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● IAS 21 Principles

● Functional Currency

● Foreign Currency Auction System

● Exchangeability

SCOPE OF PRESENTATION



• Paragraph 8 of IAS 21 includes the following definitions:

o Exchange rate is the ratio of exchange for two currencies;

o Closing rate is the spot exchange rate at the end of the reporting

period; and

o Spot exchange rate (spot rate) is the exchange rate for

immediate delivery.

IAS 21 PRINCIPLES



• Paragraph 26 of IAS 21 states that, when several exchange rates are

available, the rate used is that at which the future cash flows

represented by the transaction or balance could have been

settled if those cash flows had occurred at the measurement

date.

• An entity would use an estimated exchange rate only when an

exchange rate for immediate delivery is not observable and thus

the entity needs to estimate the spot exchange rate.

• The spot rate is a rate that is available to an entity through a

legal exchange mechanism at the reporting date.

• ‘Immediate delivery’ implies an entity must have immediate

access to an exchange mechanism.

IAS 21 PRINCIPLES



• There are typically two broad categories of legal exchange

mechanisms available to an entity:

o a financial market (in the case of free market exchangeability); or

o an administrated process created and directed by jurisdictional

authorities – ‘administrated exchangeability’ i.e. the jurisdictional

authorities buy and sell foreign currencies and are responsible for

allocating those currencies to entities and individuals in the

jurisdiction.

• Lack of exchangeability therefore arises if an entity is unable

to exchange a currency for another currency through a legal

exchange mechanism.

IAS 21 PRINCIPLES



• In the case of administrated exchangeability, foreign currency

restrictions might prevent an entity from buying foreign

currency or limit its ability to do so.

• Accordingly, those restrictions might create a lack of

exchangeability.

• The fact that jurisdictional authorities might set an official exchange

rate is not necessarily evidence that the currency is exchangeable.

• In such circumstances, the key question is whether an exchange

transaction could occur at the official exchange rate.

• IAS 21 addresses temporary lack of exchangeability in

Paragraph 26, but does not address longer-term lack of

exchangeability.

IAS 21 PRINCIPLES



• Analysis of the paragraph shows that longer-term lack of

exchangeability would arise in the circumstances in which the

currency is not exchangeable at the end of the reporting period and

the exchangeability is not restored by the date on which the financial

statements are authorised for issue.

• This currency will therefore be considered to have longer-term lack

of exchangeability which may result in it becoming increasingly

difficult to observe any exchange transactions that might provide an

exchange rate for immediate delivery of that currency for another

currency.

IAS 21 PRINCIPLES



• In these circumstances, the official exchange rates do not meet the

definition of a spot exchange rate in IAS 21 because the official

exchange rates are not ‘the exchange rate for immediate delivery’.

• This is because entities generally cannot exchange the currency for other

currencies at the official exchange rates with immediate delivery.

• Consequently, a set of circumstances may be created in which the longer-term

lack of exchangeability described above would appear to prevent an entity from

observing the spot exchange rate––and hence the closing rate––to be used to

translate the results and the financial position of the entity’s operations into its

presentation currency.

• In these circumstances, to apply IAS 21, an entity would need to estimate

the closing rate (i.e. the exchange rate for immediate delivery at the

reporting date).

IAS 21 PRINCIPLES



• During 2020, Government allowed the use of foreign currency for

domestic transactions through Statutory Instrument 85 of 2020.

• Most entities could therefore not have a foreign currency as their

functional currency in 2019 but in 2020, they can, since transacting in

foreign currency was legalised.

• Since entities will be using more than one currency, they will

have to determine which currency is their functional currency

using the criteria set out in IAS 21.

FUNCTIONAL CURRENCY



• This determination is necessary because an entity has to use the

functional currency that most faithfully represents the economic

effects of the underlying transactions, events and conditions.

• Some entities’ functional currency may change from ZWL to a

foreign currency given the legalising of the use of foreign currency

in 2020.

FUNCTIONAL CURRENCY



• The Reserve Bank of Zimbabwe introduced the Foreign Currency

Auction System (FCAS) on the 24th of June 2020, which is a formal

market-based foreign exchange trading system.

• The objective of the system was to bring efficiency and transparency in

the trading of foreign currency.

• However, there have been concerns in the market as to whether the

auction system rates could be applied as spot rates by preparers in

translating amounts in a currency different from their presentation and

functional currency.

• The official exchange rate is determined once a week i.e. every Tuesday

and this rate will be the official exchange rate until the subsequent

auction the next Tuesday.

FOREIGN CURRENCY AUCTION SYSTEM



• Allocation of foreign currency is open to all but entities may face

difficulties getting allocation if they are not on the priority list.

• In some instances, bids by entities on the priority list are rejected if the

bids have overdue CD1s, outstanding Bills of Entry (BOEs) and those

with sufficient Foreign Currency Account balances.

• Some bids are allotted on a pro-rata basis to conform with the Import

Priority List.

FOREIGN CURRENCY AUCTION SYSTEM



• The legal supply of foreign currency in Zimbabwe is made only

through administrated mechanisms regulated and directed by the

jurisdictional authorities i.e. the RBZ through the FCAS and through

authorised dealers such as registered financial institutions and Bureau

De Change.

• Many Zimbabwean foreign operations have been struggled to obtain

foreign currency to make investment-related payments (such as

dividend payments to foreign investors), and have been unable to

obtain foreign currency for this purpose for several years.

EXCHANGEABILITY 



• Generally, the exchangeability of the Zimbabwean Dollar for any

purpose is limited.

• Since the introduction of the FCAS and the interbank market before,

Zimbabwean foreign operations have been able to access foreign

currency via the administered mechanism although in small amounts

and for limited purposes, which are listed on the priority list.

• Since the legalising of transacting in foreign currency, entities are also

able to meet some of their needs from their foreign currency sales.

• This therefore means that entities have foreign currency

requirements which may not be met by the FCAS and will have

to source the forex elsewhere where they may not get it at the

official rate.

EXCHANGEABILITY 



• From the factors shown above, it appears that Zimbabwean

Dollar is subject to a longer-term lack of exchangeability for a

number of entities, and one in which it is becoming

increasingly difficult to observe any exchange transactions that

might provide an exchange rate for immediate delivery of

Zimbabwean Dollar for another currency.

• The Zimbabwean environment also has different entities acquiring

foreign currency from different sources at different exchange rates.

• Entities may be acquiring all or some of their foreign currency

requirements from the FCAS, sales revenue or financial institutions.

EXCHANGEABILITY 



• Where a currency has exchangeability with other currencies, the

exchange rate is expected to be the same for entities using that same

currency.

• However, since the ZWL is subject to a longer-term lack of

exchangeability, the exchange rate may not be the same for all entities

in Zimbabwe.

• From the IFRS Interpretations Committee Meeting on Foreign

Exchange Restrictions May 2018 Paragraph 21-55, where there

is longer-term lack of exchangeability, the exchange rates may

be entity-specific i.e. they may vary from entity to entity

depending on the method of estimation used and the starting

rate used in estimating the exchange rate.

EXCHANGEABILITY 



• In estimating the exchange rate however, the entity must use

verifiable inputs to produce its financial information.

• Different methods may be used for estimating the spot rate which

may include using the following as a starting point for the estimation:

o The Purchasing Power Parity; and

o The official exchange rate from the Foreign Currency Auction

System.

• These will then be adjusted for factors such as inflation to obtain a

spot rate for use in producing financial information.

EXCHANGEABILITY 



• Entities will however be required to make certain disclosures

required by Paragraph 125 of IAS 1.

• An entity is required to present the disclosures in paragraph 125 in a

manner that helps users of financial statements to understand the

judgements that management makes about the future and about

other sources of estimation uncertainty.

• The nature and extent of the information provided vary according to

the nature of the assumption and other circumstances.

EXCHANGEABILITY 



• Examples of the types of disclosures an entity makes are:

o the nature of the assumption or other estimation uncertainty;

o the sensitivity of carrying amounts to the methods, assumptions

and estimates underlying their calculation, including the reasons

for the sensitivity;

o the expected resolution of an uncertainty and the range of

reasonably possible outcomes within the next financial year in

respect of the carrying amounts of the assets and liabilities

affected; and

o an explanation of changes made to past assumptions concerning

those assets and liabilities, if the uncertainty remains unresolved.

EXCHANGEABILITY 
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