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ICAZ GUIDANCE ON 

IASB PROPOSED 
CHANGES TO IAS 21: 

LACK OF EXCHANGEABILITY

The information contained in this document is a summary of the IASB Exposure Draft on IAS 21: Lack 
of Exchangeability. This document is for information purposes only. Reference is made to the 

amendments as proposals or as if the proposed amendments are already effective. 

Although reasonable skill and care is taken when providing information, the information provided is not 
intended to replace the need for an expert opinion on interpretation, application and consequences of 

the relevant legal, technical or regulatory provisions. It should not be used for any other purpose 
without the consent of ICAZ.
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Background
In April 2021, the International Accounting Standard Board (IASB), the setter of the International Financial 
Reporting Standards (IFRS) published proposed amendments to the International Accounting Standard 21, The 
Effects of Foreign Exchange Rates (IAS 21). These amendments have been published in an exposure draft for 
public consultation. The comments received by the IASB will be analysed and the amendments will be refined 
before being issued. The proposed amendments aim to help reporting entities determine whether a currency can 
be exchanged into another currency, and what accounting to apply if the currency cannot be exchanged.
The proposed amendments would improve the usefulness of the information provided to investors by requiring 
a consistent approach to determining whether a currency is exchangeable into another currency and, when it is 
not, determining the exchange rate to use and the disclosures to provide.

Rationale for the Amendments
IAS 21 generally requires the use of a spot exchange rate when an entity reports foreign currency transactions or 
a foreign operation’s results and financial position in its financial statements. A spot exchange rate is the exchange 
rate for immediate delivery. IAS 21 specifies the exchange rate to use in reporting foreign currency transactions 
when exchangeability between two currencies is temporarily lacking. However, IAS 21 does not specify what an 
entity is required to do when a lack of exchangeability is not temporary. The IASB’s proposed amendments to IAS 
21 would help companies identify if this situation applies to them and the accounting to apply when it does.
The IFRS Interpretations Committee (IFRIC) considered how an entity determines the exchange rate to use in 
translating a foreign operation’s results and financial position when the foreign operation’s functional currency is 
not exchangeable into the presentation currency. The IFRIC was informed of diverse views on how to determine 
whether a currency is exchangeable into another currency and the exchange rate to use when it is not. Although 
circumstances in which a currency is not exchangeable might arise relatively infrequently, when they do arise 
economic conditions can deteriorate rapidly. In those circumstances, the diverse views on the application of IAS 
21 could lead to material differences in the financial statements of entities affected by a currency that lacks 
exchangeability. IASB is therefore proposing to add requirements to IAS 21 for an entity to determine whether a 
currency is exchangeable into another currency, and accounting requirements to apply when it is not.

The Zimbabwean Situation
In Zimbabwe, discussions had already been going on with some accountants considering the Zimbabwean dollar 
(ZWL) as subject to longer-term lack of exchangeability. This has been mainly witnessed in the modified audit 
opinions on financial statements for entities which had the ZWL as their functional currency. This lack of 
exchangeability has resulted in valuation challenges for items such as Legacy debts (Blocked Funds), investment 
property and shares suspended from trading on the Zimbabwe Stock Exchange. It is expected that the proposed 
amendments to IAS 21 on lack of exchangeability will reduce Zimbabwean accounting challenges associated with 
the currency and reduce audit opinion modifications on ZWL financial statements. 
The absence of guidance in IAS 21 when there is longer-term lack of exchangeability resulted in different 
accounting treatment for similar items resulting in reduced comparability of financial performance and status of 
entities. The proposed amendments are expected to reduce these inconsistencies in treatment of similar items 
which are affected by currency issues.
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The Proposed Amendments
In the draft amendments, paragraphs 8 and 26 are amended. Paragraphs 19A–19C and their related heading, 
paragraphs 57A–57B, 60L–60M and Appendix A are added. The definitions of ‘closing rate’ and ‘spot exchange 
rate’ in paragraph 8 have not been amended. 

4.1 Definitions
A proposed definition of exchangeability has been introduced. In the proposed amendments, a currency is 
exchangeable into another currency when an entity is able to exchange that currency for the other currency. As 
in the current Standard, the definition for closing rate remains as the spot exchange rate at the end of the 
reporting period and spot exchange rate remains as the exchange rate for immediate delivery.

4.2 Assessing exchangeability between two currencies
A currency is exchangeable into another currency at a measurement date when an entity is able to exchange that 
currency for the other currency within a time frame that includes a normal administrative delay and through a 
market or exchange mechanism in which the exchange transaction would create enforceable rights and 
obligations. If an entity is able to obtain no more than an insignificant amount of the other currency, a currency is 
not exchangeable into the other currency. 

An entity shall assess whether a currency is exchangeable into the other currency separately for each reporting 
purpose. For example, an entity shall assess exchangeability for the purpose of reporting foreign currency 
transactions in its functional currency) separately from exchangeability for the purpose of translating the results 
and financial position of a foreign operation.

The amendments give factors and requirements for consideration by the entity in assessing exchangeability 
between two currencies. One of these factors is time frame that an exchange transaction takes. This is because 
for an exchange rate to qualify as the spot exchange rate, there must be immediate delivery.

The other consideration is the entity’s ability to obtain the other currency. In assessing whether a currency is 
exchangeable into another currency, an entity shall consider its ability to obtain the other currency, and not its 
intention or decision to do so. A currency is exchangeable into another currency if an entity is able to obtain the 
other currency—either directly or indirectly—even if it intends or decides not to do so.

In assessing whether a currency is exchangeable into another currency, an entity shall consider only markets or 
exchange mechanisms in which a transaction to exchange the currency for the other currency would create 
enforceable rights and obligations. Enforceability is a matter of law. Whether an exchange transaction in a market 
or exchange mechanism would create enforceable rights and obligations depends on facts and circumstances.

The entity should also consider the purpose of obtaining the other currency in assessing exchangeability. This is 
because different rates might apply for different uses of a currency. Accordingly, whether a currency is 
exchangeable into another currency could depend on the purpose for which the entity obtains the other 
currency. 
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In assessing exchangeability, an entity shall assume the purpose of obtaining the other currency is to:
a) settle individual foreign currency transactions, assets or liabilities for foreign currency transactions reported   
 in the entity’s functional currency. 
b) realise the entity’s net assets for the use of a presentation currency other than the entity’s functional   
 currency. 
c) realise the entity’s net investment in a foreign operation for translating the results and financial position of that  
 foreign operation. 

An entity’s net assets or net investment in a foreign operation might be realised by for example: 
a) the distribution of a financial return to the entity’s owners; 
b) the receipt of a financial return from the entity’s foreign operation; or 
c) the entity’s owners recovering their investment, such as through disposal of the investment.

Another consideration is when the entity is able to obtain only limited amounts of the other currency. A currency 
is not exchangeable into another currency when, an entity is able to obtain no more than an insignificant amount 
of the other currency compared to its requirements.

4.3 Determining the spot exchange rate when exchangeability is lacking
The current Standard includes guidance on the rate to use when there is temporary lack of exchangeability but 
does not include any guidance when there is long-term lack of exchangeability and on how to determine the spot 
exchange rate in such circumstances. The proposed amendments to the Standard include detailed guidance on 
how this determination. 

In the proposed amendments, when exchangeability between two currencies is lacking—that is, when a currency 
is not exchangeable into another currency at a measurement date—an entity shall estimate the spot exchange 
rate at that date. The estimated spot exchange rate shall meet the following conditions assessed at the 
measurement date: 
a) a rate at which an entity would have been able to enter into an exchange transaction had the currency been  
 exchangeable into the other currency; 
b) a rate that would have applied to an orderly transaction between market participants; and 
c) a rate that faithfully reflects the prevailing economic conditions.
 In estimating the spot exchange rate, an entity may use an observable exchange rate as the estimated spot   
 exchange rate when that observable exchange rate meets the conditions above and is either: 
a) a spot exchange rate for a purpose other than that for which the entity assesses exchangeability; or
b) the first exchange rate at which an entity is able to obtain the other currency after exchangeability of the   
 currency is restored (first subsequent exchange rate). 

On reporting foreign currency transactions in the functional currency, the guidance on the rate to use when there 
is temporary lack of exchangeability will be removed. The guidance stated that if exchangeability between two 
currencies is temporarily lacking, the rate used is the first subsequent rate at which exchanges could be made.
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4.4 Using an observable exchange rate 
A currency that is not exchangeable into another currency for one purpose may be exchangeable into that 
currency for another purpose. For example, an entity may be able to obtain a currency to import specific goods 
but not to pay dividends. In such situations, an entity might conclude that an observable exchange rate for another 
purpose meets the conditions and, when the rate does so, the entity may use that rate as the estimated spot 
exchange rate. In assessing whether such an observable exchange rate meets the conditions to be an estimated 
exchange rate, an entity shall consider, among other factors: 

a) whether several exchange rates exist—the existence of more than one observable exchange rate may   
 indicate that exchange rates are set to encourage, or deter, entities from obtaining the other currency for   
 particular purposes. Accordingly, these observable exchange rates may include an ‘incentive’ or ‘penalty’ and  
 therefore may not faithfully reflect the prevailing economic conditions. 
b) the purpose for which the currency is exchangeable—if an entity is able to obtain the other currency only for  
 limited purposes (such as to import emergency supplies), the observable exchange rate may not faithfully   
 reflect the prevailing economic conditions. 
c) the nature of the exchange rate—a free-floating observable exchange rate is more likely to faithfully reflect   
 the prevailing economic conditions than an exchange rate set through regular interventions from the relevant  
 monetary or jurisdictional authorities. 
d) the frequency with which exchange rates are updated—an observable exchange rate unchanged over time is  
 less likely to faithfully reflect the prevailing economic conditions than an observable exchange rate updated   
 more frequently (for example, one or more times a day).

4.5 Using the first subsequent exchange rate 
A currency that is not exchangeable into another currency at the measurement date might subsequently become 
exchangeable into that currency. In such situations, an entity might conclude that the first subsequent exchange 
rate meets the conditions to be an estimated exchange rate, and when the rate does so, the entity may use that 
rate as the estimated spot exchange rate. 

In assessing whether the first subsequent exchange rate meets the conditions to be an estimated exchange rate, 
an entity shall consider, among other factors: 
a) the time between the measurement date and the date at which exchangeability is restored—the shorter this  
 period, the more likely the first subsequent exchange rate will faithfully reflect the prevailing economic   
 conditions. 
b) inflation rates—when an economy is hyperinflationary (as specified in IAS 29) or is otherwise subject to high  
 inflation, prices often change quickly and might change several times a day hence the first subsequent   
 exchange rate for a currency of such an economy may not faithfully reflect the prevailing economic    
 conditions.
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4.6 Disclosure
New requirements will be required if an entity estimates an exchange rate after determining that its functional 
currency lacks exchangeability with another currency. When an entity estimates a spot exchange rate because 
exchangeability between two currencies is lacking, the entity shall disclose information that enables users of its 
financial statements to understand how the lack of exchangeability affects, or is expected to affect, the entity’s 
financial performance, financial position and cash flows. 

To achieve this objective, an entity shall disclose information about: 
(a) the nature and financial effects of the lack of exchangeability; 
(b) the spot exchange rate(s) used; 
(c) the estimation process; and 
(d) the risks to which the entity is exposed because of the lack of exchangeability.

In applying the above paragraph, an entity shall disclose: 
a) the currency and a description of the restrictions that result in that currency not being exchangeable into the  
 other currency; 
b) a description of affected transactions; 
c) the carrying amount of affected assets and liabilities; 
d) the spot exchange rates used and whether those rates are: 
i. observable exchange rates; or 
ii. spot exchange rates determined using an estimation technique; 
e) a description of any estimation technique the entity has used, and qualitative and quantitative information   
 about the inputs used in that estimation technique; and 
f) qualitative information about each type of risk to which the entity is exposed because of the lack of    
 exchangeability, and the nature and carrying amount of assets and liabilities exposed to each type of risk. 
 When a foreign operation’s functional currency is not exchangeable into the presentation currency, an entity  
 shall also disclose: 
a) the name of the foreign operation, whether the foreign operation is a subsidiary, joint operation, joint   
 venture, associate or branch, and its principal place of business; 
b) summarised financial information about the foreign operation; and 
c) the nature and terms of any contractual arrangements that could require the entity to provide financial   
 support to the foreign operation, including events or circumstances that could expose the entity to a loss.
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4.7    Transition
In applying Lack of Exchangeability, an entity shall not restate comparative information. Instead:
(a) when the entity reports foreign currency transactions in its functional currency, and exchangeability between  
 its functional currency and the foreign currency is lacking, the entity shall: 
i. translate affected foreign currency monetary items, and non-monetary items measured at fair value in a   
 foreign currency, at the date of initial application using the estimated spot exchange rate at that date; and 
ii. recognise any effect of initially applying the amendments as an adjustment to the opening balance of retained  
 earnings at the date of initial application; 

(b) when the entity uses a presentation currency other than its functional currency or translates the results and   
 financial position of a foreign operation, and exchangeability between its presentation currency and its   
 functional currency (or the foreign operation’s functional currency) is lacking, the entity shall: 
i. translate affected assets and liabilities at the date of initial application using the estimated spot exchange rate  
 at that date; 
ii. translate affected equity items at the date of initial application using the estimated spot exchange rate at that  
 date if the entity’s functional currency is hyperinflationary; and 
iii. recognise any effect of initially applying the amendments as an adjustment to the cumulative amount of   
 translation differences —accumulated in a separate component of equity—at the date of initial application.

5. Comments on the Exposure Draft
The purpose of the publishing the Exposure Draft is to get comments from stakeholders who will be affected by 
the proposed amendments to the Standard. All comments that are received by 1 September 2021 will be 
considered in drafting the final amendments to the Standard. Given that currency and exchangeability issues have 
caused significant accounting challenges in Zimbabwe, input and feedback to the IASB by Zimbabwean 
accountants and other affected entities on the proposed amendments will assist in making the Standard more 
practical and cover any gaps which may have been left during the drafting of the amendments.

The full Exposure Draft can be accessed here. Comments need to be received by the IASB by 1 September 
2021 and should be submitted by to the Institute of Chartered Accountants of Zimbabwe (ICAZ) via email, 
technical@icaz.org.zw for onward submission to the IASB.

For comments and questions on this document or other related information, contact technical@icaz.org.zw. 

MAY 2021
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