B2  Financial assefs
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An enlity’s business model refers to how an entity manages its financial
assets in order to generate cash flows. That is, the entiiy’s business modal
determines whether cash flows will resuli from coliecting contractual cash
flows, selling financial assets or both. Consequently, this assessment is not
performed on the basis of scenarios that the entity does not reasonably
expect to cceur, such as so-called 'worst case’ or ‘stress case’ scenarios.
For example, if an entity expects that it will sell a particuiar portfolio of
financial assets only in a stress case scenario, that scenario would not
affect the entity’'s assessment of the business model for those assets if
the entity reasonably expecis that such a scenario will not occur. If cash
flows are realised in a way that is different from the entity's expeciations
at the date that the enlity assessed the business model (2.g. if the entity
sells more or fewer financial assels than it expected when it classified the
assels), thai does not give rise to a prior period error in the entity’s financial
statements (see IAS 8) nor does it change the classification of the remaining
financial assets heid in that business model {i.e. those assets that the entity
recognised in prior periods and siill holds) as long as the entity consider=a all
retevant information that was available at the time that it made the business
model assessment. Howsaver, when an entity assesses the businizss modal
for newly originated or newly purchased financial assets, it musi consider
information about how cash flows were realised in the past, along with all
other relevant informaticn. [IFRS 9:B4.1.2A]
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Classification and measurement of financial assets 5

An entity’s business model for managing financial assets is a maiter of fact

and not merely an assertion. It is typically observable through the activities
© that the eniity undertakes to achieve the objective of the business model.

An entity will need 1o use judgement when it assesses its business modsl

. for managing financial assets and that assessment is not determined by

a single factor or activity. Insiead, the entity must consider all relevant
evidence that is available at the date of the assessment. Such relevant
avidence includes, but is not limited to:

[IFRS 9:B4.1.2B]

(a) how the perfermance of the business model and the financial assets
held within that business model are evaluated and reporied {0 the
entity’s key management personnsl;

{b} the risks that affect the performance of the business model {and the
financial assets held within that business model) and, in particular, the
way in which those risks are managed; and

{c) how menezgers of the business are compsnsated {e.g. whather ths
compensation is based on the fair value of the assets managed or on
the contractual cash flows coliected).

' A ent ty will need io reasssss its busmess mode! each repomng
_petiod to determine whether the business mmodel has changed since
' :e_-prececimg period: ingraasing levels of salss Of.fsnanC!a_ assets held
ithin- a-business thatipreviously met the armortised cost or FVTOCH
eria may be eviderice that the business mtJd'e?"has'changed:am
erefore Waé’rant rnciassafacailorl of fmancaa& assats (see Semmn ?)
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- they are considerad to. reflact the commenicement of a risw business |
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B2 Financial assels Classification and measuremert of financial asseis 5

is permitied to prepay, or the holder is permittad {o require the issuer f;
prepay, when the prepayment amount substantially represents an unpaij
amount of principal and interest on the principal amount outstanding, whic
may include reasonable additional compensation for the early termmatio
of the coniract.

The example mciuded |r1.. 8'9 84 ‘t 11 1iluetrates the prm 'p.

p;epayment op’non written” by Entaty B as part of the Toan to Entlty C.
'_.3-fbreech the comractual -cash. ﬁows characfenstfcs fest because the

ower i ,ptuon i prepay et a variabie ;orem;um

Iends CU10 m1|l|on to Entlty D at. a;ﬁxed mterest rate the Ioan |s';
,o,able A three years: Entity D tias the rlght ta prepay the foan at an amount :
o 1he present; value of the remalmng contractual |nterest and: prlnmpai
ymems (i.e. payments dz,e ‘up to including the end of Year 3) discountsd by:
tigifial etfectwe interest rate ad;usted for changes in’ intarest retee i1ce
- |f_the rlsk free miarket irterest raf fower than the equ;vaient r|sk~
arks mterest rate at ongmatiorl The prepayment penalty (othewwse_
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B3 Financial liabilities and equity Principles of liability/equity classification 2

. coniractual obligation. The amount of the contractual obligation may be
‘or may fluciuate in part or in full in response 1o & variable other than
o market price of the issuer's own equity.

ch instruments do not meet the definition of equity because the issuer
merely using its own shares as currency to extinguish its obligation.
The contract therefore does not evidence a residual interest in the entity's
sets after deducting ali of its liabilities. [IAS 32:21]

; 52.:1. 7 Contingent setilement provisions
2.1.6 Shares fo the value of, or issuer sefifernment option

Financial instruments may be structured such that the obligation to deliver
cash or another financial instrument arises only on the occurrence or non-
oceurrence of uncertain future events {or on the ouicome of uncertain
circumstances) that are beyond the confrol of both the issuer and the holder
of the instrument. The issuer does not have an unconditional right to avoid

Some instruments may contain an obligation for the issuar to deliver a
variable number of its own equity instrumenis such that the fair value of the
entity’s own equity delivered under the arrangement equals the amount of
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B3 Financial liabilities and equity

Does the contract contain an chligaticn

+- for the entity to purchase its own equity

instruments for cash (er ancther
financial assei)?

No

Will the contract only be settled by
‘gross physical setlement’ (i.e. cash (or
another financial asset} wilf be delivered

by one party in return for shares from
the other)?

Derivalives over own equity 6

Financial liability for the
present value of the
repurchase price

Derlvative measured at
fair value through profit

Yes

|s the number of sharses to be delivered
or received fixed?

Ves \!

Is the ao it of cash {or other financial
asset) tu.be paid or received fixed in
tunctional currency terms?

The following decision tree summarises the classification of derivativ‘gé'
over own equity instruments. In making this determination, it should als

No

be noied that:

s in consolidated financiai statements, derivatives over the equity of
subsidiaries are treated in the same way as derivatives over the equ
of the parent entity;

s recognition of a financial liability for an obligation to purchase cwn equit
for cash (or another financial asset) is required even if the chligation;

Is the amaunt of cash (or other financial
asset) to be paid or received fixed in a
foreign currency and is the instrument a
right, option or warrant offered pro rata
to all existing owners of the same class
of the entity’s own non-derivative equity
instruments?

conditional on the holder exercising its right to selt thz shares to th
entity and notwithstanding the fact that the contract tself may be a
equity instrument (because it can be settled only through the enti
delivering a fixed amount of cash in exchange for a fixed number of its.
own shares); {IAS 32:23] and

¢ a derivalive over own equity when the underlying equity instrument
meets the requirements for equity classification in accordance Wi
either 1AS 32:16A & 16B (puttable instruments) or 1AS 32:16C & 16
(instruments that impose on the entity an obligation to deliver to anoth
party a pro rata share of the net assets of the entity only on I|qU|dat|oni)
of IAS 32 cannot be classified as equity. [IAS 32:22A]

Yes

or loss

Derivative measured at
fair value through profit
or loss

Derivative measured at
fair value through profit
or loss

The following table illustrates the application of IAS 32 to different derivatives
over own equity, with different setlement mechanisms. The settlement
echanisms are described as follows.

) Net cash settlement. When one party's net gain/loss is settled in cash
" and no shares are exchanged.
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B85 Embedded derivatives Determination of host contract: debt vs. equity 5

: versus floatmg debt host contract {2)

ear debt |nstrument has fi xed annual payments and a prlncapal _repayment'

: e co’ntract because ihere areno varlable |nterest rate payments l L

mbeddad non-optional derivatives must be determined so that they have
rvalue of zero at inception of the contract. If this was not stipulated, it
d be possible to split one instrument into an infinite number and variety
hosts with embedded derivatives. This could be done by separating
ibedded derivatives with terms that create leverage, asymmetry or another
k'exposure that does not exist in the hybrid contract. [IFRS 9:B4.3.3 &
RS 9 Guidancs an Implementation C.1]

mbedded cpicnal derivatives will not necessarily have a fair value (or
rinsic-value) of zero at inception. The fair value of such an embedded
v will depend on its strike price or rate. Therefore, the separation of
‘uption from a hybrid coniract should be based on the stated terms of the
don feature. [IFRS 9:B4.3.3 & IFRS 9 Guidance on Implementation C.2)]

e

4 Terms of the embedded derivative and the debt hos

contract - Determination of host contract: debt vs. equity

It a hybrid contract has both debt and equity features, a determination must
iade as to whether the host contract is debt or equity. Often, this wilt be
relatively straightforward task because the 'majority’ of the contract will
e either more like debt or more like equity.

The term 'debt host contract’ that is applied below refers to debtinstrurs
that are issued by an entity (and that, therefore, are financial liabuities)

The terms of the hosl contract must reflect the stated or implied terms o
hybrid contract (i.e. the embedded feature must be cleary present in
hybrid contract). In the absence of implied or stated terms a judgem
may have to be made, but an entity cannot create cash fiows that do fiot
contractually exist. :

> host contract has no stated or predetermined maturity and represents
sidual interest in the net assets of the issuer, then its economic
chatacteristics and risks arg those of an equity instrument. Any embedcded
derivative would need to possess equity characteristics related to the
e entity to be regarded as closely related. If the host contract is not
- equity instrument and meets the definition of a financial instrument,
1 its economic characteristics and risks are those of a debt instrument.
S 9:84.3.2]

More commonly, the host contract will not represent a residual interest in
Atity and, thus, the economic characteristics and risks of a financial
st contract will be considered that of a debt instrument. For example,
en though an overall hybrid instrument may provide for repayment of
the principal linked to the market price of the issuer’s ordinary shares, the
h.d_st contract may not involve any existing or potential residual rights in the
t assets of the issuer (i.e. rights of ownership) so would not be an equity
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B6 Measurement

recognised in other comprehensive income. The foreign currency elem
will never affect profit or loss because no fair value amounts accumulated |
eguity related to equity instruments designated as at FVTOCl are permltt i
to be subsequently reclassified to profit or loss.

3.3.1 Financial assets and fiabilities measured at FYTPL

Faor financial assets and liabilities that are measured as at FVTPL,th
requirement to recognise foreign currency gains or losses is straightforwar
because all gains and losses are recognised in profit or loss as part of th
fair value gain or loss. The fair value is determined firstly in the foreig
currency in which the item is denominated and that foreign currency amouy
is subsequenily transiated into the entity’s functional currency using fzﬁ:
closing rate. The accounting treatment is the same irrespective of whethe
the item is monetary or non-monetary.

3.32.2 Amortised cost and debt instruments measured at FVTOCH

For financial assets and financial liabilities measured at amortised costg
well as debt instruments measured at FVTOCIH {which for the purpo
of calculating foreign currency translation in profit or loss are treated:a
if they were amortised cost) are monetary items and so foreign curreng
gains or loss are calculated by determining the amortised cost in the forei'g
currency in which the item is dencminated and the foreign currency améur
is subsequently translated into the entity's functional currency using th
closing rate. Such foreign currency gains and losses are recognised'-i
profit or loss.

As the foreign currency element recognised in profit or loss for a o
instrument measured at FVTOCI is the same as if it was measured
amortised cost, the residual foreign currency element based on .th
translation of the carrying value (at fair value) is recognised in othe
comprehensive income. :

3.2.3 Hedged items and hedging instruments

IAS 21 specifically excludes from its scope the measurement of foreig
currency items that are subject to hedge accounting because IFRS 9
more specific on how to recognise gains or losses when hedge account
is applied. If a financial asset or financial liability is designated as a hadge
item in a fair value hedge of the exposure to changes in foreign curreng
rates under IFRS 9 the hedged item is remeasured for changes in foreig
currency rates even if it would otherwise have been recognised using.
historical rate under 1AS 21. [IFRS 9:6.5.8] This exception applies to nor
monetary items that are carried in terms of historical cost in the foreig
currency anc are hedged against exposure to foreign currency rates
[IAS 21:23(b)] For example, an investment in a subsidiary that is measure
at cost is fair vaiue hedged for foreign currency risk.
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Subsequent measurement 3

eign currency gains or losses on monetary items are recognised

rofit or ioss except if the monetary item is designated as a hedging
sfrument in either a cash flow hedge or a hedge of a net investment in a
reign operation (see chapter B9). [IFRS 9:B5.7.2] If there is a hedging

tionship between a non-derivative monetary asset and a non-derivative
onetary liability, changes in the foreign currency ccmponent of those
qancial instruments are presented in profit or loss. [IFRS 9:B5.7.4]

4 Summary of foreign currency accounting

pmmary of how foreign currency is treated for the various financial asset
|agsifications is set out in the following table.

Monetary or non-
monetary item

Foreign currency
gains and losses from
remeasurement {prior
fo its disposal)*

ortised cost (wnether | Monetary item, Profit or loss
a financial ass=t or caiculated on the
nancial siabiiity) instrument’'s amoriised

cost.

izt instruments Monetary item, Profit ar loss (with the
aela that are fair calculated on the foreign currency element
valued through other instrument’s amortised that is not based on
comprehensive income | cost. amortised cost, being
the translation on the
difference between

the fair value and

the amortised cost is
recognised in other
comprehensive income
along with the other fair
value gains or losses)

ity instruments MNon-monetary item Other comprehensive
[d that are fair income

valued through other
mprehensive income

ir value through Monetary or non- Profit or loss as part

ofit or loss (whether monetary of the fair valug gains
inancial asset or and losses on the entire
financial liability) instrumant

'_As_sumes that the itern is not being hedged for foreign currency risk, or is net a hedging
instrument in a foreign curency hedge.

.5 Dual currency bonds issved

-RS 9:B4.3.8(c) states that a foreign currency derivative that provides a
am of principal or interest payments denominated in a foreign currency
nd that is embedded in a host debt instrument {e.g. a dual currency
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B6 Measurement impairment 5

ome cases the simplified approach is required and in other cases it is
coounting policy choice. For trade receivables and contract assets that
Jot contain a financing component (see below), it is a requirement to
ygnise a lifelime expected loss allowance. For other trade receivables,
¢ coniract assets, operating lease receivables and finance lease
ceivables it is an accounting policy choice that can be separately applied
iach type of asset (but applies to all of that type of asset), as summarised
siow. [IFRS 9:5.5.15 & 16]

(a) The iatest quarterly report of Company A revealed a quarter—on-qué'
decline in revenues of 20 per cent and in operating profit by 12 per cen

(b) Rating agencies have reacted negatively to a profit warning by Compan
A and put the credit rating under review for possible downgrade from
investment grade to non-investment grade. However, at the reporting dat'
the external credit risk rating was unchanged.

(c) The bond price has also declined significantly, which has resulted in;
higher yield to maturity. Entity B assesses that the bond prices have bee
declining as a result of increases in Company A's credit risk. This is because
the market environment has not changed (for example, benchmark interes
rates, liquidity etc are unchanged) and comparison with the bond prices’s
peers shows that the reductions are probably company specific (mstea
of being, for example, changes in benchmark interest rates that are.
indicative of company-specific credit risk}.

Lifatime expected
loss allowance always
recoghnised

de receivables and contract assets that do not | Requirement
tain a significant financing component

de receivables that contain a significant Accounting policy choice
incing component (for all such trade
receivables)

While Company A currently has the capacity to meet its commitments,
targe uncertainties arising from its exposure to adverse business and economj
conditions have increased the risk of a default occurring on the bond. As a resu
of the factors described above, Entity B determines that the bond does not h
low credit risk at the reporting date. As a result, Entity B needs to determ
whether the increase in credit risk since initial recognition has been significan
On the basis of its assessment, Company B deiermines that the credit:
has increased significantly since initiai recognition and that a loss allowanic
at an amount equal to lifetime expected credit losses should be recognise
accordance with IFRS 9:5.5.3 (see 5.2.1).

ontract assets hat contain a significant financing | Accounting policy choice
i {for a/l such contract
assets)

araiing i2ase receivables Accounting policy choice
; (for all operating lease
receivables)

ance lease receivables Accounting policy choice
(for alf finance lease
receivables)

5252 Simplified approach for trade receivables, confract assets and
lease receivables

The impairment model does not require the general approach (unde“ ok
changes in credit risk since initial recognition must be monitored, se :
to be applied for all trade receivables, contract assets (in scone ol 1FR :
Revenue from Contracts with Customers) and lease receivanles (result
from transactions that are within the scope of IAS 17 Lagses).

signifi caﬂt i nancmg component exists if the tlmmg of paymenis agreed '
the pames to.the contract (either expltcﬁly or;lmp!mltly) prowdes .

Instead a simplified approach can apply for these assets under wh
lifetime expecied loss aliowance is always recognised {i.e. a loss allowal
for 12-month expected losses is not initially or subsequently recognise
As a result there is no need to identify significant increases (or decreas
in credit risk for the purpose of measuring the impairment allowance
the statement of financial position as required under the general appr
This can make the application of the impairment model more operat
Howsver, a conseguence of always recognising a loss aflowance
lifetime expected losses for assets with a term longer than 12 month
that it can give rise to a larger loss allowance and larger impairment loss
initial recognition (because lifetime expected losses for an asset with at
longer than 12 months is expected to be greater than 12-month exp G
losses). '
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B7 Fair value measurement of financial instruments Measuring the fair value of liabilities and own equity &

4 Measuring the fair value of non-financial assets -

highest and best use 'because the enhty has advantages relative to the market that make

re beneﬁcaal for 'the entrty to fulﬂi 1he Ilabrlzty usmg |ts own rn‘ternal

'The apphca‘tlon of IF—“RS 13 s'requwements "nderihis headlng :
-t non-financial assets This.conceptis n t;'reievam for financial ¢
+ liabilities or.an en’uty s own_e_qwty instruments because those ite
not ha\fe aiternatwe uses:as conternplated in IFRS13: [!FRS 13 B
w Consequentiy, this topic is not dealt with'in this chapter but'is dus

. In'section 4 cf chaptar AG of Valume'A this manuai

n when there is no observable market o provide pricing information
out the transfer of a liability or an entity’s own equity instruments (e.g.
use contractual or other legal restrictions prevent the transfer of such
s), there might be an observable market for such items if they are held
ther parties as assels (see 5.1.2). [I[FRS 13:35]

5 Measuring the fair value of financial liabilities and

sistent with the cbjective of fair value measurement and the prioritisation
entity’s own equity instruments

e fair value hierarchy (see section 10}, when measuring the fair value
Hability or an entity’s own equity instrement at fair value, the entity
ould maximise the use of relevant observabie inputs and minimise the
@ of unobservabie inputs.[IFRS 13:36]

51 Measuring the fair valus of liabilities and an entity’s own eq
instrumenis — general

5.1.1 General principles 2 Lisbilities and equity instruments held by other parties as

. ) g . o assels
The fair value of a financial liability or an entity’s own equity instru y

{e.g. an equity share issued as part of the consideration in a busi
combination) is measured based on the assumption that the liab
equity instrument is transferred to a market participant at the measufet
date. [IFRS 13:34]

Ler a quoted price for the transfer of an identical or a similar financial
ility or an entity’s own equity instruments is not available, and the
gntical item is held by another party as an asset, an entity is reguired to
sure the fair value of the financial liability or equity instrument from the
pective of a market participant that holds the identical item as an asset
e measurement date. [IFRS 13:37] This requirement could be relevant,
rexample, when measuring the fair value of corporate bonds or a call
tion on an entity’s shares. [IFRS 13:35]

For a financial liability, it is assumed that the liability would
outstanding and the market participant transferee would be requwed £
the obligation. 1t would not be setiled with the counterparty or athet
extinguished on the measurement date. [IFRS 13:34(a)] '

'rmmlng the faur value of a flnancrai ilabihty oran entity’ s own eqmty '
ument from the’ perspectlve of the't ounterparty hofding the same *
ument as. an asset re;m‘orces the no‘non tha‘t the faw value ascnbed

ofthe holder Th!S is based ol the :e'ory that falr valueis based.

ansaction in‘which the contract is transferred ‘as opposed, to

g:.settled or extlnguashed with: the ho]der En all cases the fair value |
aéed on: the premise that the lnstrument remalns Dutstanding and"

' ‘forelsatheoretlc' transfer va!ue

For an entity's own equity instrument, it is assumed that the e
instrument would remain outstanding and the market participant trans
would take on the rights and responsibilities associated with the instrul
The instrument would not be cancelled or otherwise extlngmshed
measurement date. [IFRS 13:34(b)]

e circumstances described above, the apprepriate bases for measuring
3 fair value of the liability or the entity’s own equity instrument are listed
tow, in descending order of preference:
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B3 Recognition and derecognition Initial recognition 2

e e el een the trade date and settlement date, although the asset itself is not

: The [FR!C observed ft__ recognised, the entity is required to accountforbghanges in its fair value,
plying the same measurement basis that will be used to account for the
ivired asset once it is recogrised,; therefore, changes in fair value are
ognised in profit or foss for assets to be classified or designated as at
TPL, in other comprehensive income (OCH) for assets to be designated
at fair value through other comprehensive income, and not recognised
ssets measured at amoriised cost. [IFRS 9:B3.1.6}

2.2 Trade date and settlement date accounting

Under iFRS 9:3.1.2, a ‘regular way’ (see below) purchase or sale of
assets can be recognised (and derecognised) using either frade:-dak
settlement date accounting. The meihod used is required to be
consistently for all purchases and sales of financial assets that bel
the same category as defined by IFRS 9. For this purpose, assels {
mandatoriy measured at FVTPL form a separate classification ca
from assets designated as at FVTPL. [IFRS 9:B3.1.3]

A ‘regular way' purchase or sale is defined as a transaction
contractual terms ‘require deiivery of the asset within a time.n
established generally by regulation or convention in the marketp
concerned”. [IFRS 9: Appendix A] A marketplace is not limitsd
stock exchange or organised over-the-counter market. Rathier

the environment in which the financial asset is custoinariy exch
An acceptable timeframe would be the period reasonaniy and cust
required for the parties to complete the transaction and prepare and exe
closing documents. [IFRS 9 Guidance on Implementation B.28] Th
date is the date of the commitment to buy or sell the financial ass
setflement date is the date of the delivery of the asset. if a transacti
considered ‘regular way', a derivative is not recognised for the timep
between the trade date and the setilement date. :

When trade date accounting is applied, the entity recognises the fin
asset to be received and the corresponding liability to pay for it at the
date; on disposal, the financial asset is removed from the stater
financial position on the trade date. [IFRS 9:83.1.5] '

Under the settlement date accounting approach, the asset is recog
on the date on which it is received by the entity; on disposal, th
is not derecognised until the asset is delivered to the buyer. W
purchase of an asset is accounted for using settlement date accou
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B8 Recognition and derecognition Derecognition of financial asseis 3

cognises a financial liability for the consideration received. [IFRS 9:3.2.15]
asset and liability cannoct be offset and, simiiarly, any income arising
the asset cannot be offset against any expense incurred on the lizbility.
S 0:3.2.22] The asset’s classification, measurement basis and income
cognition does not change as a result of the transfer. This accounting
ment is often referred to as ‘gross presentation’ or ‘secured borrowing’
entation.

hip of 'th:e"tr:ainéfe'_rréd- as’sété_,j (e
igjority. of interes

i of mwmablas wath

t_ransfers short ‘term recelvables 'to Entxty Y and prowdes_ _a cred(t

The difference between:

e the carrying amount {(measured at the date of derecogniticn) aI 0
fo the part derecognised; and :

» the consideration received for the part derecognised (including any
asset obtained less any new liability assumed) is recognised in pri
loss. [IFRS3 ©:3.2.13]

In the above example, the assets were carried at amoriised cost
amouni recognised in the profii or loss is calculated as the div
between the consideration of CUY00,000 and the allocated cariying
of the derecognised asset of CU840,000. :

There are likely to be instances in which allocation hased-on the e
fair value method’ is difficult because it is difficult to obtain the fair
of the parts of the asset that are subject to derecognition and co
recognition. The Standard acknowledges that when an entity: h
historical practice of selling parts similar to the part that is continued o b
recognised, or other market transactions for such parts exist, recen
for actual transactions would best reflect the fair value of the parts. Wi
there are no price quotes available, the best estimate of the fair valug'is|
difference between the fair value of the larger financial asset as a.y
and the consideration received from the transferee for the part of the
that is derecognised. [IFRS §:3.2.14]

fed repayimier _o_f principal. i

3.3 Transfers that do not qualify for derecognition

. Continuing involvement in the transferred assets

When a financial asset is precluded from being derecognised in |ts _
(i.e. the transferor retains substantially all of the risks and reward
ownership), the entity continues to recognise the asset in its entir

n an entity neither transfers, nor retaing substantially all of the risks
‘rewards of ownership of a financial asset, and retains control of
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B8 Recognition and dereccgniiion

@

]

currency denomination;

the guarantor (or elimination of the guarantor); or

option features.

Derecognition of a financial liability 4

sExisting - New debt 5%

Exampte 4 1B
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: 'Present Vaiue'::' :
New cﬂ‘eb% CUm i
553
5,03
s
o 4ass
o
L7200

115 ([ﬁe.-_unt_al 20Y0) s 4.85% compared =




Hedging instruments - 2

B9 Hedge accounting

Qrt;smg- Ioan embedded it the denvanve and th[:: Io: :n: W|l! change m'f::

'f;:_ﬁreciassmca‘ﬁon from equlty to prof’ i or: Ioss whan the hedg'd tis
) hedgad ltem affec’zs proﬂt or fogs; and .

(i) the shares Wwould be recognlsed at fair value belng US$’55 (D
P -US$15 Cr Cash US$1O Cr Denvatsve asset US$5)

2D _'res the re]evant charactenst;cs of a hedgmg reiatlonsh:p mcludlng?f
n‘i al sources of hedge meffeotweness An entlty would also need:-

i Intfernal derivatives

a group that has a central treasury function, a group entity or division
wishes to enter into hedging transactions uses their central treasury
Action rather than using an external group counterparty. The central
ury function then aggregates all its infernal positions and enters into
ernal transactions to offset the internal ones on a net basis thereby
g advaniage of any natural offsets and hedging the exposures of the
oup in & cost efficient way.

TOCH, that &
le hedged |tem zn'a fair value hedge if accordance wrth IFRS'Q 6

[geoup level, if the central treasury function enters into external
nvatives these can be used as hedging instruments of exposures that
t the group level (including eligible net positions, see section 4).

owever, in the consolidated financial statements, intragroup derivatives
not be hedging instruments because these are not external to the
porting entity and they are eliminated on consolidation. These intragroup
fivatives may be used in the entity's individual financial statements
se, from the individual entity’s perspeciive, such derivatives are with
external third party. [IFRS 9:6.2.3]
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35':" iy interest rates by enterlng into-a fairvalie hedge of interest rate risk.
'urreht market rate of |nterest s now 3.5 per cent; rether than 4.6 per oerﬁ

than the eontraotual frxed rate coupons on’ the bond the en
desrgnete as the hedged item a portion of each coupor ca
“tothe fixed recelpts ofthe swap. The fixed recerpts of the swap
“cash flows’ on the: desrgnated portion of the- bond w1ll matc
hedge is lrkeéy to meet the hedge effec‘tlvenese requrremeh

enters mto a recewemvanab!e rate pay-ﬂxed rate of 3 5 per oent mterest
ap:on: 31 December 20X2: with: & maturity: of-31. December-20X5: to
;'ts fair valuesinterest rate exposure ~The swap ison- market ie:ithas a

.of zero: a't rnceptron S TR Y el

!f rnterest rates have nsen smce the bond was |ssued | Ehe

: nchrnark rnterest rate of 35 per cent is Iower than the contracéual cash
:of the lodn and, therefore, Entity Fis permitted to designate as the hedgecl
__portron equal to-the behchmark rate (e.g. LIBOR). S e

31nteresi rate swap The entrty cah deSJQna?re the bond asl
;i:he benchmark lnterest rate portron of its fair valug.interes
. provided that the ‘benchmark rate: is. less tharn. the effec_tiv
~ratel of. the: hedged: item, caiou!ated based on ‘the- assumption
the: entity had’ issued the hond on the date éhe hedge rs.-de
_'[IFRSQBGSZS}“-- : : : .

_5Th|s is achreved by desrgnaimg asthe’ hedged rlsk b h the
coupon payments and an amount of discount which'is includ
: 'dlﬁ’erenoe betwéen the: current:fair value of the bond ahd
_ repayable af matunty A hedge desagnated in thrs way s like!
_ineffectiveness: because the fixed cash: flows:of the swap
- different profile. from the. ﬂxed cash flows of the. hedged item
: ﬁmterest cash flows af the: swap-are composed of equal payme
the hedged_mterest cash 0ws on the bond cormprise lower,
‘payments. and ‘a discount to: par: The: dif‘ferent cash flow: P
';:_resuEt in dlfferent ‘changes in: faar'value ln 'esponse toc

ano 2 im‘er est retes mcrease befween T/‘I/2OX2 and 31/72/20)(2

s -OII’I 31 December 20X2 with, & maturity-of 31 Decembar 20X5 to
s fair valie interest-rate exposure The swap is on- market e ithasa
' aiue of zero at lnceptron T e L R

_ntrty'F had orrgmated the ioan when the hedgrng swap was entered mto |twould
ave ongmated the loari at 5 percent, butat 5.4 perceht ie.at the benchmark
st market rate plus the appropriate margm gwen the counterpar%y s credit
Li.e. the (6 per cent.+ 0.4 per cent). The benchmark. intefest rate of
ei-cent islower than the effective interest rate of this hypothetroal toan' and,
refore, Entity F is permitted to designate as the hedged item a.portion equal
the benchmark rate (e g. LlBOR) that i is hlgher 'than the contractual fixed rate

celved on ‘the asset.

3 / -sfruc’tured to be equrvalent ’Es e dlSCO
;"_'-.the bond the swap will be more eﬁectlve at hedgrng tz e bo_
L On market swap wrth nr] fair Va!ue L ke :

s'with contractually specified risk comporients and negative margins -
1 be designated as hedged items; however, the presence of negative -
argms will often limit the range of variability due to-embedded ﬂoors..-
e contract that prevent the cash flows of the contract becoming

gative. Hence if such risks are hedged with derivatives that do not._
'ntaln a corresponding embedded cap to i|m1t the cash flows on-the
'nvatave hedge meffectlveness may anse ...... - :

_55-:--Fasr vaiue hedgmg ﬁxed rate debt when mterest ratee have moved
:.:3!ssue Bl e BRI L

.,;'Entrty F orrgrnated a four year 5. per cent f" xed rate toan ‘of. CU10,00
-1 January. 20X2, with a matrity date. of 31 December 20X5. OF the: 5
Goupon, 0. 4 per.cent’ represents credit: spread (Le. the market: rate

_was 4.6 pet cent). Interest is receivable. annua[ly The effectwe ere
: 3'Ent|ty' F's: 1oan atglnceptron is 5 per cent 5 :

Example 3.17C

iréedgéhg a variable rate financial liability with negative margin

'_IFRS 9:86.3.24]

|f a variable-rate financial liability bears interest of (for exarnpie) threeimomh
LIBOR minus 20 basis points (with a floor at zero basis points), an entity can

i designate as the hedged item the change in the cash flows of that entire liability

La fair; vaiue of CU’IO 251 Entrty F wrshes to proteot rts lean asset aga

708

709
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allocated epecrflcally to those 10 future |ntereet perrods and accordrn
| releaeed to proﬂt or loss in these future perrode ERERE e :

rExampEeﬁSBB e

'_: Change in trmmg of farecast saie ef a mn-ﬁnanma! |tem

:':___Entrty S deelgnates a denvatwe as a hedglng me‘trument in 2 cash flow
- ofa forecast sale of srlver The hedglng re%atlonshsp meete all Gf ’the c

- for hedge acceuntmg

.;In a: subsequent perrod S determmes thaf the forec:ast iransactlon i5
to oceur rn an earher perlod than ongrnally antlclpated -

The change An trmmg ‘of the forecast transac’ﬂen does not affect i
. of . the: designation.: Entity $.can conclude that the. transaction:is: the'
._'_rhe one that was desrgnated as belng nedged. However the change i
- of-the hedged transactron may. affect the aeeessmen‘i of hedge effe
gomg forward becauee the: hedgmg |nstrumen't must continue to be dasi
 for the ‘whole' of its remaining penod o maturity-. Also, the amou_nt‘ire_'c"eg
A other comprehenswe income. up to this point: Wwilt need: to.be adlueted
the Iower of the cumulatrve gain or’ loss arn the derwatlve from-mcephon
'5 hecige ang’ the" cumulatlve change m farr vaiu of-‘t :

forecast transac‘no . : d

If the hedged transaction is no fonger expected to occur, then the cur'nu
amounts in other comprehensive income are reclassified from eq

profit or loss. [IFRS 9:6.5.12(b)]

,:-'the hypotheircal derrvatlve ' "easure posﬁr—acguzsrtron fair
fue changes of the hedged item will be determined at acquisition with
it value. The difference between the actual hedging instrument and

taca[ derlva’uve 'WIFE' re' ‘ hed' =4 rneﬁectrveness Sy

5.5 Further illusirations of cash flow hedges

: _'debt using & rate lock agreement (a de
. lock agreement asa hedge_ of the var blllty :
the forecast: debt: [ssuance Enmy D;_expecte to_rssue the ‘de :
-"quar‘ter of 20)(0 Entity. D's ‘credit ratmg is'BB;iIn the. ﬂrst quarter of 20
"spreads between government and; corporate bend rates widen srgnrﬂcant
: En‘triy D'does not expect to'issye its bonds in rhe.second guarte
‘D's advisers be ieve that the: markets ‘may: ‘stabilise i o the ﬁrst quarter 0
- Entity D will now: make & ecrsron on the! type “ofifur lingi rrst ‘Guiare

1201 and th' efore. closes” out rts rate lock agr
] : negatrv'

aiied irlustrations of cash flow hedges are included in chapter B10 in
following sections.

3'% Cash flow hedging a forecast sale for foreign currency risk

3.2 Basis adjusting the acquisition of a non-financial item

-3 Cash flow hedging variable rate interest with an interest rate swap

- 3.4 Cash flow hedging foreign currency risk of floating rate debt

3.5 Cash flow hedging foreign currency risk of fixed rate debt

_:j_ En y Drshouid recognise: the entite jossin p"rofzt;-or. loss

BmC S-nﬁ xpected 36 Cash flow hedging foreign currency risk of zero coupon debt

3.7 Cash flow hedging foreign currency risk of the principal only on

lf Entity Dihad instead designated the- hxgh-y.probab_ forecas _
nterest-bearing debt

- flows oceurrrng over ‘the. 10—year perred From the second: quarter of 20)(0
than rnterest cash ﬂows on the specrfrc deb‘t |ssuance) and Sti” regard

el

776

77T
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Date R
T : Debt - Equlty £4000s.
L 'Reclas:?,lfy amounts e T e _

S from eqwty S T
3,369 .

i -'ﬁ--“.(3'5°® 0s  £'000s
31/1?ﬂx1 o B AT T

B derwahve

Recassn“yamounts e
£°000s | £000s
el

- Settienfént of mterest i
Siion ihe debt and ne

352

30;960(2 f{' s Sty
. £'000s

135
i _ 3500f
: re on f}e debt andt net settlement of

‘Cash flow hedging foreign currency risk of floating rate debt

‘following three examples illustrate the entries for a cash flow hedge
oreign currency risk on floating rate debt using a floating - floating
ss currency interest rate swap. In the first example (example 3.4A) the
: ss currency swap is designated as the hedging instrument in its entirety
‘the foreign currency basis spread element of the swap gives rise to
ffectiveness. In the second and third examples the foreign currency
is spread element is excluded from the designation of the hedging
strument. In the second example (example 3.4B) the excluded element is
ognised directly in profif or loss on a fair value basis. In the finai example
example 3.4C), the entity has elected, in accordance with IFRS 9:6.5.16
pply IFRS 9:6.5.15 and recognise the excluded element in QCI (io the
_Bxtent it relates to the hedged item). Because the hedged item is a period

ef'la_ted itemn, the excluded element is amortised Trom OCI to profit or loss
a rational basis over the period during which the hedge adjustment for
‘included element could affect profit or loss.

To recogmse the 'Jssue of debt.




