount is still uncertain. For the determination of the best estimate amount of provision company would

be required to also estimate the timing(s) of the expected settlement of the provision.

Present value of the provision

6.The effect of time value of money would be material as the estimated amount of GIDC provision is

expected to be settled over a period of time (e.g. 48 monthly instalments as noted above). Company would

be required to estimate present value of provision for GIDC, in accordance with paragraph 45 of IAS 37.

Discount rate for the determination of present value

7.In accordance with IAS 37, the discount rate used to determine the present value of provision should

reflect current market assessments of the time value of money and the risks specific to the GIDC obligation

of company. IAS 37 does not specify the discount rate that reflects the time value of money, however,

typically risk- free pre tax rate is used for discounting of provisions.

8.With regard to inclusion of company’s own credit risk in the discount rate, IAS 37 does not explicitly

state whether or not own credit risk should be included.

The IFRIC Committee in its agenda decision, Inclusion of own credit risk in the discount rate, noted that paragraph 47 of

IAS 37 states that “risks specific to the liability” should be taken into account in measuring the liability. The

Interpretations Committee noted that IAS 37 does not explicitly state whether or not own credit risk should be included.

The Interpretations Committee understood that the predominant practice today is to exclude own credit risk, which is

generally viewed in practice as a risk of the entity rather than a risk specific to theliability.

10.9 The risks specific to the GIDC obligation should be reflected in the estimation of the amounts required to  

settle the obligation (alternatively these can be included by adjusting the discount rate).

Future events

10.10 IAS 37 in paragraph 48 requires consideration of future events that may effect the amount of provision.

Accordingly, while calculating the provision for GIDC obligation, companies should consider sufficient subjective

evidence to identify the future events that are likely to occur.

Conclusion

A provision is discounted to its present value in accordance with IAS 37. Companies should measure the provision at

a best estimate (the most likely outcome - amount that it expects most likely to incur to settle the GIDC

obligation. The expected timelines of settlement should also be considered to determine the discounted amount,

using a discount rate that is pre-tax rate, reflects current market assessment of the time value of money; and also

reflects the risks specific to the GIDC obligation.

Accounting of GIDC Financial Reporting Implications – Your questions answered
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Q 11 How a decrease in the provision for GIDC arising from the re-measurement of previously undiscounted  

provision,at its present value, should be accounted for?

1.Provision for GIDC is an accounting estimate. IAS 37 in paragraph 59 requires that the provision shall be

reviewed at each reporting period and adjusted to reflect current best estimate.

2.IAS 8 in paragraph 34 explains that an estimate may need revision if changes occur in the circumstances

on which the estimate was based or as a result of new information or more experience.

3.There could be a scenario where a company has recorded and reported a provision for GIDC, at the last

reporting dates (e.g.. September 2020 or June 2020). In principle, this reported amount of provision would

be management’s best estimate. In general, in most of the cases companies due to the pending legal

proceedings (at last reporting date) would have undiscounted amount of provision reflected under the

current liabilities in the financial statements.

4.However, as explained earlier, the provision at the current reporting date would require reassessment

and re-measurement. In consideration of latest developments (including the Supreme Court’s judgment

and Federal Government’s concession to recover arrears of GIDC in 48 monthly installments), a company

would be required to discount the provision for GIDC to account for the impact of time value of money.

Due to discounting, the present value of provision at December 31, 2020 could result in a lower amount of provision

compared to the previously reported amount at June / September 2020 (as previously reported amount was not

discounted).

5.The decrease in the amount of provision in above circumstances is a change in accounting estimate and

should be accounted for prospectively. IAS 37 does not discuss such a specific scenario of first time

measurement of a previously undiscounted provision. In such a case, as an accounting policy choice, the

effect of time value of money (arising from the re-measurement of previously undiscounted provision at its present

value) could be recognised as ‘other income’ or as an adjustment to the relevant expenditure item in the statement

of profit or loss.
Conclusion

A change in previously reported provision, resulting from its measurement at present value as at December 31,

2020 (for the first time) is a change in accounting estimate. IAS 37 does not discuss such a specific scenario of first

time present value measurement of a previously undiscounted provision. In such a case, as an accounting policy

choice, the decrease in the amount of provision could be recognised either as ‘other income’ or as an adjustment to the

relevantexpenditureitem in the statement of profit or loss.

How a company should recognise (calculate and account for a provision for GIDC) for the first time at

December 31, 2020?

1. A possible scenario could be where a company based on management’s judgment:

 has not recorded any provision for GIDC (or a liability for GIDC) at the last reporting date; and

 is now recognizing a provision for GIDC (at December 31, 2020 for the first time in accordance with IAS 37.

2.The recognition of a provision for the first time should be accounted for in accordance with IAS 37,  including the 

effect of time value of money (Please also refer to response contained in question 8, above).

3.The effect of time value of money while recognizing a provision for the first time should be recognised as  ‘other 

income’ in the statement of profit or loss.

Conclusion

The recognition of a provision for the first time as at December 31, 2020 should be accounted for in accordance

with IAS 37, including the effect of time value of money. The effect of time value of money for first time

recognition of provision should be recognised as ‘other income’ in the statement of profit or loss.

Q 12
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Q 13 Should a company reassess the classification of provision for GIDC?

1.The company at each reporting date should reconsider the classification of the previously reported provision.

There could be changes which could remove the uncertainties related to the amount or timing of the provision. In

such a case, the amount of provision would be a crystalized liability and should be accounted for in accordance

with the IFRSs.

2.On the other hand, if management based on latest available information and events concludes that the

uncertainties associated with the company’s obligation for GIDC still prevail, then company should continue

with the accounting of provision in accordance with IAS 37.
Conclusion

The company should reconsider the classification of the previously reported provision at each reporting date. If

based on current circumstances, timing and amount of liability has become certain then it should be accounted for

in accordance with the IFRSs.

How provision for GIDC should be measured subsequent to its recognition / measurement at December 31,  

2020?

1.In accordance with IAS 37, re-measurement of provision at each reporting date should be based on the best

estimate of the settlement amount. The changes in the estimated cash flow, timing of the cash flow and discount

rate could result in change in the amount of provision.

2.These changes to the amount of provision (except for the unwinding of the discount) should be accounted for in

the statement of profit or loss, with the:

 Increase in the amount of provision taken to the relevant item of expenditure

 Decrease in the amount of provision reflected by adjusting the expense where provision was charged

Conclusion

The provision for GIDC should be subsequently re-measured in accordance with IAS 37.

Q 14

How changes in provision due to unwinding of discount should be accounted for?

15.1 IAS 37 requires that the increase in the value of a provision as a result of the passage of time should be taken to the

borrowings cost. In accordance with paragraph 60 of IAS 37, the unwinding of the discount (due to the passage of time)

should be included as part of the borrowings costs in the statement of profit or loss. The risk-free pretax used to determine

the time value of money should be used to determine the unwinding of discount.

Conclusion

The changes in provision due to unwindingof discount should be included in borrowing costs in the statement of profit or loss.

Q 15

How provision for GIDC should be presented in the financial statements?

1.Paragraph 69 of IAS 1 outlines that a liability is classified as non-current if the entity has an unconditional right to

defer settlement of that liability for at least 12 months after the reporting period. On the other hand, if the

liability is due or expected to be settled within 12 months then it is a current liability.

2.In general, the timing of provision would be driven by latest decision of the government to recover GIDC from

companies in 48 monthly instalments (i.e. 4 years).

3.The amount of provision that is expected to be settled within 12 months is classified as a current liability, while the

provision that is expected to be settled after 12 months should be presented as a non-currentliability.

Conclusion

The provision for GIDC should be classified as current or non-current based on estimated timing of settlement.

Q 16
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Key accounting considerations for gas companies

How a gas company should account for the amount of GIDC billed and/or collected from the gas  

consumer(s)?

17.1 The provisions of GIDC Act state that a gas company is responsible to:

2. The GIDC has been levied on the gas consumers.

3.The accounting considerations for the gas companies would emanate from their statutory obligation under the

GIDC Act. The obligation seems to be to pay the amount collected from the gas consumers to the Federal

Government. Therefore, the key consideration would be whether:

 to recognise an asset (receivable from gas consumers) for the amount of GIDC billed, with a

corresponding liability for GIDC due to Federal Government; or

 to recognise a liability due to Federal Government only for any amount collected from the gas

consumers.

4.Determining whether consequent to billing to the customer results in an ‘asset’ (with corresponding liability)

requires a careful analysis. The analysis would involve:

 whether gas companies have a present obligation to deliver cash to the Federal Government, at the

time of billing the GIDC to gas consumers - they are obligated to pay the billed amount of cess

(irrespective of collection from gas consumers) to the Federal Government

 whether billing of cess by gas companies results in a resource controlled by the gas company and also

confers a right that has the potential to produce economic benefits to the gas company

5.Through billing to the gas consumers, the gas company would have a right to receive cash from gas consumers.

However, this right to receive cash must also meet the definition of ‘asset’, in accordance with the Conceptual

Framework. On the other hand, the obligation pay to the Federal Government would also need to meet the

definition of liability in accordance with the Conceptual Framework.

6. The application of definitions of asset and liability for the GIDC billed by gas companies is analysed as under:

 the ‘control’ over economic benefits – the extent of right (if any) to utilize the amount billed / received

from gas consumers

 the ‘present obligation’ – the obligation of gas company is to pay to Federal government at the time of

billing to gas consumers or at the time of collection of billed amount from gas consumers. whether gas

company bears any risk of default in payment by gas consumers.

7.The statutory obligation of gas companies includes collection and onward payment of collected amount(s) to the

Federal Government. The Federal Government has delegated the gas companies with the tasks of billing, collection

and onward payment to the government treasury. Their obligation to pay the GIDC to Federal Government seems to

originate once the amount has been received from the gas consumers. The gas companies, under the GIDC Act,

therefore appear to act as ‘agent’ of the Federal Government.

Accounting of GIDC

Q 17

Bill the GIDC to gas  
consumers

Collect the GIDC from gas  
consumers

Make onward payment of cess  
to the Federal Government
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The gas company is required to bill

GIDC to gas consumers, collect and

onward pay the amount collected to

Federal Government

Under the GIDC Act, for any delay /

non-payment of billed amount by

gas consumers, the Federal

Government can charge a late

payment surcharge to such gas

consumers

Under the GIDC Act, the amount

collected by gas companies from

gas consumers is required to be paid

to the Federal Government without

delay

The amount of GIDC, types of

companies on which it is levied and

timelines for its billing and

collection are not set/determined

by the gas companies. All these

aspects are set by the Federal

Government, under the GIDC Act

Under the GIDC Act, the GIDC has been levied on gas consumers. The

gas companies seem not to be obligated to pay the amount that has

not yet been collected from the gas consumers. Resultantly for gas

companies there is no ‘present obligation’ to transfer the economic

resource (pay to Federal Government) for the amount that has bee

billed but not received from the gas consumers.

This highlights that the credit risk for any non-payment or delay in  

payment by gas company is borne by Federal Government.

This suggests that the gas company has no control over the amount

collected and it cannot use the amount collected for its benefit.

Rather, it will have to transfer the economic resource (i.e. amount

collected from gas consumers) to the treasury of Federal

Government.

The economic resource in the form of GIDC is controlled by the

Federal Government for utilization as per GIDC Act.

The Gas companies have no discretion in setting the rate of GIDC or

type of consumers on which it can be levied. Further it also has no

discretion in setting the timeline for recovery of the billed amount.

The Federal Government has all the powers with regards to

controlling the economic resource and the gas companies are acting

as ‘agent’ by performing the administrative task of billing the GIDC

to the gas consumers.

9.Further, when the company does not bear the risk of default and is merely collecting the amount on behalf of the

third parties (i.e. Federal Government) then it is not bearing the credit risk of payment default by gas consumers.

The statutory obligation of the gas company is to pay GIDC as and when the same is collected from consumers. The

obligation of gas company to make onward payment to the Federal Government arises once the amount has been

collected from the gas consumers.

10.With regards to the impact on the statement of profit or loss, IFRS also state that “amounts collected on behalf

of third parties such as sales taxes, goods and services taxes and value added taxes are not economic benefits

which flow to the entity and do not result in increases in equity. IFRS 15, Revenue from Contracts with Customers,

states that revenue does not include amounts collected on behalf of third parties, such as tax authorities. The

entity is the agent for the government in these situations, and amounts collected on behalf of principal are not

revenue of the agent.

11.The Fourth schedule to the Companies Act, 2017 requires disclosure of ‘sales and other taxes directly

attributed to sales, in the note for the Turnover. However, the Companies Act, 2017 does not define the term

‘other taxes directly attributed to sale’. However, an understanding can be construed based on the Supreme Court

judgment that the GIDC is a fee (not a tax). Further, it is not directly attributed to sales of the gas company.

12.The billing of GIDC to gas consumers, subsequent collection or payment, therefore, would not have any impact

on the statement of profit or loss. A possible impact on the statement of profit or loss could be where Federal

Government charges any late payment surcharge on the gas company, under the GIDC Act.

Conclusion

Gas companies should consider the timing of recognition of liability for GIDC (with a corresponding asset) by applying the

definition and criteria of asset and liability as outlined in the Conceptual Framework for Financial Reporting and the IFRSs.

Considering the obligation of the gas companies to pay the collected amount of GIDC to the Federal Government, under the

GIDC Act, liability for such amount should be recognised at the point in time of amount received from the gas consumers

(and not at the time of amount billed to the gas consumers, under the GIDCAct).

Accounting of GIDC Financial Reporting Implications – Your questions answered

17.8 Based on the Conceptual Framework, the above involvement of gas companies at the time of billing the GIDC to gas  

consumers, does not create an asset (and a corresponding liability). This is owing to the following reasons:
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Since the initial imposition of levy through enactment of GIDC Act, 2011 and subsequently through GIDC Act,

2015 , the matter involved continuous (from 2011 to 2020) litigation pertaining to the constitutional validity

of the GIDC.

This section provides a summarized timeline of legal developments on the GIDC legal framework and related

litigations.

2011 Gas Infrastructure and Development Cess Act, 2011 (“the GIDC Act, 2011)” promulgated

via Finance Act, 2011. GIDC was imposed on natural gas consumers including companies

with effect from 1 January 2012, to finance the cost for laying the overland gas pipelines.

2013 In 2013, the Peshawar High Court declared the GIDC Act, 2011 as ultra vires the  

Constitution and struck down the GIDC Act, 2011.

August 2014 In August 2014, the Supreme Court of Pakistan dismissed the appeal filed by the Federal

Government of Pakistan. Deciding that the GIDC was a fee and not a tax, and could not

have been introduced through a Money bill, under Article 73 of the Constitution – the

same was, therefore not validly levied in accordance with the Constitution.”

September 2014 In September 2014, GIDC Ordinance, 2014 (“the GIDC Ordinance”) was promulgated by

the President of Pakistan, with retrospective effect from the original imposition of the

GIDC Act, 2011.

May 2015 In May 2015, the Government enacted the Gas Infrastructure Development Cess Act, 2015

(“the GIDC Act, 2015”). The GIDC Act, 2015 contained provisions providing cover to GIDC

paid and / or accrued from the period stating from the original imposition of the GIDC

Act, 2011.

October 2016 In October 2016, the Sindh High Court declared the levy to be un-constitutional.

May 2017 In May 2017, the Peshawar High Court upheld the constitutionality of the levy, declaring  

the GIDC Act, 2015 to be intra vires.

August 2020 In August 2020, the Supreme Court held that GIDC was validly levied under the

Constitution of Pakistan, and outstanding amount of GIDC (till July 2020) should be

recovered in 24 installments (recovery bills to be raised from August 2020). The late

payment surcharge would only become payable for the delays that might occur in the

payment of any of the 24 instalments.

August 2020 In August 2020, Petroleum Division (Ministry of Energy, Government of Pakistan) directed

the gas companies to initiate the recovery of GIDC arrears (recover in 24 installments the

amount accrued till July 31, 2020) from gas consumers

September 2020 The gas companies raised the first bill for recovery of GIDC arrears in accordance with  the 

directions of Petroleum Division

September 2020

November 2020

On petitions filed by various gas consumers and associations, High Courts has granted stay

orders, thereby restraining the government from collecting GIDC arrears

In November 2020, the Supreme Court dismissed the review petition seeking review of its

order (issued in August 2020). Supreme Court In its judgment on the review petitions

noted that government is agreeing to recover the arrears for GIDC in 48 monthly

installments (instead of 24 months, as mentioned in August 2020 order of the Supreme

Court).

Accounting of GIDC Timeline of significant developments

The above information has been extracted from publicly available sources. As such, the Accounting

Standards Board and Institute does not assume any responsibility for its authenticity, validity and

completeness
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Accounting of GIDC

IAS 1 Presentation of Financial Statements

Paragraph 17(a) In virtually all circumstances, an entity achieves a fair presentation by compliance with

applicable IFRSs. A fair presentation also requires an entity:

a) to select and apply accounting policies in accordance with IAS 8 Accounting Policies, Changes

in Accounting Estimates and Errors. IAS 8 sets out a hierarchy of authoritative guidance that

management considers in the absence of an IFRS that specifically applies to an item.

……………………………

Paragraph 69 An entity shall classify a liability as current when:

a) it expects to settle the liability in its normal operating cycle;

b) it holds the liability primarily for the purpose of trading;

c) the liability is due to be settled within twelve months after the reporting period; or
d) it does not have an unconditional right to defer settlement of the liability for at least twelve

months after the reporting period. Terms of a liability that could, at the option of the

counterparty, result in its settlement by the issue of equity instruments do not affect its

classification.

Paragraph 60 An entity shall present current and non-current assets, and current and non-current liabilities,  as 

separate classifications in its statement of financial position in accordance with paragraphs  66–76 

except when a presentation based on liquidity provides information that is reliable and  more 

relevant. When that exception applies, an entity shall present all assets and liabilities in  order of

liquidity.
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IAS 8 Accounting Policies, Changes in Accounting Estimates and Errors

Paragraph 10 In the absence of an IFRS that specifically applies to a transaction, other event or condition,

management shall use its judgement in developing and applying an accounting policy that results

in information that is:

a) relevant to the economic decision-making needs of users; and

b) reliable in that the financial statements:

i. represent faithfully the financial position, financial performance and cash flows of the  

entity;

ii. reflect the economic substance of transactions, other events and conditions, and not  

merely the legal form;

iii. are neutral, i.e. free from bias;

iv. are prudent; and

v. Are complete in all material respects.

Paragraph 11 In making the judgement described in paragraph 10, management shall refer to, and consider  

the applicability of, the following sources in descending order:

a) the requirements in IFRSs dealing with similar and related issues; and
b) the definitions, recognition criteria and measurement concepts for assets, liabilities,  

income and expenses in the Framework.

Paragraph 12 In making the judgement described in paragraph 10, management may also consider the most

recent pronouncements of other standard-setting bodies that use a similar conceptual

framework to develop accounting standards, other accounting literature and accepted industry

practices, to the extent that these do not conflict with the sources in paragraph 11.

Paragraph 34 An estimate may need revision if changes occur in the circumstances on which the estimate was

based or as a result of new information or more experience. By its nature, the revision of an

estimate does not relate to prior periods and is not the correction of an error.

This section provides an extract of the relevant paragraphs of IFRSs that have been discussed in this  

publication in context of accounting of liability for GIDC

IAS 37 Provisions, Contingent Liabilities and Assets

Paragraph 1 This Standard shall be applied by all entities in accounting for provisions, contingent liabilities  

and contingent assets, except:

(a) those resulting from executory contracts, except where the contract is onerous; and

(c) those covered by another Standard.

Paragraph 2 This Standard does not apply to financial instruments (including guarantees) that are within the  

scope of IFRS 9 Financial Instruments.

Relevant paragraphs of IFRSs with references
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IAS 37 Provisions, Contingent Liabilities andAssets….Contd

Paragraph 10 A provision is a liability of uncertain timing or amount.

A liability is a present obligation of the entity arising from past events, the settlement of which

is expected to result in an outflow from the entity of resources embodying economic benefits.

An obligating event is an event that creates a legal or constructive obligation that results in an

entity having no realistic alternative to settling that obligation.

A legal obligation is an obligation that derives from:

(a) a contract (through its explicit or implicit terms);

(b) legislation; or

(c) other operation of law.

Paragraph 36 The amount recognised as a provision shall be the best estimate of the expenditure required to  

settle the present obligation at the end of the reporting period.

Paragraph 45 Where the effect of the time value of money is material, the amount of a provision shall be the  

present value of the expenditures expected to be required to settle the obligation.

Paragraph 47 The discount rate (or rates) shall be a pre-tax rate (or rates) that reflect(s) current market

assessments of the time value of money and the risks specific to the liability. The discount

rate(s) shall not reflect risks for which future cash flow estimates have been adjusted.

Paragraph 48 Future events that may affect the amount required to settle an obligation shall be reflected in  

the amount of a provision where there is sufficient objective evidence that they will occur.

Paragraph 59 Provisions shall be reviewed at the end of each reporting period and adjusted to reflect the

current best estimate. If it is no longer probable that an outflow of resources embodying

economic benefits will be required to settle the obligation, the provision shall be reversed.

Paragraph 60 Provisions shall be reviewed at the end of each reporting period and adjusted to reflect the

current best estimate. If it is no longer probable that an outflow of resources embodying

economic benefits will be required to settle the obligation, the provision shall be reversed.
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IAS 32 Financial Instruments: Presentation

Paragraph 11 A financial instrument is any contract that gives rise to a financial asset of one entity and a  

financial liability or equity instrument of another entity.

Paragraph 11 A financial liability is any liability that is

a) a contractual obligation

i. to deliver cash or another financial asset to another entity;
ii. to exchange financial assets or financial liabilities with another entity under  conditions 

that are potentially unfavorable to the entity; or

b) a contract that will or may be settled in the entity’s own equity instruments and is:

……………………………………………………………………

Paragraph AG12 Liabilities or assets that are not contractual (such as income taxes that are created as a result

of statutory requirements imposed by governments) are not financial liabilities or financial

assets. Accounting for income taxes is dealt with in IAS 12. Similarly, constructive obligations,

as defined in IAS 37 Provisions, Contingent Liabilities and Contingent Assets, do not arise from

contracts and are not financial liabilities.

IFRS 9 Financial Instruments

Paragraph 3.3.1 An entity shall remove a financial liability (or a part of a financial liability) from its statement

of financial position when, and only when, it is extinguished—i.e. when the obligation

specified in the contract is discharged or cancelled or expires.

Paragraph 3.3.2 An exchange between an existing borrower and lender of debt instruments with substantially

different terms shall be accounted for as an extinguishment of the original financial liability

and the recognition of a new financial liability. Similarly, a substantial modification of the

terms of an existing financial liability or a part of it (whether or not attributable to the

financial difficulty of the debtor) shall be accounted for as an extinguishment of the original

financial liability and the recognition of a new financial liability.

Relevant paragraphs of IFRSs with references
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IFRS 9 Financial Instruments….Contd

Paragraph 3.3.3 The difference between the carrying amount of a financial liability (or part of a financial

liability) extinguished or transferred to another party and the consideration paid, including any

non-cash assets transferred or liabilities assumed, shall be recognised in profit or loss.

Paragraph 4.2.1 An entity shall classify all financial liabilities as subsequently measured at amortised cost, ….

Paragraph 5.1.1 Except for trade receivables within the scope of paragraph 5.1.3, at initial recognition, an entity

shall measure a financial asset or financial liability at its fair value [Refer: IFRS 13 Appendix A]

plus or minus, in the case of a financial asset or financial liability not at fair value through profit

or loss, transaction costs [Refer: paragraph B5.4.8] that are directly attributable to the

acquisition or issue of the financial asset or financial liability.

Paragraph 5.3.1 After initial recognition, an entity shall measure a financial liability in accordance with  

paragraphs 4.2.1–4.2.2

Paragraph 5.4.1 Interest revenue shall be calculated by using the effective interest method (see Appendix A and  

paragraphs B5.4.1–B5.4.7). This shall be calculated by applying the effective interest rate to the  

gross carrying amount of a financial asset ……

Paragraph B3.3.6 For the purpose of paragraph 3.3.2, the terms are substantially different if the discounted present

value of the cash flows under the new terms, including any fees paid net of any fees received and

discounted using the original effective interest rate, is at least 10 per cent different from the

discounted present value of the remaining cash flows of the original financial liability. For the

purpose of paragraph 3.3.2, the terms are substantially different if the discounted present value of

the cash flows under the new terms, including any fees paid net of any fees received and

discounted using the original effective interest rate, is at least 10 per cent different from the

discounted present value of the remaining cash flows of the original financial liability. …….

Paragraph B5.1.1 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, see also paragraph B5.1.2A and IFRS 13).

However, if part of the consideration given or received is for something other than the financial

instrument, an entity shall measure the fair value of the financial instrument. For example, the

fair value of a long-term loan or receivable that carries no interest can be measured as the present

value of all future cash receipts discounted using the prevailing market rate(s) of interest for a

similar instrument (similar as to currency, term, type of interest rate and other factors) with a

similar credit rating. Any additional amount lent is an expense or a reduction of income unless it

qualifies for recognition as some other type of asset.

Paragraph B5.1.2A The best evidence of the fair value of a financial instrument at initial recognition is normally the

transaction price (ie the fair value of the consideration given or received, see also IFRS 13). If an

entity determines that the fair value at initial recognition differs from the transaction price as

mentioned in paragraph 5.1.1A, the entity shall account for that instrument at that date as

follows:

(a) at the measurement required by paragraph 5.1.1 if that fair value is evidenced by a quoted

price in an active market for an identical asset or liability (ie a Level 1 input) or based on a

valuation technique that uses only data from observable markets. An entity shall recognise

the difference between the fair value at initial recognition and the transaction price as a gain

or loss.

(a) in all other cases, at the measurement required by paragraph 5.1.1, adjusted to defer the

difference between the fair value at initial recognition and the transaction price. After initial

recognition, the entity shall recognise 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.

Appendix A Amortized cost: The amount at which the financial asset or financial liability is measured at

initial recognition minus the principal repayments, plus or minus the cumulative amortisation

using the effective interest method of any difference between that initial amount and the

maturity amount and, for financial assets, adjusted for any loss allowance.

Appendix A De-recognition: The removal of a previously recognised financial asset or financial liability from  

an entity’s statement of financial position.

Appendix A Effective interest method: The method that is used in the calculation of the amortised cost of a

financial asset or a financial liability and in the allocation and recognition of the interest revenue

or interest expense in profit or loss over the relevant period.
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This publication has been developed for facilitation and assistance of the ICAP members and other

stakeholders in application of the requirements of IFRSs with regard to accounting of GIDC in the financial

statements. It is neither a substitute for reference to IFRSs, related interpretations, and provisions of the

Companies Act, 2017, nor does it constitute accounting or other professional advice. Further, this

publication should not be interpreted as a legal interpretation or requirement. While care has been taken

to ensure the proper interpretation and application of the IFRS requirements in the context of the latest

development in the matter of GIDC, this publication may contain errors or omissions that may be relevant

to any particular reader.

While this document has been prepared to facilitate you in understanding and responding to GIDC

financial reporting implications however appropriate responses to the issues will depend on each

company’s unique facts and circumstances. The guidance provided in this publication should be used in

combination with a thorough analysis of the relevant facts and circumstances, review of the IFRSs and

other accounting literature, and appropriate professional and technical advice.

ICAP, Accounting Standards Board (ASB) and Institute’s staff accept no responsibility for losses incurred by

any party as a result of acting or not acting on the basis of this publication. Further, this publication

should not be interpreted as a legal interpretation orrequirement.
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