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Infroduction B1

1 Introduction

i IFRS accounting literature, four Stendards deal with the accounting for
- fnancial instruments.

o [AS 537 Financial Insfruments: Presentation deals with the presentati

<
o
v

and classification of financial instoanents as financial Habilitles or

ik containg the

maents: Recognition and Measi
key guidence regarding amortised cost measurement and hedge

pecounting.

e IFRS 7

required in respect of financial instraments.

wmments: DHsclosuies sets out the disclosures

o IFRS Y Fiencial Instriements contains the key guidance regarding the
recopnition, derecognition, classification and measurement of finan-
cial instruments, with the exception of amortised cost measurement

{dealt with n TAS 39).




The definition of a financial instrument is broad; a financial instrument is

detined as any contract that gives rise to » financial asset of one ertbity and
a financial Hability or equity instrument of ancther enti ty. Trade receivables
and pavables, bank loans and overdrafis, issued debt, ordinary and prefer-
ence shares, investiments in securities {e.g. shares and bonds}, and various
derivatives are just some examples of financial nstruments. In addition,

definition of financial instruments are specifically brought within the scope
of the financial instruments Standards on the basis hat they behave and
are used in a similar way fo financial instruments {see 2.5 balow).

This chapter explains which items that meet the definition of a firancial
instriment are scoped out of TAS 32 and/or IAS 39, IFRS 7 and IBRS 9. The
detailed scope exclusions of IFRS 7 are discussed in more detail in
section 2 of chapter B12.

Aiibi'(}u}_“ btand_arijs 1l1ave detailed scoping paragraphs that exclude from
their scope certain financial instruments. In the case of IFRS 9 only, the
scoping paragraphs in the Standard simply cross-refer to the scoping
paragraphs of IAS 39 so that all the scope exceptions In IAS 39 are
eiqmva‘i@m_m Thgjse in IFRS §. The scoping paragraphs of the remaining
thiree Standards (IAS 32, IAS 39 and IFRS 7y differ slightly so that;

¢ all financial instruments that are scoped out of TAS 32 are also scoped
out of TAS 39 and 1FRS 9; |

@ financial nstrumenis that an entity lssues with a divcretionary par-
ticipation feature are sccounted for under IFRS A ucirance Conbracts
and are scoped out of 1AS 39 and TFRS 9. Such instruments are within
the scope of IFRS 7 and IAS 32 except that, for such contracts, the
requiretnents of TAS 32 regarding the distinction between financial
Habilities and equity instruments are not applicable;

@ IA5L 39 and IFRS 9 have some additional scope exclusions that go
1 o o L -y . L4 \ N
beyond the scope exclusions in JAS 32 {see section 3 below); and

®  1AD 39 and 1FRS 9 exciude all instruments classified as equity from
their scope, whereas IFRS 7 appears fo exclude only those derivatives
over own equity, puttable instruments and instruments that impose
on the entity an obligation o deliver a pro rata share of the net assots
apon liquidation that are classified as equity, making no reference to
other non-desivative instruments such as ordinary shares. It appears
that this difference does not bave any practical effect (see 3.1 ES@IQW}.

Financial instruments Bi

2 Financial instruments scoped out of [IAS
32, IAS 39, IFRS 7 and IFRS 9

oo

The following table summmarises the scope of [AS 32, JAS 39, IFRS 7 and
IFRS 9 with respect to finandial instruments only.

Financial instrument Within Within | Within
scope of | scope of | scope of

145327 | IFRS 77 | 1AS 39

aned
IFRS 97
Interests in subsidiaries, associates No No Mo

and joint ventures accounted for in
accordance with [AS 27{2008}, 1AS
28{Z008), 1AS 31(2008), LAS 27(2011)

Imierests in subsidiaries, associates Yes Yes Yes
atd joint ventures accounted for in
accordance with IFRS ¥ as
permitted by [AS 27(2008):38(b} or
[AS 27(20113:10(0}

Investments in equity securities | Yes Yes Yes
Investments In debt securities Yes Yes es
Trade yeceivables and pavables Yes Yeg Yes
Finance jease receivables of a lessor Yes Yes Mo
Construction contract receivables Nao Mo MNo
that do not quaiidy as financial

instrumends and are accounted for

under TAS 11 Construction Contracts
{see 2,7 below)

Cash and cash equivalents Yes Yes You
Borrowings and other financial Yes ey Yos
Liabilities {e.z. preference shares

classified as financial Habilities)

Derivatives (and nen-closely related Yes Yes Yes
embedded derivatives)

Dierivatives over interests in Yes Yes Yes
subsidiaries, associates and foint

ventures in individual financial

statements .
Derivatives over inferests in Yes Yes Yeu

associates and joint verdures in
conschidated finandial statementds
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4 Future developments

iFRS 9 35 expected to replace TAS 3
20U, The 1ASB has previously agreed to consider ajl aspects of JIAS 39 ¢
part of its replacement of that Standard, including re
stope of the finalised financi

the date of writing, no decisions have be

consideration of the
al instrumenis Standard, IFRS o, However, at
et made in this regard.

I December 2010 the TASB issued an exposure draft, ED/2010/13, Hedqge
Accounting, as part of its project to feplace 1AS 39 Finaneial instriments;
Recognition and Measurentent with IFRS 9 Financial Instruments, Within the
exposure deaft was a proposed amendment to 1AS 32 o extend the
of financial instruments avcounting to inclide

tracts than is currently permiitted. T}

entity would accou as entered into and continues to
be held for the Purpose of the receipt or delivery of a non-financial itern in
accordance with the entity’s expected purchase, sale or Lusage require-
financial instrument if tha accounting is in accord-
ance with the entity’s under ying business model and how the contracts
are managed. That would be the case for a fair value-based risk mana Te-
ment strategy, i.e. the entire business is Managed on a fair value basid aad
the net exposure is maintained close to nil

sCope
more non-financial con-

e xXposure draft proposed that an
nt for a contract that w

mends as a derivative

At the date of writing the

proposals included in the
not been finalised,

exposure draft have

Y in ifs entirety in the second half of

Financial assets
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tandard has re
cation vequirements in LAS 39 Financiel Fostruments: Recognition and
Ciseanrement for both financial assets and financial labilities as well as

qaie%ﬁ'l v amended in October 2010, The & placed the classif

incorporating the recognition and derecognition requirements, and most
5 the measurement reguirerments, previously contained in IAS 39, ITRS &
s effective for annual periods beginning on or after 1 fanuary 2013, with
arlier application permitted. However, in August 2011 the [ASB issued an
“expuosure draft, BL/2011/3, Mandaiory Effective Date of IFRS 8, which
‘proposed deferring the effective to annual periods beginning on or after
"1 Japuary 2015

Eventually, it is intended that IFRS 9 will become a single comprehensive
financial instruments Standard; additional requirements will be added
regatiing, for example, amortised cost measurement, impalrment and
hedge accounting, Until those requirements are finalised, entities applying
TERS 9 will continue to apply 1AS 39 for the aspects of financial instrament
accounting not yvet addressed jn IFRS 9,

The objective of IFRS 9 is to establish principles for financial reporting of
financial assets and financial liabfiities that will present relevant and
useful information to users of financial statements for their assessment of
the amounts, dming and uncertainty of the entity’s futuze cash flows.

Under IFRS 9, financial assets are classified as Deing subsequently meas-
ured ab elther amortised cost or falr value. Gains and losses on assets
measured at fair value are recognised either in profit or loss (fair value
through profit or loss”) or, for certain investents in equity inskruments, in
other comprehensive income {fair value through other comprehensive
mcome’),

2 Interaction with 1AS 39, IFRS 7 and [AS
32

At the date of writing, IFRS 9 addresses the classification, measurement
{oxcept for aracrtised cost measurement), recognition and derecognition of
financial instruments. The aspects of financial instrument accounting not
yel dealt with by IFRS 9, for which entitdes applyving JFRS 9 nesd o
contirue 16 refer 1o TAS 39, are as follows.

¢ Amortised cost measurement guidance, IFRS 9 determines whether
a financial asset is measured at amortised cost or at fair value, The

47



‘ 2 Definition of a financial asset B2
B2 Financial assets

definitions for, and guidance on determining, amaortised cost remain

g ' the entity's own equity mstruments, For
for a fxed number of the endily’s own equily Instruments
i IAS 39 (see section 4 of chapter B6).

i ity's owr pauity ing ents do not include
this purpose the entity’s own equity instruments do notin

putiable financial instruments classified as equity nstruments
& Recognition and measurement of impairment {for financial assets £ accordance with [IAS 32164 and 168}, instraments that
measured at amortised cost. Financial assets measured at amortised inipose on the entity an obligation to deliver to ano%ﬁer yar‘c?{ B
cost in accordance with IFRS 9 are subject to the impalrment require- pﬁ; cata share of the net assets of the entity on%y_ on -53(}_1?1- fjafi?“
AR 29 (s section 5 of chapter B, 17RS 2 and are classified as equity instruments in accordance with [IAS

&

Hedge accounting. The hedge accounting provisions of TAS 39 apply
whether or not the hedged item or hedging instrument is in the scope
of IFRS 9 {see chapters BY to B11).

B 16 - irsty 3 that are racts for the fufure
32360 and 16D, or instruments that are ca‘mr.&u,j fo : 0
receipt or delivery of the entity’s own equity mstruments..

A deposit of cash with a bank or similar institution is a financial a:aszt
; s it : { -iual right of the depositor o obtain cash
pecause it represents the contractual right of the depe g

fremm the institution or to draw a cheque or similar instrument against the
LR 4 A i ini ! . : o e
balance in favour of a creditor in payment of a financial Hability.

In addition, the disclosure requirements of IFRS 7 Financigl fnstruments:
Disclosures, after consequential amendmenis arising from IFRS 9, are also
applicable {see chapter B12).
the requirements of 1AS 32 Financial Instruments: Presentation apply to
entities applying IFRS 9. Specificaily, the definition of a financial asset {see
section 3 below), whether a derivative over own equity is an equity
instrument or an asset or liability in the scope of ITRS 9 {e.g. a purchased
or writters call option over own shares) (see section 6 in chapter B3), and
the requirements regarding the offset of financial assets and financial
liabilities (see section 6 in chapter B12), are all applicable.

Common exarrples of financial assets that repre'—::aei.at a f:o.;afr;acixlai n%f_li io
receiy= cash in the future are trade accounts 1‘ecewabtle, ﬂ(}‘fes ara;d. (:LE:
fevea’z&b%fs, and debt securifies. An ﬁXﬂi?}ple j:)f a f}.ﬂa.m:lay assapt ! aat
resresents a contractual Tight to rece%x-ie a i:\‘nancia_i ass@iy Othii thchm;d&.;;;
a note payable in treasury bonds which gives the holder the contractua

right to receive treasury bonds.

Gold bullion is not a financial instrument, it s 2 Cmnmodit}‘f.— A?%%\(izgh
pullion is highly liguid, there is no col‘itrar:‘:ua}.r‘;%}}t to wi.‘thf’-jj\f‘&::.ib ﬁ-\)i\
another financial aseet inherent in the bullion. [IFRS Q:E(J.B._%} A hm{:j_
anhicipated future economic benefit is the 1‘%3(:&?1}’3% of gﬁodh or ;{3 \-“.14::.,5 (\t; ,; -
in the case of prepaid expenses), the asset is not a nnanciat asset. Also,

3 Definition of a financial asset

A financial asset is “any asset that is;

; . . o ba

[IAS 32:13] assets that represent rights to receive cash that are not contractual {e.g. tax

{a} cash; receivables) are not financial assets because they arise from statutory
e r PO TR Y AR

uir s, [TAS 32:AG12]
ity 1 i i requirernents. [1AS 32A0
) an equity instrument of another enti ty; iy

| ot ‘ : ‘or a Anancial asset as set out above {in combination wilh
(¢} acontractual right: The defindtion for a Bnancial asset as set out above { | tion wiith
l 7 e H ] i =) = he
the scope requirements of IFRS 9 detailed in chapter B1) resuiis in &

i Tomiey oy Fras el aooat 3 .'.":\?
following contractual arrangements being financial assets within the scope

of IFRS &

{1} toreceive cash or another financial asset from another enti ty: or

(i) to exchange financial assets or financial Habilities with another
entity under conditions that are potentially favourable to the . o T meThe:
Hy unc e any A ®  investments in equity instruments;
entity; or '
‘ . . . , . ® investments in debt instruments;
(d)  a coniract that will or may be seltled in the entity’s own equity o
mstruments and is:

@ trade receivables;

{f/  a non-derivative for which the entity is or may be obliged to
receive a variable number of the entity’s own equily instro-
ments; or

@  cash and cash eguivalents;
#  derivative assels;

‘ in ' idiaries tates and ioint ventures accounied for
G a derivative that will or may be setted other than by the e  interests in subsidiaries, associates and joint

! ] i i ; R i ] 6 T A PR
exchange of & fixed amount of cash or another financial asset in accordance with IFRS 9; and

49




B2 Fm ancial assels

& 2y :
deferred or contingent consideration receivable in a business combi

nation {sellery.

The defipition of = :

The deinmm_n of a fihnancial asset also includes some derivative and-

non-derivative contracts indexed to, or settled | an issuer’s f‘q“si* .
3 IG5 & c.A:._ay

Instruments, as iustrated in example 3.

S

Classification and measurement of financial asseis B2

‘at {fair value through profit or loss’ {see section 5 below),

that are directly atiributable to the acquisition of the

" ancial asset (see section 2 of chagpter B6). [IFRS 9:5.1.15

Tﬁansa‘_c%ixm costs

{FRS 6:85.2.2]

s an asset for CU00 phis a purchase commission of CU2. It

An entity acg
| elects to measure the asset at fair value through other comprehensive ini‘umt*
CITiR. The

¢ 53 below) Indtially, the entity recognises the asset at {
when the quoted market price of the
a comrmission of CUS wouald be paid.
asset at CUI00 {(without regard to the
2 in other comypre-

porting period ends one day later,

TEpH
asset e CLTIN0. H the asset were sold,

O that date, the entity measures the
" possible cormmission on sa le} and recognises a loss of £

- henstve INeome,

RS Y5

'E“ - s . i) ~ -
or hirtner detail on the classification of condracts indexed fo or settled ip
\r" 2 L9 i}
ar ‘me‘/ 5 own equity instruments as derivative assets or Habilities, gross
25, H00
Habilities or equity, by the issuer, see saction 6 in chapter B3, "

4 Initial recognition and initial
measurement of financial assets

4.1 Initial recognition

AN endity should only recognise a financial asset i its statement

Anancial 1 posztson when if becomes party {¢ the c«:)}'z‘tra‘tﬁ I ¥ Vl‘i!fﬁ‘ii ;;
the i s?btl‘it?ﬂai’lb HFRS 9:3.1.1] For a more detailed disca.:ssmiz of f}?&{&:‘ 9]’%
requizements regarding the initial recognition of financial 'ae";!‘;*u -
section 2 of chapler B8. - o T

Under FR5 9312 a7 ]

wner IPRS 93,1 2 a3 ‘revyla ] ia

be recoenised | ‘. ; gular w dv purchase or sale of fnaneial assels can
LIS AT IS AL CTECORTIIES

be r Pgnise tana derecognised) using either trade date or settlement
mawe accounting {see 2.2 of chapter BS),

4.2 Inital measurement

IFES U soauiees fhat + . :
iIFRS 9 requires that a financial asset should be measured at initial
recognition at its fair value olus for & ; 1t subsequent!

grution at its fair value plus, for financial assets pot subsequently

requirements regarding initial measurement are described i

more detail in chapters Bé and B7; the discussion includes the definition

of chapter B7), the appropriate accounting for

of fair value (see section 3
trapsaction costs on tnitial recognition {see 2.1 of chapter B&) and guidance

regarding the recognition of "day | P&L (see 5.3.1 of chapter BT

5 (lassification and measurement of
financial assets

Subsequent to inital recognition, FFRS 9 requires ail assets within is scope
tor be measured at either amortsed cost or fair value. [IFRS 9:52.1] For
those assets measured at fair value, gains and losses arising are recognised
pither in profit or loss or, for certain investments in equity instruments, in

other SO ehensive income,

ssifications for

Theretore, under IFRS 9 thers are three measurement cia

financial assets:

&  amortised cost (see 3.1 below};
@  fair value through profit or loss (see 5.2 below); and

o fair value through other comprehensive income (see 5.3 below).

Hves from a

‘FPV 9 precludes the separation of any cmbedded deriva
whrid comiract when the host contract is a fnancial asset within s scope
-\e;a.e section 2 of chapter B5}. Instead, the entire hy brid financial asset i

categorised into one of the three categories above. :




BZ Financial assefs

{lassification and measurement of financial assets B2

51 Amortised cost

igniali tr ritisa oy act that can be observed
frifary desigl wation) but rather itis a maii"tm af fa’dt : e served
. ile way an entity is managed and Information is prov ided to iis
i ] . :

A (5 45 s g et asspt i By -y aF R evadr myrdtr £ das X —— =
A financial asset s measured at amortised cost only if b anagement. [IFRS 9:BC4.20]

oth of the
following conditions are met:
[IFRS 6:4.1.2]
{a) it is held within a business mode! whose objective

is toy hold asses in
order to collect contractual cash flows {the business model iest, see
.13 below); and

Holding assets to collect contractual cash flows

e,

oyl
]

D

the contractual terms of the tinancial asset

give rise on specified
dates to cash {1

ows that are solely pavments of principal and interest
on the principal amount outstanding (the contractunl cash flows char-
acteristics fest, see 5.1.2 below)

i satisfies both of these conditions, it is required to be
measured at amortised cost unless it is designated as at fair value through
prefit or loss (FYTPLY on mitial recognition (see 5.2.1 below). Financial
assets that do not meet both conditions are required to be subsequently
measured at failr value (see 5.2 and 5.3 beiow)

If a financial asset s
) .
t

Because both conditions {the business model test

and the contractual cash
flows characteristics test)

must be met for amortised cost mensurement,
the order in which the tests are performed is irrelevant However, in
practice it is tikely that the business model test will be considered firct
because it is performed at a higher level of aggregation and not for each
fmancial asset individuail .

5.1.1 Business mode! fest

For the purpose of the business model test, an entity

‘s required to assess
whether its business objective in holding the fina

neian assets under consid-
eration is o collect the contractual cash flows of the assets rather than
realise their fair value by disposing of the financial assets before their
contractual maturity, [{FRS 9:4.1.2()]

Business models are likely o remain unchanged for prolonged periods,
When an entity’s business model does change, I[FRS 9 requires financial

The business model fest is not applied at an individual instrument level assets to be reclassified (see section 7 below).

but instead applies at a higher level of aggregation {e.g. a business unit
level or a portfolio level). Therefore, it is not based an mapagement’s
intent for an individual instrument. [IFRS 9:B4.1.2]

Whether an entity's financial assets meet this test is based on the objective
of the business model as determined by the entity’s key management
personte! (as defined In 1AS 24 Reloted Party Disclosures). {IFRS 9:84.1.11
An entity’s business model is not a matter of chot

ce {ie. it is not a

52




B2 Financial assets

An entity may datermine that

financial assets aré hel
collecting contracty

tal cash flows even if thoge
{whether merely econamically hedged or in
ship). When debt mstraments are
coniractual cash flows, but the business aiso makes ue
manage risk {e.g. interest rate or foreign currency cwaps), this does not
necessarily alter the assessment regarding whethes the debt imstruments
meet the business mode! test for the purpose of measurement at amortised
cost. This is the case even if the cash inflows
{e.g. interest) are received under the contractu

d for the puipode of
cash flows are hedged
a hedge accouriing relation-
held with a view | collecting the
sse of derivatives to

from the debt instruments
al teems of the debt instry.
ment and are concurrently paid out gross {or net of receipts under the
derivative) to the tounterparty of the derivative, Because the assets are
held by the business with a view (o receiving the contractual cash flows,

the business model test for the purpose of classifying the financial assets at
amortised cost may still be met.

F

inancial assets with incurred credit losses that are hedged
{IFRS 9:B4.1.4, Example 2]

54

Classification and measurement of financial assets B2

2l cash flows Huough various
he entity attemipis to extract the contraciual cash fows %hrmi_:,n} hL 3
B - - exany ith the debtor by mail, telephone
ole, by making contact with the debtor by madl,
ans—for exampls, by making con
eans—for £ 1 k
ot other methods.

- e
trate SWATYS 0 Chﬁﬂg{? P smdirest

1

in soimee cazes, the entily enters inte interes

i 1 frov o Dloating i1k : A"_S{ T’lie g.:"’i
. te '? 13 p"l‘tifﬂgcﬂ {},ﬂ;‘?{‘t,ii‘él aS5RE8 INn 3 pOE‘Ui} M IFONm & ﬂ(}dﬂ“% [RARERILS P2 £
fale of [ RELH A8 TR na T .

a fived interest rake.

leld old the fir -tal asseis and
£ fective of the entd iv's business model is to hold the financial assels ¢
The {ﬁb}i’i’( IVEGE TG @I 1 Il 5]

. . rehase the portolio
Hect the contractual cash flows. The entity does nob purchase the portfolio
corllect the confractue sh flc y
to make a profit by selling them.

i £ 17 Fityr - H.{,':..‘,.;...‘“e,ie:,
The same analysis would apg‘)iv even if the entity dows not expeact 1o reo
2 54ime sha Yot [y

£ 9 the contractua A, ii i {€.8, Sainge L 1 ( assets have
e [IDNATICIAL ABBOLS
d.‘i ) 35 DT Last HOwWs ey S L0e OF

ingerred credit losses).

" §ovrterm bl prene R B o }“l’:’,
® ver, the fact that the entity has eptersd into derivatives to modify th
MroreOver, e act Y in itself change the enfity’s business
ash flows of the portfolio does not in itself change the entity ‘,‘i‘ ness
e 1 the olio is not managed on a fair value basis, the chiective of
model. If the portfolio is not managed on ¢ o
IROGEL BF I8 DI N o BIRANANN
the business model could be to hold the assets 1o collect the contractual ¢

w business model cou
Horws,

5.1.1.2  Multiple business models

A single entity may have more than one ’r)ytzasi'z*a&%ss mndai (;i;:(:.:a;;;ng
various holdings of financial é.n.si'mmea:ts. %fhe;ef{;je, Mas:.s;, ;m: lmk.,i.a.
not e detérmined at the reporting a—?‘n"hty level ,s: & ltizy ;, qiu;! o
portiolio of investments that it manages in order tolcaziecf Lfm r"«u ;i:r \m
;iows and ancther portiolio of énvestmen?s i':haé: it manages in orde
trade to realise fair value changes. [JFRS 9:84.1.2]




B2 Financial assets

A1.3 0 Asset sales wiore contraciyal matirity

Because the assessment under the business maodel fest is performed at'y
portolio evel, and not on an iﬁ.strum.en'twb'}*»mstfumen% basis, an eznt.i%y‘é;
business model can be to hold financial assets to collect contractizal cash
flows even when there are inirequent sales of those financial assels,
Thevefore, although the objective of an entity’s business model may be i
hold financial assets in order to collect contraciuai cash flows, the entity
need not hold ali of those instruments until maturity. [TFRS 9:84.1.3]

For example, the entity may sell a financial asset if:
[IFRS 9:84.1 3]

®  the financial asset no lon ger meets the entity’s investment policy (e.g,

the credit rating of the asset declines below that required by the
entity’s investment policy); or :

are insurer adiusts its investment portfolio o reflect a change in -

expected duration (ie. the expecied tming of payouts); or
#n entity needs {o fund cavital expenditures.
However, if more than an infrequient number of sales are made out of a

porifolio, the entity should assess whether and how such sales are consist:
ent with an objective of collecting contractual cash flows, {IFKRS 9:B4.1.31

Selling an investment in specified circumstances

[{FRS 9:54.1.4, Example 1]

An entity holds investments to collect their contractual pash fows but would

sell an investment in particular clrcumstances.

Although an entity may consider, among other information, the financial
assets” fair values from a liquidity perspective {ie. the cash amount that
would be realised #f the entity needs to sell assets), the entity’s objective is to
hold the financial assets and collect the cordractual cash flows. Some sales _

Classification and measurement of financial assels

B2

would not contradict that objective.

i.
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